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Themes: Positioning pendulum, lost exceptionalism, hedging America

Traditionally, Jan/Feb tend to be strong months in terms of US data seasonality and
USD performance which is why we caution against some tactical USD stickiness and
strength vs. the crowded currencies like AUD, EUR, CNH and EM carry. Structurally,
we remain comfortable with our core bearish USD view. Risk-reward should still
favor USD downside over the coming quarters from strained haven status, and
continued hedge America trade. Moreover, US resilience is likely to fall short of US
exceptionalism, which in a backdrop of solid global growth, lower rates and fiscal
buffers is positive for risky assets and is bearish for the dollar.

How to trade it?

We remain cautious of USD bounces and positioning adjustment in the coming weeks
and also like short EURGBP. Towards the end of Q1, we recommend selling USD
again vs EUR, AUD, GBP, SEK. In RV, we like long AUDCAD and EURCAD more
structurally. BoJ intervention risks are rising but we expect any JPY strength from that
to be short-lived as the Takaichi trade picks up again. In EM, we like BRL, CLP, and
ZAR. We see upside in KRW over SGD and INR. The divergence between laggards
in Asia FX and high carry will narrow over time amidst global steepening pressures
and Fed cuts. We also like to fade BRL weakness vs USD and MXN in H1. Short
CADMXN is a good USMCA hedge.

FX quant macro drivers and views

Our quant macro framework MRSI has seen a recent improvement in the tactical
trading weight of the USD from technical and market factors – growth, positioning
and rates momentum. Beyond the near-term positioning adjustment, however, we
continue to forecast a structural decline in the USD (another 5% in 2026) driven
by US convergence to global growth and rates and waning safe-haven appeal. We
downgrade JPY on fiscal risk premia. We believe another carry to value rotation is
likely in 2026 benefitting Asia FX in H2 alongside a stable China outlook.
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Traditionally, Jan/Feb tend to be strong months in terms of US data seasonality and USD performance which is why we 

caution against some tactical USD stickiness and strength vs. the crowded currencies like AUD, EUR, CNH and EM carry. 

Structurally, we remain comfortable with our core bearish USD view. Risk-reward should still favor USD downside over the 

coming quarters from strained haven status, and continued hedge America trade. Moreover, US resilience is likely to fall 

short of US exceptionalism, which in a backdrop of solid global growth, lower rates and fiscal buffers is positive for risky 

assets and is bearish for the dollar. 

We remain cautious of USD bounces and positioning adjustment in the coming weeks and also like short EURGBP. 

Towards the end of Q1, we recommend selling USD again vs EUR, AUD, GBP, SEK. In RV, we like long AUDCAD and 

EURCAD more structurally. BoJ intervention risks are rising but we expect any JPY strength from that to be short-lived 

as the Takaichi trade picks up again. In EM, we like BRL, CLP, and ZAR. We see upside in KRW over SGD and INR. 

The divergence between laggards in Asia FX and high carry will narrow over time amidst global steepening pressures 

and Fed cuts. We also like to fade BRL weakness vs USD and MXN in H1. Short CADMXN is a good USMCA hedge. 

Our quant macro framework MRSI has seen a recent improvement in the tactical trading weight of the USD from 

technical and market factors – growth, positioning and rates momentum. Beyond the near-term positioning adjustment, 

however, we continue to forecast a structural decline in the USD (another 5% in 2026) driven by US convergence to 

global growth and rates and waning safe-haven appeal. We downgrade JPY on fiscal risk premia. We believe another 

carry to value rotation is likely in 2026 benefitting Asia FX in H2 alongside a stable China outlook.
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Positioning pendulum: rinse & repeat The middle of the USD smile Safe-haven: to be or not to be

Big Three Market Themes: Positioning pendulum, lost exceptionalism, hedge America trade

• We are tactically bullish the USD as US data 

tends to be strong in Q1 and USD historically 

has had a resilient start to the year. This can 

lead to a positioning correction in Q1, 

particularly vs EUR, AUD and EM carry. 

• Looking at our high-frequency fair value 

model (HFFV), and proprietary positioning 

index, we find that market sentiment is 

bearish the USD again. You could see a 

technical bounce in the USD if geopolitical 

tensions start to heat up, or Q1 US data 

seasonality strength pushes back some 

expectations of Fed cuts further. This can 

offer better levels to sell the USD for more 

structural reasons.

• The USD's era of effortless strength is over 

and hedging is the name of the new game. 

The US has been brought to a more level 

playing field with its peers especially as the 

US is now the emanating source of global 

uncertainty in the world. The list of risk 

events is very  long in the US with many 

pending Supreme Court cases whereas tail 

risks to global growth ex-USA keep reducing. 

• There are clear signs of a hedge America 

trade that is afoot, and which can get another 

boost as the Fed cuts interest rates and 

hedging costs come down. Other regions can 

follow Europe and provide the next leg lower 

in the dollar. 

• A strong US economy is a necessary but not 

a sufficient condition for a sustained USD 

rally. In fact, solid growth and generally lower 

global rates put us in the middle of the dollar 

smile. In this environment, USD gains from 

any US economic resilience are offset by risk-

on sentiment. 

• Can AI save the USD? Proponents of USD 

resurgence also point to the resilience of US 

equities, and the performance of AI/tech 

stocks. While the AI boom will continue to 

keep the US on the leaderboard in driving 

productivity cycles of the world, that is 

something which would play out for the USD 

over the much longer term, not in 2026! 
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What’s the trade – Trade blotter of ideas linked to tools, themes, and views

Themes, ideas, and drivers 

FX Thematic Focus: Growth, Rates, and Reversion

Growth > inflation, Reversion > momentum

The Eras Tour: Growth/ Inflation Regimes and FX

Tracking market growth regimes and FX

The Hedge America Trade is Strong for FX

Global investors want to hedge US assets

The Global Convergence and Level Reset for the US

Reset, Reallocate, Repatriate

Look to fade USD rallies into Q1

Tactical rallies are major selling opportunities

G10 still has some juice to squeeze

RV makes a comeback – Upside in EUR, AUD, GBP 

over CAD 

Selectively selecting EM carry and Asia RV

Focus on value and links to global growth (ZAR, 

CLP, BRL, KRW)

FX views over the next 3 months

-3 -2 -1 0 1 2 3

Bearish Neutral Bullish

USD

EUR

JPY

GBP

CHF

SEK

NOK

CAD

NZD

AUD

LATAM

CEMA

EM ASIA

Source: TD Securities
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Global Macro Narrative and 
Drivers 
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Geopolitics continue to drive markets – Don't let your guard down

• The intersection of geopolitics and 

global macro remains the 

dominant market driver. The 

upcoming months are filled with 

critical calendar dates both in the 

US and outside. 

• Trade and tariff uncertainty 

continues with important countries 

like China and India. USMCA 

negotiations are yet to begin. 

Russia-Ukraine talks ebb and 

flow. Now the legality of tariffs 

themselves is challenged. 

• Macro vol looks too complacent in 

a backdrop of lingering 

geopolitical and macro risks.  The 

US administration will now get 

increasingly involved the in Fed, 

adding another layer of 

uncertainty. 
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Which themes are driving performance – The comeback of mean-reversion, growth and rates 

• Our global FX portfolios reveal a 

comeback of mean reversion over 

momentum. Our positioning and high 

frequency fair value portfolios are 

outperforming as they fade the 

extremes in positioning and 

valuations and point to a tactical 

USD squeeze higher. 

• Our rates basket has been 

outperforming equities. We expect 

rates momentum to be primarily a 

Fed play in H1 with more interesting 

CB divergence in H2 as chatter picks 

up about potential hikes in a few 

G10s.  

• In EM, we think 2026 will be a year of 

value rather than passive EM carry. 

Partner carry with growth, and cheap 

positioning where possible. The 

divergence between laggards in Asia 

FX and high carry will likely narrow 

over time amidst global steepening 

pressures. 
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Cross-asset performance – Climbing a wall of worry with steady gains 

• Gold continues to climb to new 

highs in an environment of 

heightened uncertainty, and 

reduced appetite for the USD. 

Risk assets have held up with 

solid global growth and macro vol 

not jumping higher. Global 

equities continue to see positive 

inflows and upside.  

• FX has seen differentiated 

winners and losers. We have 

seen a resurgence of EM carry 

high yielders over G10 low 

yielders. JPY has been the 

biggest loser owing to political 

uncertainty. 

• Energy prices continued to 

collapse due to supply glut and 

US administration pressure to 

keep oil prices lower. Metals, on 

the other hand, continue to see 

upside from global stockpiling 

pressures and the AI race. 
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How to trade it – MRSI trading weights and convictions across the thematic portfolios 
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What's the MRSI trading theme? – USD looks tactically favorable 

• We regress the broad USD on the performance of our factor portfolios to understand the drivers. We flag that early parts of Q1 tend to be 

strong for US data and the USD seasonally. 

• Recent USD bounce can be explained by a positioning squeeze rooted in a reduction in expectations of Fed cuts along with an 

improvement in growth profile. 
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What's the USD MRSI view? – Our framework flags tactical USD strength

• We have seen a recent improvement in the USD's trading weight on our aggregate framework driven by tactical factors (positioning, high-

frequency fair value) and growth and rates momentum. 

• We do see the possibility of a tactical bounce-back in the USD. Our quant macro framework MRSI is now long the USD relative to 80% of 

the sample. 
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Take advantage of Q1 seasonality – USD's Q1 gym membership 

• We are tactically bullish the USD as US data tends to be strong in Q1 and USD historically has had a resilient start to the year (much like 

gym memberships and annual resolutions). Accordingly, we caution against some tactical USD stickiness and strength. 

• This can lead to a positioning correction in Q1, particularly vs EUR, AUD and EM carry. Structurally, however, we are comfortable holding 

our bearish USD bias and any Q1 correction can give us better entry levels to sell the dollar. 
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Value rotation has more room to run – Value and carry don't go hand-in-hand 

• We have seen a tug of war between carry and value in 2025 with both working over different pockets of time. We are cautious of 

positioning disruption that could upend some of the recent complacency, especially in EM carry. 

• The bigger they are, the harder they fall - USD peaks tend to align with extreme LFFV mis-valuation signals. The USD's decline has 

moderated how expensive it appears. The correction still has room to run but with the caveat that the next leg lower in the USD will likely 

be vs low-yielders in G10 and EM Asia. 
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Value rotation has more room to run – Value and carry don't go hand-in-hand 

• The EM carry trade regained popularity in 2025 but fell shy of its erstwhile appeal as relative EM central bank hawkishness and 

divergence continue to decline. 

• The LatAm EM high yielders will start to face local risks towards the middle of the year with higher volatility reducing the carry appeal. 

Passive carry is unlikely to see sustained gains this year except in selectively timed periods. 
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The eras tour – Tracking USD performance through the different eras of growth and inflation

• We try to identify growth and inflation regimes by looking at TD's high frequency data surprise indices and track the USD's performance in 

those. We find that the growth regime usually dictates the USD direction with inflation affecting magnitude. 

• We find a regime of high US growth and low inflation is the most bullish for US equities, signaling a pro-cyclical environment without the 

problem of inflation needing the Fed to keep interest rates high. .
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Global growth dynamics – Global growth regime is key for the next USD cycle

• The first chart sets to map out the global growth regime, using "global" data trends and surprises. When both are negative it feeds into a 

strong USD backdrop. Notably, the regime is currently indicating a moderating but still decent economic backdrop. 

• Global data surprises are positive, and trends have been gradually improving. That provides further evidence that the global backdrop 

(outside the US) is not too dire. Second chart shows weak USD performance in that zone.
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Back to data watching – US resilience will likely fall short of US exceptionalism

• These charts also go into more detail on the emerging data theme. US data has moderated while ROW data has picked up. We aren't in 

an era of US exceptionalism anymore, but growth expectations globally seem to be moving higher.

• The global macro mix is holding up. The second chart plots the shift in consensus global growth expectations, demonstrating a move in 

the right direction. Indeed, we have more upgrades than downgrades. 
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Resilience does not equal Exceptionalism – Any US growth pickup will likely fall short of peak

• A strong US economy is a necessary but not a sufficient condition for a sustained USD rally. Solid growth and lower global rates put us in 

the middle of the dollar smile. In this environment, USD gains from any US economic outperformance are offset by risk-on sentiment.

• The US economy can prove to be resilient, but unless it goes back to levels of peak exceptionalism where the gap with the rest of the 

world becomes very wide, we are unlikely to see any sustained USD rallies. 
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Rates divergence matters? For G10 RV yes, but EM is mainly a risk and growth play

• Does rates divergence still matter? It does for G10. In Q1 it is primarily going to be a Fed play hinged on US data seasonality. G10 CB 

rates divergence chatter can pick up again but only meaningfully in Q4 with ECB, BoC potentially closer to hiking rates.

• For EM what matters more is the global growth and risk backdrop such that even a procyclical US backdrop and resilient growth 

environment do not derail EMFX strength. It can potentially affect G10s but primarily from a relative rates channel. 
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Time varying drivers – Time zone framework charts the next leg lower in the USD

• Based on our time zone analysis for the US dollar – US-based investors are focused on expectations of Fed cuts while Europe- and Asia-

based investors care about relative equity performance of the rest of the world and potential carry unwind/ boost to hedge ratios. 

• The next leg lower in the USD would require hedging costs to keep moving lower in an environment where RoW equities do not severely 

underperform their US benchmark. 
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The fiscal tap is broken – Fiscal deficits are no longer an EM-only problem.

• While a global unraveling and coordinated bond selloff is not very likely, we are mindful of heightened sensitivity of G10 FX to fiscal 

concerns and headlines which could dominate short-term price action here and there along the way, akin to EM FX. 

• We expect JPY, GBP, and LatAm to witness periods of underperformance around fiscal and electoral headlines, even if short-lived in an 

environment of positive growth, easing financial conditions, and broad USD weakness.
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The most fascinating link – USD and US equities sit at the core of globalization

• The average global investor in the world is overweight US assets, especially US equities. Net foreign ownership of US equities as a 

percentage of market cap reflects this point as well. 

• This remains a point of collateral damage if Trump follows through on the disruption of globalization. Another key one is the fact that the 

US economy relies on the savings of foreigners, given the extremely low domestic savings rate – dovetailing with hyper globalization. 
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Shape shifting correlations – USD is less haven and more beta now

• The dollar has shed its safe-haven status with a loss of the negative correlation that allowed global asset managers to keep USD 

exposure under-hedged. In fact, the dollar seems to be tracking relative equity market performance a lot more closely.

• The flip: US policy uncertainty has chipped away at the dollar's haven status. Until 2024, global uncertainty outpaced US and the majority 

of global shocks that the world witnessed (COVID, supply chain crises, Russia-Ukraine) took a larger toll on the world outside the US. 
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Hedge America Trade is Live – We are not at the finish line yet

• Hedged ETF flows into US assets now surpass unhedged; around 65 per cent of the money that has flowed into foreign-domiciled US 

equity exchange traded funds over the past three months has been on a hedged basis. 

• Unhedged minus hedged flows into US assets should give us an indication of investor preference for holding dollar exposure. That seems 

to have taken a big hit over 2025 which also lines up very well with recent USD performance. This will continue in 2026 as well. 
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Hedge America Trade is Live – We are not at the finish line yet

• Two pieces of evidence – 1) Looking at foreign investment into the US and comparing hedged vs unhedged flows – we find that European 

domiciled investors have seen a big jump in hedged exposure, which has been sticky and which can explain EUR resilience. 

• 2) Looking at investment outside the US, we find that global equities were on a much more level playing field with the US over 2025. Major 

G10s attracted unhedged investment (with EU again a standout) signaling greater confidence in their local assets as well as currencies.
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Risk Scorecard of FX Hedging of US Asset Exposure

• For likelihood of hedging, we look at: 1) hedging ratio (lower is more vulnerable), 2) US asset exposure (bonds + equities) and 3) US 

equity exposure relative to total US asset exposure (higher implies greater likelihood of hedging). 

• For market considerations we look at 1) correlation of USDXXX to US equities where a higher number implies greater need to hedge, 2)  

change in hedging cost (change lower makes hedging more likely), and 3) daily trading volume (lower volume should lead to greater spot 

market impact). 

Hedging Ratio

(low to high)

Overall US Asset 

Exposure

(high to low)

Relative Exposure to 

US Equities 

(high to low)

Correlation to US 

Equity

(high to low)

Change in Hedging 

Cost

(low to high)

Daily Volume

(low to high)

Euro Area 4 1 7 8 6 9

UK 2 8 5 7 6

Japan 3 4 9 6 1 8

Switzerland 5 5 5 7 3 4

Norway 6 6 1 2 1

Sweden 6 8 2 4 4 2

Australia 2 7 1 2 5 5

New Zealand 9 4 9 9 3

Canada 1 3 3 3 8 7

Market ConsiderationsLikelihood

Source: Oxford Econ, Bloomberg, TD Securities

Note: Rank 1 = most vulnerable or most likely to hedge
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Reset, repatriate, reallocate – Global equity flows are less US dominant now

• The first chart looks at timelier EPFR data on equity flows into and out of US compared to the ROW. It shows the massive correction in 

flows coming into the US vs ROW which has played over the majority of the last year. 

• Looking at recent inflows back into the US – it remains to be seen if that rebound can sustain a new trend and undo the loss in confidence 

that we have seen in the US dollar and holding US assets unhedged. 
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Trade Ideas and Idiosyncratic 
Themes 
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Theme 1 (Technical USD rallies) – Tactical USD upside but structural downside

• Looking at our high-frequency fair value model (HFFV), and proprietary positioning index, we find that market sentiment is modestly 

bearish the USD again. 

• You could see a technical bounce in the USD if geopolitical tensions start to heat up, or Q1 US data seasonality strength pushes back 

some expectations of Fed cuts further. This can offer better levels to sell the USD for more structural reasons. 
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Theme 1 (Technical USD rallies) – Tactical USD rally vs. stretched pairs

• The "stretched" and "consensus" bearish USD trade is primarily true vs the EUR, AUD and parts of EM carry. 

• A pickup in vol from geopolitical concerns or strong US data seasonality might not sit well with the EM carry trades that look stretched. We 

look for a correction in these stretched pairs in the next few weeks which can offer better levels to sell the USD. 
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Theme 2 (The EUR haven) – Wait for EUR dips to buy

• EUR has been and will continue to be the alternate hedge to the US/ USD, as the economic momentum holds up and downside tail risks 

to the economy subside (with oil prices remaining weak and any unexpected downside risks to China outlook subsiding). 

• EUR positioning is a little stretched, which makes it vulnerable to some tactical correction, but 1.15 offers a comfortable floor. European 

investors continue to hedge their exposure to US assets, which limits EUR downside as long as the USD's safe haven status is strained. 
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Theme 3 (BoJ hikes not enough for JPY) – Downgrading JPY

• JPY is no longer benefitting from interest rate differentials moving in favor of Japan. Risk premia and bearish positioning in the JPY 

contribute to the break from this correlation. 

• For JPY to strengthen, either we need a very aggressive BoJ stance or a turn around in fiscal expansionary policies, both of which seem 

less likely. This will leave the JPY at the mercy of broad USD direction. Any MoF intervention-linked JPY strength is unlikely to be sticky. 
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Theme 4 (The iron in the rough) – Long AUDUSD/ AUDCAD

• AUD stands to benefit from a procyclical uplift in global growth in a year of continued fiscal easing. Our quant macro framework has had a 

positive trading weight on the AUD from relative growth, rates, and cheap valuations over last quarter. 

• AUD is very sensitive to China and global growth expectations; any thawing of trade tensions between US & China can help AUD rally. 

We like AUDCAD upside, which also ties well to a macro regime where global growth trends are strong compared to the US. . 
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Theme 5 (CAD underperformance in H1) – Two-way volatility as we navigate trade uncertainty

• We expect CAD to underperform peers as the overhang of the pending trade deal and USMCA renegotiations prevent investors from 

turning too bullish. We like long GBPCAD and short CADMXN exposure. 

• USDCAD can continue to trade in frustrating ranges and be prone to two-way volatility. The current US administration has a history of 

applying leverage when negotiations stall – whether that be new tariffs or a review of USMCA exemptions to IEEPA tariffs. 
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Theme 5 (CAD underperformance) – USMCA exemption will provide a ceiling to USDCAD

• USMCA's sunset clause requires all three parties to sign off on an extension by July 2026; in theory, failure to extend would not have a 

material near-term impact as the three parties continue their annual reviews until USMCA terminates in 2036.

• Moreover, as long as USMCA exemptions remain intact, we expect the economy to continue to hold up as many trade-intensive sectors 

are small contributors to GDP and as monetary and fiscal easing from 2025 continue to provide buffers into 2026. 
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Theme 5 (CAD underperformance) – Short ceiling but "potentially" deeper floor

• We estimate that the effective tariff rate will settle near 8% with 80-90% of Canadian exports already eligible for preferential treatment. 

This puts Canada's effective tariff rate below the global average. 

• We expect 1.41 to be a good level to sell USDCAD as CAD remains cheap from a tactical and long-term valuation perspective. We expect 

strong upside in H2 supported by chatter of BoC hikes and pickup in Canadian hedging of US asset exposure in line with its peers. 
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Theme 6 (Stay long selective EMs in H2) – Long CLP, BRL, ZAR, KRW

• EM exporters have proven extremely nimble in their response to tariffs by reorienting trade with a shift away from the US towards China. 

Asia FX can perform on another carry to value rotation in the middle of 2026 and Asian countries may recycle their USD exports earnings 

back towards local assets instead of the US. 

• EMs sensitive to China and global growth, and which are not in the direct crosshairs of the US, can benefit. If the Fed eases interest rates 

further by H2 26, that will also bode well for EM assets. We like ZAR, CLP, BRL, KRW in that environment. 
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Theme 6 (Stay long selective EMs) – Long BRLMXN/ Short USDBRL in H1

• BRL remains a good pick for H1, especially over MXN with high carry, and greater exposure to global growth over sole links to the US. 

Positioning in BRL is also lighter and cleaner compared to the Mexican peso. 

• Election uncertainty and fiscal noise will be a big focus for BRL, but mainly towards the start of H2. Any election-related selloff in H1 can 

see a quick fade in BRL as global macro forces outweigh local noise. 
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Theme 7 (Year of the Fire Horse) – Will the CNY Race Ahead in 2026?

• Weaker CNY remains the playbook for the PBoC in the Year of the Fire Horse. Despite the CNY making gains versus its regional Asian 

competitors (e.g., KRW, JPY), it is still broadly weaker vs other key trading partners and could explain the export boom in 2025.

• The tone from the Dec'25 Central Economic Work Conference readout suggests a more measured stimulus stance at Budget 2026, given 

the outperformance of China's economy in 2025. 
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Theme 7 (Year of the Fire Horse) – Will the CNY Race Ahead in 2026?

• As USDCNY breaks below 7,  investors' excitement over CNY appreciation bets are on the rise. CNY remains undervalued and calls for a 

stronger CNY to rebalance the economy to support the consumer are getting louder. A stronger CNY may boost the allure of Chinese 

assets and stem the downtrend in China's net portfolio inflows.

• However, the PBoC isn't on the same page, with state media cautioning on appreciation bets on the yuan and the PBoC emphasizing that 

it will ensure yuan stability in its Q4 monetary policy report. We expect a gradual appreciation of the yuan, seeing USDCNY at 6.8 by 

H1'26, tracking USD weakness.
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Theme 8 (Asia's Time Will Come) – Central Banks in Action

• A tactical bounce in the USD in Q1 from crowded short positioning would likely amplify the pressure on Asian currencies such as the 

KRW, INR and IDR. Asia central banks have the firepower to intervene in FX markets, with reserves steadily increasing since 2022. 

• As USD weakness returns post Q1, we expect a rotation from carry to the value which should benefit Asian currencies which look cheap 

based on our LFFV estimates. 
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Theme 8 (Lines in the Sand) – Expect Repeated Interventions Above 1450

• South Korean officials are sounding the alarm on KRW weakness, fending off speculators with verbal interventions and policy tweaks to 

deter KRW weakness. The harshest critique came from BoK Gov. Rhee and we see USDKRW above 1450 as selling opportunities. 

• One key factor that could explain KRW weakness may be Korean investors' surge in appetite for US assets, in particular US equities. The 

US$20bn/year cap in dollar outflows in the US-KR investment deal should also alleviate concerns of heavy KRW selling to meet the 

investment commitments. 
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Theme 9 (Still a Fade) – INR Not Looking Rosy

• INR is facing twin woes, a worsening current account deficit from US tariffs and financial outflows, pushing the financial account into 

deficit. Equity outflows have been persistent in H2'25 and we don't expect that to change in the near-term until the US-India tariff situation 

gets resolved.

• In the interim, RBI is likely embracing a "managed depreciation" stance, intervening to cap sudden INR losses but comfortable for INR to 

weaken against key trading partners to bolster exports.
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The Hedger's Edge
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The Global Macro FX Dashboard

• This table provides a high-level 

summary of the macro setup across the 

G10 and EM, including growth and 

inflation data trends and economic data 

surprises. The aim is to provide a 

snapshot of the current macro mix that 

likely helps to anchor trends across the 

FX market. This is also the data we use 

to run the ad-hoc macro strategy 

backtests.

• The past few months have seen JPY's 

and INR's growth and inflation remain 

resilient, but risk premia has kept them 

subdued. Improving fundamentals in 

Australia with cheap positioning make 

us bullish AUD. 

• EUR growth continues to hold up, and 

we don’t think the ECB is debating 

imminent cuts. EUR continues to be a 

buy on dips. The USD does not seem to 

stand out on a global scale of growth 

momentum or positive surprises. 
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Global Central Bank Tracker – Markets wait on the Fed and we all wait on the data 

• FX is finally showing signs of 

rekindling its relationship with FI. 

Growth and rates seem to be 

moving in tandem in driving G10 

FX returns.  

• The focus on central bank easing 

cycles now remains mainly on 

the Fed. The Fed is likely to cut 

interest rates at a quarterly pace 

in 2026. US growth is 

normalizing while the RoW 

continues to hold up, allowing 

interest rate differentials with the 

US to start converging. Increased 

US administration's say in the 

Fed Board can also lead to 

further steeping of the US yield 

curve.  

• The BoJ can potentially hike in 

2026 but not too aggressively 

under the new Takaichi 

government. Chatter around RBA 

hikes is also picking up which 

should keep the AUD supported. 
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Global FX Valuations and Forecast Drivers (1)

• The next two pages showcase 

our FX valuation models. Our 

LFFV composite aggregates 

the fair value signals from 

BEER, FEER, PPP, and the 

IMF's EBA model.  For some 

PPP models, the half-life 

ranges from 6m (FEER) to a 

few years.

• Columns 5-7 provide the 

levels implied by our in-house 

tools (BEER, FEER) and the 

LFFV composite.  The final 

column plots the distribution of 

the gap, underscoring the 

magnitude of the mispricing.

• The next page demonstrates 

the implied levels based on 

PPP and various rate 

differential spreads to the 

USD, including the 2y, 5y, and 

10y. We also include the 

deviation and r-squared to 

highlight the models that work 

best. 

• On short-term valuations, 

HFFV, the USD is looking 

cheap vs Asia FX and some 

G10 peers. Our long-term 

model LFFV shows that while 

USD overvaluation has 

moderated, there is still room 

to correct. 
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Global FX Valuations and Forecast Drivers (2)
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Summary of FX Corporate Hedging Tool Instruments

Corporate FX Hedging Dashboard – Gauging vol, swaps and forwards  

Note: The Corporate Hedging Dashboard offers a top-down guide to the drivers of FX hedging decisions. It combines factors that 

dovetail closely with FX movements in the short and medium term, ranging from volatility, cross-currency swaps, and forward points. 

For this analysis, we use 1y tenors for implied vol, risk reversals, VRP, and forward points. In addition, all indicators are normalized 

with a 5y z-score to gauge the price of these instruments relative to history (green implies cheap, red implies rich). For instance, all 

pairs are expressed in standard market conventions, EURUSD and USDCAD. The asterisk (*) displays the level 3m ago to gauge 

recent changes. 
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Low-Frequency Fair Value – A four-factor framework to gauge longer-term FX moves

• The USD remains overvalued from a long-term perspective, and we see that playing out through 2026. Tactically, risks from inflation and 

geomacro uncertainty warrant a USD bounce. Cheapest currencies are JPY, KRW, CLP, IDR, CNY, ZAR, and NZD. The JPY is a 

whopping 40% undervalued!

• On the next page, we apply these valuations and compare the projected path of spot relative to the forward curve. That provides a 

rich/cheap analysis for hedging decisions. Asian currencies show the strongest performance vs forwards; CHF should weaken. 
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Corporate Hedging Decision Matrix – Comparing projected valuations versus forwards

Note: The FX Hedging Valuation Heatmap looks at FX hedging opportunities from a longer-term perspective.  This tool 

complements the FX hedging dashboard on the prior page, aiming to capture the gap between our fair value models relative 

to forward pricing at various tenors.  The result is a hedging recommendation matrix.  For this analysis, we use a stochastic 

forecasting process to project the outlook for spot based on current LFFV levels.  The heatmap then illustrates the largest 

gaps in market pricing, where "red" boxes imply an overvalued pair while "green" indicates an undervalued pair.        

Gauging the FX outlook relative to forward pricing based on fair value (z-score)
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G10 Core Fan charts – TD forecasts, forwards and consensus expectations  
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G10 Core Fan charts – TD forecasts, forwards and consensus expectations  
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EUR G10 Crosses Fan charts – TD forecasts, forwards and consensus expectations 
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EM Asia Fan charts – TD forecasts, forwards and consensus expectations 
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EM Asia, LatAm Fan charts – TD forecasts, forwards and consensus expectations 
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LatAm, CEMA Fan charts – TD forecasts, forwards and consensus expectations 
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Global FX Forecasts
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Global FX Forecasts
Spot 2028 2029

1/13/2026 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q4 Q4

BBDXY 1212 1194 1177 1164 1155 1154 1152 1151 1150 1154 1154

EURUSD 1.16 1.18 1.20 1.22 1.22 1.22 1.21 1.21 1.20 1.18 1.17

GBPUSD 1.34 1.36 1.37 1.38 1.39 1.39 1.39 1.38 1.38 1.37 1.36

AUDUSD 0.67 0.68 0.69 0.70 0.70 0.70 0.71 0.71 0.71 0.72 0.72

NZDUSD 0.57 0.59 0.60 0.61 0.61 0.59 0.60 0.61 0.62 0.63 0.63

USDCAD 1.39 1.38 1.37 1.35 1.33 1.33 1.32 1.32 1.31 1.30 1.29

USDJPY 159 155 152 150 148 147 145 144 142 138 135

USDCHF 0.80 0.79 0.78 0.78 0.78 0.79 0.79 0.80 0.80 0.82 0.82

USDNOK 10.09 9.92 9.67 9.41 9.37 9.32 9.27 9.22 9.17 9.11 9.19

USDSEK 9.22 9.03 8.75 8.71 8.57 8.53 8.50 8.46 8.42 8.48 8.55

USDMXN 17.83 17.90 17.88 17.86 17.84 17.87 17.89 17.92 17.94 18.00 18.05

USDBRL 5.37 5.30 5.20 5.22 5.20 5.19 5.18 5.16 5.15 5.13 5.13

USDCOP 3,647 3700 3690 3680 3670 3,668 3,665 3,663 3,660 3,650 3,650

USDCLP 886 885 878 875 865 863 862 860 858 855 850

USDCNY 6.98 6.90 6.80 6.75 6.70 6.65 6.60 6.55 6.50 6.45 6.40

USDINR 90.19 90.00 89.00 88.00 87.00 85.50 84.00 82.50 81.00 80.00 80.00

USDKRW 1,476 1400 1375 1350 1325 1,306 1,288 1,269 1,250 1,240 1,230

USDIDR 16,877 16500 16300 16100 15750 15,588 15,425 15,263 15,100 15,000 15,000

USDSGD 1.29 1.28 1.26 1.26 1.26 1.26 1.26 1.26 1.26 1.25 1.25

USDPLN 3.62 3.58 3.55 3.53 3.52 3.51 3.51 3.50 3.49 3.50 3.52

USDHUF 332 328 323 321 318 319 320 320 321 323 325

USDZAR 16.40 16.40 16.32 16.25 16.22 16.21 16.20 16.18 16.17 16.00 16.00

EURGBP 0.87 0.87 0.88 0.88 0.88 0.88 0.87 0.87 0.87 0.86 0.86

EURJPY 185 183 182 167 181 178 175 173 170 163 158

EURCHF 0.93 0.93 0.94 0.95 0.95 0.95 0.96 0.96 0.96 0.97 0.96

EURNOK 11.75 11.70 11.60 11.50 11.43 11.32 11.22 11.11 11.00 10.75 10.75

EURSEK 10.74 10.65 10.50 10.48 10.45 10.37 10.28 10.19 10.10 10.00 10.00

EURPLN 4.21 4.22 4.25 4.29 4.29 4.27 4.24 4.21 4.19 4.13 4.12

EURHUF 386 387 388 386 388 387 387 386 385 381 380

EURCAD 1.62 1.63 1.64 1.64 1.62 1.61 1.60 1.58 1.57 1.53 1.51

Source: TD Securities
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In Case You Missed It – Links to reference papers and other notable research

White papers Summary

Welcoming a New MRSI — TD's FX Overlay Portfolio

We update our evolving factor framework portfolio overlay tool, MRSI. We focus on changes to the 

existing model, where we updated the factors and overhauled the backtesting engine. The MRSI 

portfolio combines 13 market and macro-based factors, which are backtested separately to capture a 

single market theme.

Welcoming EM to the MRSI Family

We provide an update on our Global FX overlay portfolio framework, MRSI, focusing on the integration 

of EMFX along with cosmetic changes to the factors themselves. MRSI now covers 27 global 

currencies, and we adjusted the portfolio weights, allocating a 60/40 split for G10/EM.

This BEER's For You - Crafting G10 Fair Value
An update on our our Behavioral Exchange Rate framework (commonly referred to as BEER), which 

uses macroeconomic drivers to determine the appropriate (or fair) value of the exchange rate. 

Thematic 

FX Outlook 2026: Owning the Fundamentals, Hedging 

the USD (26 Nov)

Our baseline macro outlook supports a structural decline in the USD, driven by US convergence to 

global growth and rates and waning safe-have appeal. 

JPY: Highway To The Danger Zone (21 Nov)
Fiscal concerns have led to a sell-off in JGBs and the JPY which is near record lows against some G10 

pairs. JPY's historical safe haven status is proving elusive.

Digital Assets and the Future of the US Financial 

System (21 Oct)

Stablecoins, tokenized Treasury and money-market funds, and central bank digital currencies are all 

gaining more traction in the modern financial system. We discuss their design, use cases, regulatory 

frameworks, and the challenges they face.

Macro and Cross-Asset

Silver's Devilish Blow-Off Top (12 Dec)
Fundamentals have already turned, but prices haven't. The residual extreme price action since the 

October #silversqueeze moment is associated with a continued liquidity constraint.

The Hitchhiker's Guide to China (Dec-25): The Bumpy 

Road in 2026 (1 Dec)

We foresee a bumpy economic growth trajectory for China in 2026 as it still faces thorny economic 

issues despite the recent improvement in US-China relations.

2026 Global Outlook - Carry On My Wayward Growth 

(17 Nov)

Our forecasts for 2026 see fewer shocks, ongoing risks, but much the same outcome as 2025 with a 

further 50bps decline in 10y rates and 6% fall in the USD. Central bank accommodation and ongoing 

fiscal support seem enough to keep risks to more bark than bite.
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"Financial Promotion Order"), (ii) are persons falling within Article 49(2)(a) to (d) ("High net worth companies, unincorporated associations, etc.")
of the Financial Promotion Order, or (iii) are persons to whom an invitation or inducement to engage in investment activity (within the meaning
of section 21 of the Financial Services and Markets Act 2000) in connection with the issue or sale of any securities may otherwise lawfully be
communicated or caused to be communicated. Insofar as the document is issued in or to the European Union, it is intended only to be issued to
persons categorised as 'Per Se Professional' or 'Eligible Counterparties' as defined in S.I. No 375 of 2017, European Union (Markets in Financial
Instruments) Regulations 2017, Schedule 2.
Clients in the United Kingdom wishing to effect transactions in any security discussed herein should do so through a qualified salesperson of TDBLB,
TDBEL or TDESL . EEA clients wishing to effect transactions in any security discussed herein should do so through a qualified salesperson of TDGF.
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Article 20 Market Abuse Regulation 596/2014 ("MAR") requires market participants who produce or disseminate Investment Recommendations or
other information recommending or suggesting an investment strategy to take reasonable care that such information is objectively presented, and
to disclose their interests or indicate conflicts of interest.
This document has not been prepared in accordance with requirements outlined in the UK FCA’s COBS, UK and EU Markets in Financial Instrument
Directive 2014/65/EU ("MiFID II"), and is not subject to any prohibition on dealing ahead of the dissemination of investment research, although as
a matter of policy, TD Securities requires its employees not to deal ahead of the dissemination of this material.
In accordance with UK and EU MiFID, this material is a marketing communication.
This document has been assessed under the FCA's Conduct of Business Sourcebook ("COBS") provisions on acceptable minor non-monetary
benefits (MNMB). It has been determined that this document meets the conditions set out in COBS 2.3A.19(5)(h) and is therefore classified as an
acceptable minor non-monetary benefit, however, if you believe you have received material which you deem not to be MNMB, please contact the
sender to discuss appropriate arrangements or payment options.
In the EU, this material qualifies as a MNMB under EMSA's Q&A guidance on MiFID II inducement rules as it is 'openly available’ to all clients.
Copyright, User Agreement and other general information related to this report.
Copyright © 2025 The Toronto-Dominion Bank and/or its affiliates. All Rights Reserved. The TD logo and other TD trademarks are the property
of The Toronto-Dominion Bank or its subsidiaries. This material is prepared for the exclusive use of TD Cowen clients and may not be copied,
reproduced, posted, displayed, modified, redistributed, transmitted or disclosed, in whole or in part, or in any form or manner, to others outside your
organization without the express prior written consent of TD Cowen. Any unauthorized use or disclosure is prohibited. Receipt and review of this
material constitutes your agreement not to reproduce, display, modify, distribute, transmit, or disclose to others outside your organization.

TD Securities  |  Global Rates, FX & Commodities Strategy  | 14 January 2026 67


	Important Disclosures
	Back Pages

