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The US dollar broke out of its four-month bear market as inflation, employment, retail, and global 
services Purchasing Mangers’ Index (PMI) data surprised to the upside. The strong economic 
data triggered a sharp rise in yields as investors priced in tighter monetary policy to combat 
the greater inflation pressures. That, in turn, weighed on equity markets from both a valuation 
perspective and the higher probability of a monetary-policy-induced recession. The US dollar 
was supported by rising yields and rising risk aversion/weaker equity markets — a return to the 
familiar dynamics of 2022. 

More cyclically sensitive commodity currencies lagged while the euro and the pound were stuck 
in the middle. The yen was the worst-performing currency as it is very sensitive to rising US yields, 
and the new governor-elect of the Bank of Japan (BoJ) promised to take a patient approach, 
maintaining the ultra-loose monetary policy for now.
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Figure 1 
February 2023 
Currency Return vs. 
G-10 Average

Source: Bloomberg and State Street Global Advisors, as of 28 February 2023. Past performance is not a reliable indicator 
of future performance. 
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Review and Outlook 
by Currency

The Swedish krona broke out of its pattern over the past year to outperform following tough talk 
from the central bank and a significant positive inflation surprise.

February was illustrative of our primary concern for 2023: A perfect, soft landing, with inflation 
moving back to target and economies avoiding a hard landing, is very difficult. Markets will remain 
highly sensitive to incoming data, while central banks are likely to err on the side of tighter policy 
for longer. The result is a period of higher-than-average financial market volatility and yields — 
both of which tend to support the US dollar.

We see a period of significantly-below-trend growth at best and a broad global recession at 
worst, along with gradually improving inflation. However, the strength of the incoming data 
suggests that the path to normalization may take longer than many expected going into this year. 
We are increasingly concerned that recession risk and additional market upheaval may extend 
well into 2024. A long period of heightened uncertainty as well as high yields favors the US dollar 
at the expense of cyclically sensitive, commodity-linked currencies. The yen and the euro should 
do reasonably well in such an environment, although the yen requires lower US yields.

The US dollar broke out of its four-month downtrend with a gain of 2.6% vs. the G10 average in 
February. The US dollar began the month with a loss in response to the US Federal Reserve (Fed) 
chair Jerome Powell’s reluctance to push back against the easing of financial conditions due to 
the strong equity markets and falling yields in his 2 February press conference. However, the US 
dollar popped back up after a surprising January employment report on 3 February (+517k new 
jobs compared to only +189k expected). The strength in the economic data and the US dollar 
continued throughout the month. Retail sales registered a sharp positive surprise, the services 
PMI moved back into expansionary territory, and core personal consumption expenditures (PCE) 
inflation unexpectedly rebounded back to its highest month-on-month levels since June 2022, 
at +0.57%. The strong rise in yields, resulting from the strong data, reignited worries of monetary-
policy-induced recession risk, weighing on equity markets. This general risk sentiment further 
supported the dollar.

We see continued upside pressure for the US dollar as the strong consumer, hot inflation, and 
impressive employment data push the Fed to raise rates further and keep them at elevated 
levels for longer. That tighter policy is aimed at controlling inflation by dampening demand, which 
significantly increases recession risk later this year and into 2024.

Periods of high US yields and recession risk tend to be dollar-supportive. In the longer term, 
we stick with a decidedly bearish US dollar view. The US dollar is historically expensive, and we 
see a broad decline of as much as 15% over the next 3–5 years as we eventually move to more 
normal levels of inflation and lower monetary policy rates, and enter the next global recovery 
cycle. As we saw with the 10+% move down in the dollar over the October–January period, the 
turn lower in the US dollar can come quickly. That move proved premature, but at some point, 
over the next year or so, we expect the market to be able to more confidently (and correctly) 
anticipate economic and policy normalization, pushing the US dollar durably lower.

US Dollar (USD)
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The euro had an uneventful month as it finished flat relative to the G10 average. The European 
Central Bank (ECB) delivered a 0.5% rate hike on 2 February to take the deposit rate to 2.5% and 
signaled another 0.5% hike to come at its March meeting, after which hikes would become more 
data-dependent. Markets were not impressed partly because the stellar US employment data 
the following day dominated currency markets. A strong rebound in services PMIs across the 
European Union (EU) and the ZEW survey on 21 February also failed to move the euro, though the 
latter prompted a modest increase in market expectations for higher ECB policy rates. 

We are positive on the euro in the near term on an improving (but still weak) economic outlook, 
powered by lower-than-expected energy prices and a decent fiscal outlook. Meanwhile, the 
stubbornly high inflation is likely to keep the ECB on a tightening path. As a result of that — 
more resilient growth outlook and tighter ECB policy — we see scope for capital inflows into 
both equity and fixed income markets. The euro is also likely to benefit from its relatively low 
correlation to global equity volatility and risk sentiment, which makes it less sensitive to the 
ongoing fear that global monetary tightening will trigger a recession. 

The British pound surged late in the month to finish with a gain of 0.8% relative to the G10 
average. The pound quickly fell to its intra-month low, down 1%, by 3 February in response to a 
dovish 0.5% rate hike from the Bank of England (BoE) and a stellar US employment data. Two 
BoE board members voted for no change, while Governor Bailey noted that the central bank sees 
early signs of a turn in inflation. From there, the currency moved sideways at depressed levels on 
conflicting data. Better-than-expected Q4 gross domestic product (GDP) growth and a strong 
jobs report (+102k new jobs in January compared to +15k expected) were positive for the pound. 

But that positive impact was offset by the weaker-than-expected inflation data on 15 February. 
The pound finally gained some traction following an upside surprise in retail sales on 17 February, 
and a few days later by the surge in services PMI to 53.3 from the prior reading of 48.7. At the end 
of the month, news of a negotiated deal to rework the Northern Ireland Trade Protocol sent the 
pound up once again to finish the month with a gain.

Our models remain slightly negative on the pound over the near term and close to neutral in 
the medium term. A return of fiscal responsibility and modestly improved economic outlook 
justify the pound remaining well off its panic low from September, but the weak economic 
outlook, a cautious BoE policy tightening, and a lingering (large) current account deficit suggest 
some weakness, or at least near-limited upside from here. The new Northern Ireland protocol, 
if adopted by the parliament, is a positive in that it provides evidence that it is possible to 
successfully negotiate with the EU to ease the strains of Brexit. However, we do not view it as a 
game-changer for the pound at this point because it does not impact broader EU–UK Brexit-
related trade issues, but only trade between Northern Ireland and the rest of the UK. 

In the long term, the pound remains quite cheap by our estimates — about 12% below its fair value 
relative to an MSCI World currency basket and 17% cheap vs. the US dollar. However, until the 
economic outlook improves, real interest rates rise, and we see some improvement in the current 
account deficit, it is hard to see the pound moving back up toward its longer-term fair value.

The Japanese yen was the worst-performing G10 currency in February, down 2.4% vs. the G10 
average, and down nearly 5% vs. the US dollar. The story was rather simple. The yen is the lowest-
yielding currency in the G10 and the nomination of Kazuo Ueda as the next Bank of Japan (BoJ) 
governor reduced expectations of a rapid change in monetary policy. As a result, the yen fell 
steadily in response to the large, steady rise in global yields. By month-end, the US dollar three-
month yield advantage vs. the yen was near 5.3%, its highest level on a monthly closing basis 
since 2000.

British Pound (GBP)

Japanese Yen (JPY)

Euro (EUR)
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Our short-term models remain negative on the yen due to the size of its recent rally relative to 
the still very low interest rates and lack of evidence that Japanese inflation will be self-sustaining. 
As we approach peak global inflation and yields, we expect to see medium-term strength in the 
yen. And in the case of a global hard landing (recession), the yen can hold up well vs. most G10 
currencies due to its safe-haven qualities.

The nomination of the pragmatic Kazuo Ueda may reduce the chance of a quick change in BoJ 
policy, but inflation continues to prove sticky, and we think the BoJ under Governor Ueda would 
likely act at some point. This possibility of BoJ action should help to limit the risk that we see in 
the kind of runaway yen depreciation at times in 2022. Altogether, we see room for a continued 
correction lower in the yen, but a long yen exposure remains one of our preferred ways to position 
for the gradual transition from the US dollar bull to bear market over the next 6–12 months.

The Canadian dollar rose 0.5% vs. the G10 in February, helped by strong domestic data and 
the strength of the US dollar. Like the US, the Canadian employment report came in well above 
expectations — +150k new jobs in January vs. +15k expected — while the manufacturing PMI 
rebounded back to expansionary territory at 51.0. The Canadian dollar responded positively 
but was unable to keep pace with the US dollar as a weaker-than-expected Consumer Price 
Index (CPI) (5.9% vs. 6.1% expected), continued housing market pressures, choppy-to-weaker 
oil prices, and soft December retail sales all weighed on Canada’s economic outlook. Against the 
broader G10, the Canadian dollar was able to hold its gains through the month, helped in part by 
the broad strength in the US dollar. The Canadian dollar tends to outperform the G10 average 
during periods of US dollar strength, given their close economic and financial ties. 

Our models are negative on the Canadian dollar on weaker commodity price trends. 
The reopening in China will likely improve the commodity outlook, but that will likely take some 
time as the uncertain pace of recovery in China and headwinds from slowing ex-China global 
GDP growth weigh on commodity demand. We also see greater near-term vulnerabilities in 
the Canadian economy from extremely high home prices and elevated levels of consumer debt, 
which should make the economy and inflation sensitive to tight monetary policy compared to 
the US.

In the longer term, we see greater scope for appreciation of the Canadian dollar vs. the US dollar, 
especially as Chinese growth recovers. But in line with our expectation of a broad US dollar 
weakness later this year and into 2024, we think the Canadian dollar will likely underperform 
most other G10 currencies once we enter a period of normalization in global inflation, monetary 
policy, and growth (given the Canadian dollar’s high correlation to the US dollar).

The Swiss franc performed well throughout February, though it weakened late in the month 
on rising relative global yields, to finish up only 0.2% vs. the G10 average. The Swiss franc 
appreciated significantly through 8 February. It is difficult to identify a specific cause of the 
franc strength. Local Swiss data was soft early in the month, with manufacturing PMI coming 
in below 50, signaling contraction. Thus, it appears that the franc outperformance early in 
February was not as much a story of Swiss strength as it was about weakness in currencies 
other than the US dollar. 

The same pattern repeated itself in the middle of the month following the strong US inflation and 
retail sales prints. Later in the month, following the broad, positive surprises in services PMIs 
across Europe, the UK, and US, the rise in global yields accelerated and the franc turned weaker, 
limiting its gain for the month. 

Swiss Franc (CHF)

Canadian Dollar (CAD)
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The franc may continue to outperform higher-beta currencies such as the Australian dollar, 
the Norwegian krone, and the New Zealand dollar during this period of heightened uncertainty. 
However, we see the franc as vulnerable against the euro and the dollar. In our view, it is 
expensive relative to the recent rise in global yields. While the Swiss National Bank (SNB) needs 
to continue to talk tough and is likely to raise rates by 0.5% in March in order to prevent additional 
inflation pressures, we expect that it will ultimately signal an end to the tightening cycle earlier 
than the ECB. 

Weaker-than-expected PMI data and retail activity, expected fiscal contraction, and the surprise 
stagnation in Q4 GDP (0% QoQ) will likely hasten that dovish SNB shift. In the longer term, we are 
also quite negative on the franc as it is materially overvalued relative to our fair value estimates, 
and is likely to remain one of the lowest-yielding currencies in G10. Once we get through this 
period of high inflation and recession risk, and into a period of calmer global recovery, the franc is 
likely to underperform for an extended period. 

The krone fell 1.1% vs. the G10 average in February. The krone was closely aligned with oil markets 
during the first half of the month, falling sharply in the early days of the month before partially 
regaining lost ground, leaving the krone down modestly by mid-month. The krone moved 
sideways through the second half of the month, with equity market weakness likely weighing 
on the krone, while a late-month rebound in oil helped to offset equity weakness to provide 
support. Local economic data also had little impact on the currency as a disappointing Q4 GDP 
growth was largely offset by better-than-expected January retail sales and a positive surprise 
in the CPI print.

Our models are negative on the krone in the near term on weak/volatile oil prices and poor local 
equity market performance. Outside of the models, our concern regarding a steeper-than-
desired global economic slowdown and further equity market volatility keeps us cautious in our 
krone outlook over the next few months. The krone has had the highest downside correlation 
with equity markets in the G10 over recent years. In the long term, the krone is historically cheap 
relative to our estimates of fair value, and is supported by steady potential growth. Thus, we 
expect strong gains eventually, but reiterate that the krone faces a tough near-term environment. 

The Swedish krona enjoyed a strong rally, leading the G10 with a 2.8% gain vs. the average. 
After a slow start to the month, the Riksbank delivered a hawkish 0.5% rate hike and pointed to 
the likelihood of additional rate increases this spring. Importantly, it also specifically mentioned 
the desire to see a stronger krona. That hawkish tone and the resulting krona rally were further 
amplified by a large positive surprise in the core Consumer Price Index with a Fixed Interest Rate 
(CPIF) inflation (+0.4% MoM in January vs. –0.2% expected).

Our models have a small positive bias toward the krona in the near term as it has already priced 
in a fair amount of bad news, and local equity markets have performed well. The shift in the 
Riksbank rhetoric is also positive. That said, we see persistent downside risks. The manufacturing 
PMI remains in contraction territory, January retail sales growth was negative, and high levels 
of household debt make the Swedish economy very sensitive to tighter monetary policy. 
The hawkish Riksbank shift is welcome but suspect.

The Riksbank talk of higher rates is muted by its own projection of a peak rate at 3.33% in the 
monetary policy report, only 0.33% above current levels. It spoke of the desire for a stronger 
currency but admitted that it does not plan specific actions to push the currency higher.

In the longer term, the outlook is much more positive. The Swedish krona remains among 
the cheapest currencies in the G10 according to our fair value estimates. Eventually Swedish 
and global inflation will be under control and the Swedish and regional economies will begin a 
more durable recovery. Once that happens, the krona has substantial room to appreciate on a 
sustained basis. 

Norwegian Krone (NOK)

Swedish Krona (SEK)
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The Australian dollar lost 1.9% in February relative to the G10 average. The macro environment 
was a headwind as the initial enthusiasm regarding the China reopening from COVID-19 
lockdowns waned, weaker equity markets weighed on risk-sensitive currencies (such as the 
Australian dollar), and stronger-than-expected economic data moved interest rates in favor of 
the US dollar and euro.

The Australian services PMI remained in contractionary territory, while the services PMI in the 
US, UK, and EU unexpectedly bounced back into growth territory. The Reserve Bank of Australia 
(RBA) delivered a 0.25% rate increase and pointed to the need for more increases, but it has 
been on a more cautious path than the ECB and the Fed. Importantly, weaker-than-expected 
employment and wage data cast doubt on expectations for further RBA policy tightening. 
The Australian dollar downtrend steepened into the month-end after the lackluster Australian 
services PMI print on 20 February which came in at 48.6, signaling continued contraction of 
services activity. 

Weak/choppy commodity prices, slowing consumer activity, tepid wage growth, rising equity 
market risk, and a more cautious RBA present meaningful headwinds for the Australian dollar 
in the near term. Investors appeared less excited about the China reopening in February, but we 
think the improved Chinese growth may help to limit the Australian dollar downside as it begins 
to show up in the data. 

Though we do not think the China reopening will be enough to warrant outright strength in the 
Australian dollar, in the longer term, the Australian dollar outlook is mixed. It is cheap vs. the US 
dollar and the Swiss franc and has room to appreciate, but is expensive against the British pound, 
the yen, and the Scandinavian currencies.

The New Zealand dollar was down 1.6% vs. the G10 average in February. It trended steadily lower 
throughout the month following the upside surprise in the US employment data on 3 February. 
Economic data remains at stressed levels but improved on the margin, with a tick-up in consumer 
confidence, credit card spending, and business confidence. 

The Reserve Bank of New Zealand (RBNZ) delivered additional monetary tightening, raising 
the cash rate by 0.5% to 4.75%, and signaled that more rates increase would likely be necessary 
to tame inflation. However, the New Zealand dollar failed to respond to the improved local 
conditions due to equity market weakness and an even stronger positive impulse in EU, UK 
and US economic data.

We are neutral on the New Zealand dollar in the near term. Signs of stabilization in economic 
data, albeit at depressed levels, the China reopening, and high yields should help support the 
New Zealand dollar. However, that positive impulse is likely to be offset by a fragile global risk 
sentiment and equity markets as investors grapple with ever tighter monetary policy and rising 
global recession risk.

In the longer term, our New Zealand dollar outlook is also mixed. It is cheap vs. the US dollar and 
the franc and has room to appreciate, but is fairly valued vs. the Canadian dollar and the euro, 
and expensive against the Australian dollar, the pound, the yen, and the Scandinavian currencies.

Australian Dollar (AUD) 

New Zealand Dollar 
(NZD)
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Our clients are the world’s governments, institutions and financial advisors. To help them achieve 
their financial goals we live our guiding principles each and every day:

• Start with rigor
• Build from breadth 
• Invest as stewards 
• Invent the future 

For four decades, these principles have helped us be the quiet power in a tumultuous investing 
world. Helping millions of people secure their financial futures. This takes each of our employees 
in 29 offices around the world, and a firm-wide conviction that we can always do it better. As a 
result, we are the world’s fourth-largest asset manager* with US $3.48 trillion† under our care.

* Pensions & Investments Research Center, as of December 31, 2021. 
†  This figure is presented as of December 31, 2022 and includes approximately $58.60 billion USD of assets with respect 

to SPDR products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing 
agent. SSGA FD and State Street Global Advisors are affiliated. Please note all AUM is unaudited.
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sources believed to be reliable. 

There is no representation or warranty as to the 
accuracy of the information and State Street 
shall have no liability for decisions based on 
such information. 

Currency Risk is a form of risk that arises from 
the change in price of one currency against 
another. Whenever investors or companies have 
assets or business operations across national 
borders, they face currency risk if their positions 
are not hedged. 

The views expressed in this material are 
the views of the Report Component Team 
through the period ended 28/02/2023 and 
are subject to change based on market and 
other conditions. This document contains 
certain statements that may be deemed 
forward- looking statements. Please note that 
any such statements are not guarantees of 
any future performance and actual results or 
developments may differ materially from 
those projected. 

This document may contain certain statements 
deemed to be forward-looking statements. 
All statements, other than historical facts, 
contained within this document that address 
activities, events or developments that SSGA 
expects, believes or anticipates will or may 
occur in the future are forward-looking 
statements. These statements are based on 
certain assumptions and analyses made by 
SSGA in light of its experience and perception 
of historical trends, current conditions, 
expected future developments and other 
factors it believes are appropriate in the 
circumstances, many of which are detailed 
herein. Such statements are subject to a 
number of assumptions, risks, uncertainties, 
many of which are beyond SSGA’s control. 
Please note that any such statements are not 
guarantees of any future performance and 
that actual results or developments may 
differ materially from those projected in the 
forward-looking statements. 

The information provided does not constitute 
investment advice and it should not be relied 
on as such. It should not be considered a 
solicitation to buy or an offer to sell a security. 
It does not take into account any investor’s 
particular investment objectives, strategies, 
tax status or investment horizon. You should 
consult your tax and financial advisor. 

The information contained in this 
communication is not a research 
recommendation or ‘investment research’ 

and is classified as a ‘Marketing 
Communication’ in accordance with the 
Markets in Financial Instruments Directive 
(2014/65/EU) or applicable Swiss 
regulation. This means that this marketing 
communication (a) has not been prepared 
in accordance with legal requirements 
designed to promote the independence of 
investment research (b) is not subject to 
any prohibition on dealing ahead of the 
dissemination of investment research.

This communication is directed at professional 
clients (this includes eligible counterparties as 
defined by the “appropriate EU regulator”) who 
are deemed both knowledgeable and 
experienced in matters relating to investments. 
The products and services to which this 
communication relates are only available to 
such persons and persons of any other 
description (including retail clients) should 
not rely on this communication.

All material has been obtained from sources 
believed to be reliable. There is no 
representation or warranty as to the accuracy of 
the information and State Street shall have no 
liability for decisions based on such information.
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