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Summary
US monetary policy decoupling from Europe and Asia

Main scenario

• Central banks’ monetary policy: The US Federal Reserve is already
communicating about potential rate hikes in 2022 and a reduction
in US Treasury bond purchases, which should result in higher longterm yields. The Fed is expected to announce the start of its
tapering this week, while other major central banks are expected
to keep their target rates unchanged till the end of next year: ECB
(-0.50%), BoJ (0%), PBoC (2.20%).
• Impact on currencies: Given anticipations of higher US rates, the
USD has been strong against most currencies, except the RMB,
which strengthened 1% in October. We see two main reasons.
First, the RMB is supported by China’s solid economic
fundamentals with September exports up 28.1% YoY to
US$305.7bn and interest rates that remain attractive (short- and
long-term yields close to 3%). Second, given the massive US deficit,
which should worsen under Biden’s presidency, the US is unlikely
to let their cost of funding increase much. We expect the Fed rate
to remain within the [0.10% ; 0.50%] range till end-2022.

We expect the RMB to remain strong. As anticipated, the USDRMB
broke its 6.45 support level and carried on its slide below 6.40.
Meanwhile, the EURUSD broke its 1.16 support, reflecting the
monetary policy decoupling between the US and EU. We anticipate
EURUSD volatility as the currency pair is affected by both bullish
forces, stemming form the Eurozone’s positive commercial balance,
and bearish forces, driven by the potential rise in US interest rates.

US Macroeconomic data
GDP annual growth* (2021F)

5.9%

Effective Fed funds rate

0.08%

Govt bond 10Y

1.57%

Inflation rate (Sep, YoY)
Govt budget (2020, % of GDP)
Balance of trade (Aug)

1.12

Risks
Depending on US growth and inflation levels, if the Fed reduces its
bond purchasing program faster than initially expected or announces
a more aggressive rate hike plan than the +0.25% anticipated for end2022 at the November meeting (Fed funds rate at 0.08% currently),
market yields on US Treasuries will likely surge. As a result, the
greenback would appreciate against major currencies like EUR, RMB,
JPY, and GBP.

USD vs major currencies
USD/EUR

1.08
1.04

USD/GBP

1.00

USD/JPY

0.96

5.4%

0.92

-14.9%

0.88

USD/RMB
USD/AUD

-US$73.3bn
* UBS forecast as of 1 October 2021

Source: Trading Economics, Yahoo Finance

For professional investors only. This document is confidential and aimed at institutional organizations for information only and is not a solicitation of any kind.
Past performance is not a reliable indicator of future performance. All SFC regulated activity is conducted by Privium Fund Management (HK) Limited; CE: BGR298.

2

RMB
USD/RMB (29 October 2021)

6.3904

Quarter to date

-1.0%

Year to date

-2.0%

Last 12 months

-5.0%

Purchasing Power Parity

RMB
Long-term trend

↗

Outlook

Despite the prospects of the Fed’s future tapering and the increase in
US yields that would follow, we remain positive on the renminbi’s
strength with respect to the US dollar on the back of China’s strong
trade balance and solid economic growth outlook.

-

Given the current energy crisis, China is unlikely to let its currency
depreciate too much as energy imports would become much more
expensive.
Risks
A spread of the Evergrande crisis to China’s property and financial
sectors would lift the USDRMB pair. China’s handling of the crisis
remains a key factor to monitor.

Macroeconomic data
GDP annual growth* (2021F)

8.2%

6.80
6.70

Base interest rate

3.85%

Govt bond 10Y (China)

2.96%

6.50

Inflation rate (Sep, YoY)

0.7%

6.40

-3.7%

6.30

Govt budget (2020, % of GDP)
Balance of trade (Sep)

USD/CNY

6.60

US$66.8bn
* UBS forecast as of 1 October 2021

Source: Trading Economics, Yahoo Finance
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EUR
EUR/USD (29 October 2021)

1.1684

Quarter to date

-1.8%

Year to date

-5.0%

Last 12 months

-0.6%

Purchasing Power Parity

EUR
Long-term trend

↗

Outlook

Despite the recent strengthening of the US dollar amid investor
anticipations of increasing yields in the US ahead of the Fed’s shift to a
less accommodative policy stance, we believe the greenback remains
in a long-term bearish trend given the US’ structural budget and
commercial deficits and the world’s de-dollarization trend.

1.34

We expect the euro – as an exporter currency – to strongly benefit
from the global post-pandemic recovery.
Risks
A much slower economic recovery in Europe than in the US would
encourage the European Central Bank (ECB) to maintain its dovish
stance and weaken the euro vis-à-vis the greenback.

Macroeconomic data
GDP annual growth* (2021F)

5.1%

ECB deposit facility rate

-0.50%

Govt bond 10Y (Germany)

-0.10%

Inflation rate (Oct, YoY)
Govt budget (2020, % of GDP)
Balance of trade (Aug)

1.30

EUR/USD

1.25

1.20

4.1%

1.15

-7.2%

1.10

€4.8bn
* UBS forecast as of 1 October 2021

Source: Trading Economics, Yahoo Finance
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GBP
GBP/USD (29 October 2021)

1.3801

Quarter to date

-1.2%

Year to date

+1.2%

Last 12 months

+6.2%

Purchasing Power Parity

GBP
Long-term trend

↗

Outlook

Although the spread of the Delta variant has underpinned safe-haven
currencies like the US dollar in recent months, we believe the pound
will benefit from the global economic recovery, given its procyclical
nature, thus lifting the GBPUSD pair.

1.64

Nonetheless, we think the Fed’s plans to reduce its quantitative
easing before hiking rates will temporarily support the USD against
the GBP.
Risks
A delayed global recovery, an aggravation of the Covid pandemic, and
stronger trade frictions with the EU would all have a negative impact
on the pound.

Macroeconomic data
GDP annual growth* (2021F)

7.0%

Base interest rate

0.1%

Govt bond 10Y (UK)

1.07%

Inflation rate (Sep, YoY)
Govt budget (FY20-21, % of GDP)
Balance of trade (Aug)

1.45

GBP/USD

1.40

1.35

3.1%

1.30

-14.9%

1.25

-£3.7bn
* UBS forecast as of 1 October 2021

Source: Trading Economics, Yahoo Finance
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JPY
USD/JPY (29 October 2021)
Quarter to date
Year to date

113.62
+3.8%

JPY
Long-term trend

+8.9%

Purchasing Power Parity

Outlook

The USDJPY pair is largely influenced by the direction of US Treasury
yields and interest rates as well as market sentiment. With the Fed
about to start tapering its bond purchasing program and likely to raise
rates next year, we believe USDJPY will continue to appreciate after
reaching 114 for the first time since end-2018.

+10.2%

Last 12 months

↘

72.0

Risks
An unexpected change in the Bank of Japan’s (BoJ) monetary policy to
a more hawkish stance would support the Japanese yen.

Macroeconomic data
GDP annual growth* (2021F)

2.5%

120
115

Base interest rate

-0.1%

Govt bond 10Y (Japan)

0.09%

Inflation rate (Sep, YoY)

0.2%

105

-12.6%

100

Govt budget (2020, % of GDP)
Balance of trade (Sep)

USD/JPY

110

-¥622.8bn
* UBS forecast as of 1 October 2021

Source: Trading Economics, Yahoo Finance
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AUD
AUD/USD (29 October 2021)

0.7532

Quarter to date

+1.8%

Year to date

-2.1%

Last 12 months

+6.8%

Purchasing Power Parity

AUD
Long-term trend

↗

Outlook

The AUD has benefited from strong coal and natural gas prices, which
contributed to Australia’s record-high A$15.1bn trade surplus in
August. Meanwhile, Covid-19 restrictions are being relaxed, which
should have a positive impact on the currency in the short term. We
believe the AUD will continue to benefit from the growing demand for
commodities amid the global economic recovery.

0.73

Risks
The Australian dollar would be negatively affected by risk-off events
and a deterioration of Australia-China relations would exert additional
downside pressure on the AUDUSD pair.

Macroeconomic data
GDP annual growth* (2021F)

4.0%

Base interest rate

0.1%

Govt bond 10Y (Australia)

1.99%

Inflation rate (Q3, YoY)
Govt budget (2020, % of GDP)
Balance of trade (Aug)

0.85

AUD/USD

0.80

0.75

3.0%

0.70

-4.3%

0.65

A$15.1bn
* UBS forecast as of 1 October 2021

Source: Trading Economics, Yahoo Finance
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CAD
USD/CAD (29 October 2021)

1.2346

Quarter to date

-0.8%

Year to date

-3.2%

Last 12 months

-7.2%

Purchasing Power Parity

CAD
Long-term trend

↗

Outlook

The CAD has benefited from the rise in energy commodity prices. We
remain positive on global growth prospects and expect commoditylinked currencies like CAD to be major beneficiaries of the global postpandemic recovery as growing demand continues to drive up
commodity prices.

1.23

The Bank of Canada (BoC) is likely to end its quantitative easing
program and raise its base interest rate ahead of the US Fed, which
would support the CAD.
Risks
The loonie remains highly dependent on global energy demand and,
as such, new restrictions due to an aggravation of the pandemic
would curb the appreciation of the Canadian dollar.

Macroeconomic data
GDP annual growth* (2021F)

7.6%

1.40
1.35

Base interest rate

0.25%

Govt bond 10Y (Canada)

1.75%

1.25

Inflation rate (Sep, YoY)

4.4%

1.20

-15.9%

1.15

Govt budget (2020, % of GDP)
Balance of trade (Aug)

USD/CAD

1.30

C$1.9bn
* UBS forecast as of 1 October 2021

Source: Trading Economics, Yahoo Finance
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CHF
USD/CHF (29 October 2021)

0.9115

Quarter to date

+0.6%

Year to date

+3.4%

Last 12 months

+0.1%

Purchasing Power Parity

CHF
Long-term trend

↘

Outlook

We believe the US dollar will become increasingly attractive as the
Fed starts to taper its bond purchasing program before hiking rates.
Meanwhile, the Swiss National Bank (SNB) is likely to maintain its
policy rate of -0.75% – the lowest in the world – for the years to
come. As a result, we expect the USDCHF pair to rise in the coming
year.

0.83

Risks
An unexpected hawkish shift in the SNB’s policy stance would support
the Swiss franc. Yet, the SNB is unlikely to move before the ECB.

Macroeconomic data
GDP annual growth* (2021F)
Base interest rate

-0.75%

Govt bond 10Y (Switzerland)
Inflation rate (Sep, YoY)
Govt budget (2020, % of GDP)
Balance of trade (Sep)

3.3%

0.96

USD/CHF

0.94
0.92

0.01%

0.90

0.9%

0.88

-2.6%

0.86

CHF4.4bn
* UBS forecast as of 1 October 2021

Source: Trading Economics, Yahoo Finance
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Who We Are
SystematicEdge is a Financial Services firm that provides
Investment and Currency Management Solutions
SystematicEdge is an Investment Management firm based in Hong Kong,
partnering with Privium Fund Management, an Anglo-Dutch institutional
Asset Manager with over US$ 3 billion in AUM. Privium is regulated in
Hong Kong (SFC), Singapore (MAS), London (FCA), Amsterdam (AFM) and
Luxembourg (CSSF).
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