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THE TD MACRO RESEARCH INSIGHT
After a patch of softer US data and concerns around US institutional credibility, investors have

rebuilt short USD positions. Higher US rates and any potential Fed hikes can force a partial

capitulation of the bearish dollar positioning. However, without a return to 2022-style Fed

and US exceptionalism, USD gains are likely to be episodic, and we expect USD weakness to

resume after midterms.

Themes: Positioning Pendulum, Risk-On, Peak Fed Hawkishness
Fed hikes may force a partial capitulation of the bearish dollar trade and inject some near-

term strength in the greenback. However, the US does not walk alone in this era of economic

resilience and elevated inflation concerns forcing central banks back into tightening cycles.

We see scope for carry rotation, not a wholesale carry unwind, which would likely require a

sustained risk-off and meaningful growth shock. Ultimately, a sustained USD bull market would

require more than US resilience; it would require a return of US exceptionalism and a Fed that

materially out-hawks its global peers and the bar for those is high. We therefore maintain our

broader bearish USD view.

How to Trade It?
In G10, a near-term Fed hike would widen the Fed-BoC rate differential and should keep

USDCAD supported. Long AUD positioning also has room to correct lower. Nonetheless, we

maintain a bearish USD forecast for year-end and are currently positioned for it via USDSEK

ratio put spread on 2018 midterm election analog, year-end seasonality, and valuation. In

EM, we anticipate carry asset currency rotation out of COP and BRL, into ZAR and IDR. Fed

hikes present near-term headwind for ZAR, but we see USDZAR remaining in a "sell-the-rip"

bearish USD regime. IDR should recoup year-to-date loss vs low-yielding EM Asia peers now

that domestic risks have stabilized.

FX Quant Macro Drivers and Views
Our quant macro framework (MRSI) points to diverging factors for the USD. Momentum, risk, and

long-term valuation remain bearish, but positioning and rates have turned more constructive

with room for stretched short USD positionings to correct if near-term Fed rate hikes materialize.

Outside of the USD, systematic signals remain bullish on SEK, in-line with our discretionary view

where SEK could see some bullish momentum toward the end of 2026. We expect inflation to

outperform growth as a predictor of FX returns. We expect carry rotation, not capitulation. Risk

and equity continue to perform well in this regime of organized chaos.
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Fed hikes may force a partial capitulation of the bearish dollar trade and inject some near-term strength in the 
greenback. However, the US does not walk alone in this era of economic resilience and elevated inflation 
concerns forcing central banks back into tightening cycles. We see scope for carry rotation, not a wholesale 
carry unwind, which would likely require a sustained risk-off and meaningful growth shock. Ultimately, a 
sustained USD bull market would require more than US resilience; it would require a return of US 
exceptionalism and a Fed that materially out-hawks its global peers and the bar for those is high. We therefore 
maintain our broader bearish USD view.

In G10, a near-term Fed hike would widen the Fed-BoC rate differential and should keep USDCAD supported. 
Long AUD positioning also has room to correct lower. Nonetheless, we maintain a bearish USD forecast for 
year-end and are currently positioned for it via USDSEK ratio put spread on 2018 midterm election analog, 
year-end seasonality, and valuation. In EM, we anticipate carry asset currency rotation out of COP and BRL, 
into ZAR and IDR. Fed hikes present near-term headwind for ZAR, but we see USDZAR remaining in a "sell-the-
rip" bearish USD regime. IDR should recoup year-to-date loss vs low-yielding EM Asia peers now that domestic 
risks have stabilized.

Our quant macro framework (MRSI) points to diverging factors for the USD. Momentum, risk, and long-term 
valuation remain bearish, but positioning and rates have turned more constructive with room for stretched 
short USD positionings to correct if near-term Fed rate hikes materialize. Outside of the USD, systematic 
signals remain bullish on SEK, in-line with our discretionary view where SEK could see some bullish momentum 
toward the end of 2026. We expect inflation to outperform growth as a predictor of FX returns. We expect 
carry rotation, not capitulation. Risk and equity continue to perform well in this regime of organized chaos. 
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The Positioning Pendulum The US Does Not Walk Alone Peak Fed Hawkishness Unlocked

Big Three Market Themes: Positioning Pendulum, Risk-On, Peak Fed Hawkishness  

• Higher US rates and potential Fed hikes 
can force a partial capitulation of the 
bearish dollar trade. We prefer to 
express the view of any USD upside via 
USDCNH and USDCAD. 

• We expect carry to still perform as oil, 
inflation, and central bank uncertainty 
keep rates risk premia elevated. 
Buoyant risk sentiment—not USD 
weakness—is the key requirement, while 
the approaching US midterm cycle 
lowers the likelihood of a significant 
demand or extended risk-off shock.

• Relative rate differentials are moving in 
favor of the US again but are unlikely to 
go to 2022 levels. Inflation pressures are 
increasingly global, not uniquely US-
centric, making relative rate 
differentials more important than 
absolute ones. 

• If energy prices stay elevated, markets 
will continue to price a more hawkish 
BoJ and renewed ECB tightening risk, 
limiting broader USD upside. With 
global growth holding up, markets are 
treating current risks as carry 
opportunities rather than catalysts for a 
flight to safety.

• A resilient US economy is a necessary 
but not a sufficient condition for a 
strong USD rally. While US data is 
resilient, the rest of the world impulse 
has also remained resilient. The US 
economy is still far away from the levels 
of exceptionalism seen in 2022-2023. 

• Renewed AI optimism has brought flows 
back into US, but not at the expense of 
international exposure. With global risk 
appetite remaining resilient, investors 
continue to add to European, Asian and 
developed-market allocations, diluting 
the FX support from US inflows and 
helping keep the USD under pressure.
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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
Global FX – Risk, rates, and the positioning pendulum 

The Great Convergence
Global economies remain resilient

USD: Less Smile, More Smirk
Resilience is not the same as exceptionalism

Growth vs Inflation
Inflation passthrough to core is more limited this time

Is the Hedge America Trade Unwinding?
Two steps forward, one step back

Carry Rotation
Asset FX from BRL, COP to ZAR, IDR; funder from JPY to CAD

Trading US Midterms in FX
Lower USDSEK under a gridlock Congress; higher USDCNH in 
Blue Wave;

FX views over the next 3 months
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Global Macro Narrative and 
Drivers 

01  
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Which Themes Are Driving Performance – Muted momentum amid buoyant risk

• We expect inflation to outperform 
growth as a predictor of FX 
returns. We expect carry rotation, 
not capitulation. Risk and equity 
continue to perform well in this 
regime of organized chaos. 

• Momentum factor has 
underperformed over the past 3 
months as the USD has stayed 
more rangebound over 2026. 

• Equity and risk factors have been 
the top FX factors. The USD 
slightly weakened vs global 
currencies as US economic data 
softened vs rest of the world and 
US equity rebound has been 
lackluster after Q2 earnings 
tailwind faded. 

• The JPY rally vs global currencies 
has allowed Value factors to 
perform as well. 
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Cross-Asset Performance – Renewed USD weakness

• Asia FX rallied the most over the past 
3 months as FX intervention and 
portfolio flows allowed the JPY and 
KRW to rally vs global currencies. 

• To the contrary, The USD (BBDXY) 
underperformed as weak US data, FX 
intervention, and rising institutional 
credibility risk pushed the USD back to 
a bearish regime.

• Global commodity prices are on the 
rise again. Unlike in the first half of the 
year, energy is not leading the broad 
BCOM index. 

• Global equities slightly outperformed 
US equities over the past 3 months. As 
a result, our MRSI equity factor has 
outperformed amid broadly weaker 
USD. 

• Chinese equities remain weak amid 
deteriorating economic data in China. 
The combination of underperforming 
financial assets and softening real 
economy should eventually start to 
weigh on the CNY later in 2026. 
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How To Trade It – MRSI trading weights across the thematic portfolios  
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What's the USD MRSI View? – Rates and positioning turn bullish USD

• Risk sentiment, dollar momentum, and long-term FX valuation remain bearish for the USD. However, positioning and short-term 
valuation are starting to turn more constructive for the USD.

• Fed catching up to other central banks that have hiked rates in 2026 is the opposite of 2022 where the Fed out-hawked global 
central banks. Near-term Fed rate hikes are largely priced in but could lead to some short-term USD upside in select pairs where 
short USD positioning has become stretched. 
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The Positioning Pendulum – The short USD trade has some room to correct

• USD positioning is short and somewhat stretched in select pairs. We expect some lingering USD support with long positioning in 
AUD, MXN, and BRL (closer to election) having more room to correct lower. We prefer to express the view of any USD upside via 
USDCNH.

• After a patch of softer US data and concerns around US institutional credibility, investors have rebuilt short USD positions. Higher 
US rates and any potential Fed hikes can force a partial capitulation of the bearish dollar view.
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Why Buoyant Global Risk Sentiment? – Global economies remain resilient

• So far, the global economy appears to be absorbing tariff uncertainty and the renewed oil-price shock better than initially feared, 
with limited evidence of a material deterioration in demand, employment or business confidence. 

• A weak USD requires buoyant risk sentiment and global equities holding up. The approaching US midterm election cycle also 
reduces the likelihood of policies that would provoke the tail risk of a sustained risk-off shock or significant concerns around 
global demand destruction.
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The Great Convergence – EMs are resilient; fiscal concerns go global

• Non-oil trade balances strip out the mechanical effect of higher oil prices, highlighting the ’core’ current account position that 
will emerge once oil prices have normalized. Most EM economies remain well positioned to absorb the temporary oil shock. 

• The larger the primary surplus required to stabilize debt, the more demanding the necessary fiscal adjustment. The median EM 
already has a more favorable medium-term fiscal sustainability outlook than the median DM, based on the DSPB. 
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Does the USD Still Smile? – Temporary US reflation 

• USD smirks, not smiles. The dollar did considerably worse in 2025 than growth differentials would have predicted, indicating that 
the growth differential now needs to be much larger in favor of the US to lead to sustained USD strength. 

• The global economic pulse remains resilient. Notably, global growth has thus far absorbed the twin shocks of tariffs and higher 
oil prices with relatively limited disruption. The gap between the US and the RoW is not as wide as it used to be. 
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Resilience is Not Exceptionalism – Reflation is a temporary phase

• The upside data momentum and period of mini-exceptionalism in the US seemed to be losing steam toward the end of summer 
and we have entered moderation. Near-term Fed rate hikes are well priced in. 

• Rate differentials and Fed catching up on rate hikes could limit near-term USD downside but is unlikely to trigger sustained USD 
rally like it did in 2022. 
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Growth vs Inflation – Inflation passthrough to core is more limited this time 

• Persistence of new geopolitical shocks and volatile oil price force the market to price in a hawkish path for the Fed. While the Fed 
has room to catch up to other central banks that have hiked rates in 2026, core inflation pressure remain contained for the US. 

• While core inflation measures are starting to tick higher, they remain relatively contained on a historic scale. The passthrough of 
oil and tariffs is more limited in low hire-low fire economies and in the absence of massive fiscal packages to fuel overheated 
economies. 
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Food Over Energy – FX implications to rising food inflation

• While peak crude oil shock likely already occurred in H1 '26, agriculture commodities prices are on the rise due to El Nino, global 
fertilizer supply shortage, and potential escalation for the Russia/Ukraine war. 

• In the case commodities inflation shifts from energy to food, we see CLP, IDR and ZAR benefitting due to terms of trade tailwinds 
and their sensitivity to the BCOM Agriculture Index. Although Brazil and New Zealand have higher agricultural exports, election 
risk could keep BRL under pressure. Markets could also price in more rate hike pressure for global central banks vs the RBNZ as 
NZ sees more stable food price at home. 
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Is the Hedge America Trade Unwinding? – Two steps forward, one step back 

• EPFR and ETF data indicate that investors continue to allocate capital to markets outside the US, particularly parts of Asia, even 
as US inflows have recovered from earlier weakness.

• High frequency ETF fund flow data continue to suggest that investors are seeking diversified geographic exposure rather than 
simply rebuilding US only positions.
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Carry rotation – Carry no longer requires a weak USD or JPY to work

• We expect carry trades to work well after the summer with continued uncertainty around oil prices, inflation risks, and central 
bank hiking cycles (especially the Fed's). Carry no longer requires a weak USD or JPY environment to work. 

• Carry only requires buoyant risk sentiment and global equities holding up. The approaching US midterm election cycle also 
reduces the likelihood of policies that would provoke the tail risk of a sustained risk-off shock or significant concerns around 
global demand destruction.
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Carry Rotation – From BRL, COP to ZAR, IDR as carry asset FX

• While the global macro backdrop should remain conducive for carry, idiosyncratic risks are rising for BRL and COP, the top carry 
currencies in FX. We expect headlines and election risk premium to keep BRL under pressure. With BanRep close to end of the 
hiking cycle and De La Espriella in power, Colombia is moving away from a loose fiscal + tight monetary policy mix.

• The next top carry asset currencies such as IDR and ZAR stand to gain as FX investors rotate out of COP and BRL. Carry/vol ratios 
are rising for IDR and ZAR. Indonesia was able to address domestic government credibility issues from H1 '26; ZAR is supported 
by gold prices and there are few imminent political risks at home. 
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Carry Rotation – From JPY to CAD as carry funder FX

• Following the latest Section 338 tariffs dispute with the US, CAD now has more favorable carry/vol profile than the JPY as a 
funder. We see little reason for CAD to rally in the near-term as new tariffs likely derail the economic recovery for Canada and 
prolong the BoC rate hold.

• In comparison, risk reversal data suggests investors are anticipating a hawkish BoJ at its September meeting. In the case BoJ 
pricing reaches above 2% by mid-2027 after September BoJ, the JPY's appeal as a global funding currency should diminish and it 
could see a more sustainable rally vs G10 FX peers. 
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Trading US Midterms in FX – Gridlock vs Blue Wave

• Since November 2024, the USD has traded in similar fashion to how it had moved after November 2016 in President Trump's first 
term. The market is again assigning similar event day risk premium for the 2026 US midterm election as 2018.

• The 2018 midterm election ended with a gridlocked Congress; the USD sold off by around -1% between the 2018 midterm 
election and year-end. 
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Trading US Midterms in FX – Gridlock vs Blue Wave

• Prediction market sees gridlock as the most likely scenario for the upcoming midterms election, followed by Blue Wave. In the 
case of a gridlock election outcome, we expect the USD to trade modestly weaker into year-end like in 2018. We like lower 
USDSEK on the back of valuation, seasonality, and the 2018 analog.

• The USD could knee-jerk rally in the case of a Blue Wave. The USD has exhibited persistent inverse correlation with US Treasury 
term premium since Liberation Day in 2025. A Blue Wave could lower long-dated Treasury term premium and help the USD regain 
some institutional credibility. We see USDCNH moving higher under this scenario. 
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Geopolitics Continue to Drive Markets – US midterms season approaches

• The intersection of geopolitics 
and global macro continues to 
serve as a relevant market 
driver. 

• Midterm election should 
become more topical in FX 
market in the coming weeks. In 
the scenario of a gridlocked 
Congress, we expect the Fed 
pricing and global macro to 
continue driving the USD 
modestly weaker into year-end.

• The USD could knee-jerk rally in 
the risk scenario of a "Blue 
Wave". In the case of a more 
contested election without 
immediate clarity on the 
outcome, the USD could exhibit 
more mixed reactions to global 
currencies with heightened 
volatility and geopolitical 
uncertainty. 
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Currency Views and Trade Ideas02  
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USD – Disappointing summer for USD bulls

• The Q3 bullish USD momentum quickly reversed in August on obscure Fed Chair communication, FX intervention, weaker US 
economic data, and the Treasury buyback announcement. Near-term Fed rate hikes could lend some support for the USD, but it 
is largely priced in. The USD remains in a "sell the rip" bearish regime and we expect slightly further USD weakness into year-end. 

• In terms of risks to our view, the USD could only exit the bearish regime in 2026 if Fed rate hikes materialize while US maintains 
equity leadership over RoW (UST bear flattens and US equities stay resilient) or a risk-off shock materializes but the Fed keeps 
rates on hold (no UST bull steepen and equity down). 
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USD – Disappointing summer for USD bulls

• We maintain a bearish USD view as near-term Fed hikes are largely priced in. In the absence of new shocks, US inflation 
momentum should turn lower and unlike 2022, there is a lack of demand-pull inflationary pressure in the economy today.

• We like to chase the USD lower vs SEK into year-end on seasonality, valuation, and 2018 midterms election analog. In EM, we 
also maintain a bearish USD view vs MXN, IDR and ZAR on carry and supportive global equity sentiment. 
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EUR – Eurozone resilience

• Despite the summer heat and energy supply shock, the Eurozone economy has remained resilient. Data surprise indices show the 
Eurozone economy has seen more upside surprises relative to RoW.

• 2026 marks a year of global monetary policy convergence. Unlike in 2022, RoW has hiked rates more promptly with the Fed 
playing catch up in 2026. We expect a stable ECB-Fed rate differential relative to start of 2026 and economic resilience to keep 
EURUSD supported above 1.16.
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JPY – Ineffective intervention

• The July FX intervention was more forceful than the previous one in April. While USDJPY finally touched its 200d SMA for the first 
time in a year, USDJPY continues to grind higher with a rising moving average trend line until market's perception on the BoJ 
started to become more hawkish in September. 

• We are skeptical that the US is sufficiently incentivized to help defend the JPY via prolonged joint FX intervention. The JPY could 
reverse course if market finally starts to credibly price in the policy rate rising to 2.25% by the end of 2027 on the back of BoJ 
guidance at its upcoming meeting.
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JPY – Fast & the furious: Tokyo drift

• We would expect JPY to gradually lose its appeal as a global funding currency as its 3m carry/vol ratio has dropped below that of 
CAD and CHF. Expectations of BoJ hikes have led to an unwind in the short JPY trade and there is some further room for that. 

• We expect carry rotation and not a wholesale carry unwind. The risk of a 2024-style carry unwind is more diluted this time around 
unless the GPIF makes a surprise announcement on shifting allocation locally more meaningfully. 
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GBP – All quiet on the UK front (for now) 
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• We maintain a bullish EURGBP view as we believe BoE rate hikes have more room to get priced out and UK political risk premium 
could increase again into the Autumn Budget. EURGBP is more likely to see 0.87 before 0.85 into the end of 2026. 

• UK inflation data suggests the BoE should have no urgency to hike rates, and BoE hawks should eventually converge toward the 
rest of the committee. Healy shelving his own defense spending target shows the tricky math to provide increased "cost of living" 
welfare supports while not spooking market with new tax hike plans.
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AUD – Trend reset 

• AUD underperformed from May-July as the RBA rate hikes paused. Recent data trends have brought RBA rate hikes back on the 
table as growth remains stable, while core inflation has been slow to converge toward the RBA's 2026 year-end target of 3.3. 

• We see AUDNZD supported on a 1.20-handle and settling within the 1.20-1.22 range into year-end, as RBNZ rate hike pricing may 
have room to converge lower toward that of the RBA. 
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CAD – Struck by tariffs

• New Section 338 tariffs are not impactful enough to trigger a near-term recession in Canada, but are likely sufficient to derail the 
economic recovery in Canada.

• Unemployment rate has been dropping but Canada still has the highest UE rate in G10. The growth shock from tariffs (we 
estimate a 0.4% drag on GDP by 2027) likely outweighs the inflation shock, and we see the BoC as more likely to stay on hold for 
longer after the latest trade developments.
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CAD – Struck by tariffs

• We maintain a bearish CAD bias vs global currencies in the near-term as new tariffs likely reinforce CAD's role as a global funding 
currency. Our preferred expressions are short CAD vs MXN and NOK. We also see limited USDCAD downside as Fed rate hikes 
widen the Fed-BoC rate differential in favor of a stronger USD. 

• CAD already has higher carry/vol ratio than JPY. With the negative impact of new tariffs yet to materialize in domestic data, we 
lack a good reason to own CAD at current levels. 
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LatAm High-Yielders – Idiosyncratic risks are on the rise

• COP and BRL have been the top carry asset currencies in 2026, but imminent local risks could lead to some position unwind in 
these currencies. We see USDCOP supported above 3000 (year-end USDCOP forecast at 3300) and have 5.30 as our USDBRL 
forecast in Q3.

• Carry demand for COP should start to wane after BanRep rate hiking cycle comes to an end. COP is moving away from a tight 
monetary + loose fiscal policy stance at home. We also see greater asymmetric upside USDBRL spot risks into the Brazil election 
in October. 
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LatAm High Yielders – BRL is still a solid macro story beyond elections

• We track BRL's performance on a global macro and a local model. When the explanatory powers of the two models diverge, it 
indicates local idiosyncratic risks in Brazil are dominating performance – seen historically around election cycles and protests. 

• BRL has increasingly been a sound macro story and hence we expect modest underperformance heading into October elections. 
We like long BRL expressions beyond elections on diversified commodity exposure and carry appeal.  
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FX Carry Alternatives – Golden ZAR

• The ZAR remains a global story rather than local one in 2026, as it faces little domestic downside risks. Near-term Fed rate hikes 
present a short-term headwind for ZAR strength. Nonetheless, we expect 16.00 turning from support to resistance in USDZAR 
over the medium-term as long as gold price and global equity sentiment remain stable.

• ZAR already has one of the highest real yields in the world and the risk remains skewed toward a higher SARB policy rate. ZAR 
should also become a top alternative carry asset currency as COP and BRL face idiosyncratic downside risks.
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CNY – Stay bearish vs non-USD currencies

• China has had by far the worst economic data relative to expectations in recent months. Domestic exporters' FX repatriation has 
driven the CNY stronger, but the repatriated money is not entering the real economy. We continue to hold a bearish CNY view.

• PBOC fixing vs spot gap is approaching a historically rich level, which suggests policymakers are also gradually becoming 
uncomfortable with the pace of CNY strength. In a broadly weaker USD environment amid buoyant risk and carry demand, CNY 
should also underperform global currencies.
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CNY – Stay bearish vs non-USD currencies

• CNY resilience has come from abundant trade surpluses, exporters converting accumulated USD balances into local currency, 
broad USD weakness and no capital flight from China despite the oil and tariff shock. CNH can strengthen even when the 
domestic macro story remains mixed.

• However, widening rate differentials with the US might entice some USD hoarding behavior again and prevent continued 
strength in the CNY. We remain cautious of that risk. 
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KRW – reversal is overdone

• KRW was the worst-performing global major currency along with IDR in the first half of 2026. It has sharply rebounded in 
July/August and is now one of the best-performing global currencies for the year.

• Korean retail investors' ability to invest globally and generate portfolio outflow from Korea has been damaged after the AI selloff. 
Although USDKRW fair value has rebounded to a mid-1400 level, USDKRW spot continued to sell off as foreign investors buy the 
KOSPI dip. We see USDKRW eventually recalibrating back to a 1400-handle after near-term portfolio inflow to Korea subsides. 
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The Hedger's Edge03  
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Global Central Bank Tracker – Surging inflation data called for rate hikes

• Facing increased inflation 
upside pressure, several 
central banks have hiked 
rates in 2026. 

• After modest policy rate 
adjustments in response to 
rising headline inflation, 
global central banks are 
broadly at or close to the 
end of the rate hiking cycle 
for 2026, with markets 
pricing in the Fed catching 
up with moderate rate 
hikes. 

• Stable central bank rate 
paths and still-wide global 
rate differentials continue to 
provide a constructive 
global backdrop for FX 
carry. 
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Global Central Bank Tracker – scorecard measures rate hike/cut pressures

• We estimate central bank rate hike/cut 
pressures using headline CPI distance to 
target policy rate, 3m core CPI 
momentum, unemployment rate, PMI, 
NEER, TD data surprise index, and local 
equity market return.

• The framework is qualitative; it is meant 
for FX investors to compare rate hike/cut 
pressures across countries. It does not aim 
to quantify or time the rate decisions for 
each central bank.

• Score > +1.0 corresponds to firm rate hike 
pressure based on the inputted 
macroeconomic data.

• Score between +0.5 to +1.0 corresponds 
to moderate rate hike pressure.

• Score from -0.5 to +0.5 is neutral based on 
the inputted macroeconomic data.

• Score between  -0.5 to -1.0 corresponds to 
moderate rate cut pressure.

• Score < -1.0 corresponds to firm rate cut 
pressure based on the inputted 
macroeconomic data.

Region Country now 3m ago 6m ago 1y ago

G10

US 0.3 0.7 -0.2 -0.2

EU 0.3 0.8 -0.7 -0.1

Japan 0.1 0.2 -1.4 -0.8

UK -0.2 0.1 -0.3 -0.4

Australia -0.4 -0.1 -0.3 -0.3

New Zealand -0.2 -0.2 -0.4 -0.2

Canada 0.5 0.9 -0.6 -0.6

Switzerland 0.3 0.3 -0.2 -1.0

Norway -0.5 0.3 0.3 -0.5

Sweden 0.0 0.4 -0.4 -0.8

LatAm

Mexico -1.1 -0.7 0.5 -0.9

Brazil -0.4 0.3 0.1 0.3

Chile -0.7 -0.6 -1.2 0.1

Colombia 0.5 0.4 0.5 0.1

CEEMEA

South Africa 0.1 0.5 -0.4 0.2

Poland -0.4 -0.8 -0.3 -1.0

Hungary -0.7 -0.7 -1.4 -0.5

Czech -0.6 -0.5 -0.6 -0.9

EM Asia

China 0.2 1.2 0.7 -0.6

India 0.5 0.5 -0.2 -0.2

South Korea 0.6 1.4 0.6 -0.3

Taiwan 0.6 1.1 -0.1 -0.6

Singapore 0.4 0.3 -0.3 -0.6

Indonesia 0.5 0.7 1.3 0.0

Thailand 0.8 1.5 -0.6 -0.1

Source: TD Securities
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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, 
KRW is the richest currency, and 
ZAR is the cheapest vs USD. In 
terms of long-term valuation, 
MXN and COP appear to be too 
rich. 
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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's long-term valuation is becoming more mixed vs global currencies. Against the JPY and KRW, the USD still appears rich 
across long-term fair value measures. However, relative to MXN and HUF, the USD appears to be undervalued now. 

• Long-term fair values should serve as a qualitative anchor rather than tradable targets. While models broadly show the JPY and 
KRW as undervalued, degrees of cheapness may drastically vary. 
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Corporate Hedging Decision Matrix – Comparing spot outlook vs 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 forecasts 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 forecasts.  The heatmap then illustrates the largest gaps in market pricing, where 
"red" boxes imply an overvalued pair while "green" indicates an undervalued pair.        
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Global FX Forecasts04  
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Global FX Forecasts

Spot 2028 2029

9/11/2026 Q1 (A) Q2 (A) Q3 Q4 Q1 Q2 Q3 Q4 Q4 Q4

BBDXY 1,191 1,215 1,222 1,193 1,179 1,191 1,187 1,182 1,178 1,199 1,207

EURUSD 1.16 1.16 1.14 1.16 1.18 1.15 1.16 1.16 1.17 1.14 1.13

GBPUSD 1.35 1.32 1.33 1.35 1.36 1.36 1.36 1.37 1.37 1.34 1.33

AUDUSD 0.72 0.69 0.69 0.71 0.72 0.70 0.70 0.71 0.71 0.70 0.70

NZDUSD 0.58 0.57 0.57 0.58 0.60 0.58 0.58 0.59 0.59 0.60 0.60

USDCAD 1.39 1.39 1.42 1.40 1.38 1.37 1.36 1.36 1.35 1.35 1.35

USDJPY 154 159 163 155 153 150 149 149 148 145 145

USDCHF 0.82 0.80 0.81 0.81 0.80 0.80 0.81 0.81 0.81 0.83 0.84

USDNOK 9.29 9.69 9.90 9.31 9.24 9.57 9.37 9.17 8.97 8.77 8.85

USDSEK 9.70 9.47 9.70 9.66 9.24 9.39 9.29 9.20 9.10 9.47 9.38

USDMXN 16.97 17.94 17.49 16.90 17.00 17.20 17.30 17.40 17.50 17.70 17.80

USDBRL 5.12 5.18 5.16 5.30 5.10 5.00 4.98 4.97 4.95 4.95 4.95

USDCOP 3,085 3,674 3,429 3,100 3,300 3,400 3,467 3,533 3,600 3,700 3,800

USDCLP 942 926 922 925 925 900 892 883 875 850 850

USDCNY 6.71 6.89 6.79 6.72 6.70 6.65 6.60 6.55 6.50 6.80 6.80

USDINR 95.56 94.83 94.67 96.00 95.00 94.00 93.33 92.67 92.00 94.00 93.00

USDKRW 1,342 1,519 1,549 1,350 1,375 1,400 1,417 1,433 1,450 1,500 1,550

USDIDR 17,611 17,041 17,907 17,700 17,700 17,500 17,467 17,433 17,400 17,000 17,200

USDSGD 1.27 1.29 1.29 1.28 1.27 1.27 1.27 1.27 1.27 1.29 1.29

USDPLN 3.73 3.71 3.76 3.75 3.65 3.60 3.58 3.57 3.55 3.70 3.70

USDHUF 314 332 311 310 305 300 297 293 290 285 285

USDZAR 16.14 16.94 16.39 16.20 16.00 15.75 15.58 15.42 15.25 15.00 15.00

EURGBP 0.86 0.87 0.86 0.86 0.87 0.85 0.85 0.85 0.85 0.85 0.85

EURJPY 178 183 186 180 181 173 173 173 173 165 164

EURCHF 0.95 0.92 0.92 0.94 0.94 0.92 0.93 0.94 0.95 0.95 0.95

EURNOK 10.77 11.20 11.31 10.80 10.90 11.01 10.84 10.67 10.50 10.00 10.00

EURSEK 11.25 10.94 11.08 11.20 10.90 10.80 10.75 10.70 10.65 10.80 10.60

EURPLN 4.32 4.29 4.30 4.35 4.31 4.14 4.14 4.15 4.15 4.22 4.18

EURHUF 364 384 356 360 360 345 343 341 339 325 322

EURCAD 1.61 1.61 1.62 1.62 1.63 1.58 1.58 1.58 1.58 1.54 1.53

Source: TD Securities
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ADDENDUM

Important Disclosures and Information

Important Disclosures and Information

“TD Securities” is a trademark of The Toronto-Dominion Bank ("TD") and represents certain investment banking, capital markets and wholesale banking activities

conducted through certain subsidiaries and branches of The Toronto-Dominion Bank worldwide. “TD Cowen” is a division of TD Securities and represents a marketing

name of certain businesses within TD Securities, including for TD Securities Global Research and Strategy.

Global Strategy produces macro commentaries on rates, foreign exchange and commodities. Materials produced by Global Strategy are not intended as Equity or Debt

Research Reports as defined in the Financial Industry Regulatory Authority ("FINRA") Rules 2241 or 2242, respectively, or as Research Reports as defined in the Canadian

Investment Regulatory Organization ("CIRO") Dealer Member Rule 3600 Part B. This material has not been prepared, is not intended, and should not be interpreted as

a research report or investment recommendation regarding securities of any company. Investors should not consider purchasing or selling securities based upon any

information contained in this document.

Our reports are simultaneously available to all clients on our client website:

https://portal.tdsecurities.com/alpha

TD Securities is not responsible for the redistribution of this material by third-party aggregators or any other party.

The information, opinions, commentaries, estimates and forecasts are as of the date of this report and subject to change without prior notification. We seek to update

our materials as appropriate, but various regulations may prevent us from doing so. Macro commentaries are published at irregular intervals as appropriate in the

author’s judgement.

Historic information regarding performance is not indicative of future results and investors should understand that statements regarding future prospects may not be

realized. All investments entail risk, including potential loss of principal invested. Performance analysis is based on certain assumptions, the results of which may vary

significantly depending on the inputs assumed.

This material is published solely for information purposes, and is not to be construed as accounting, legal or tax advice. Other than disclosures relating to TD Securities,

the information herein is based on sources we believe to be reliable but is not guaranteed by us and does not purport to be a complete statement or summary of the

available data. Any opinions expressed herein are statements of our judgment on this date and are subject to change without notice. The opinions and commentaries

herein do not take into account individual client circumstances, objectives or needs and are not intended as an offer or solicitation with respect to the purchase or sale

of any security. The recipients of this material must make their own independent decisions regarding any predictions, opinions or other information in this material. To

the extent that this report discusses any legal proceedings or issues, it has not been prepared to express or intended to express any legal conclusion, opinion or advice.

Our analysts, salespeople, traders and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions that

are contrary to the opinions expressed in this material.

The information contained herein is not intended for distribution to, or use by, any person in any jurisdiction where such distribution or use would be contrary to

applicable law or regulation or which would subject TD Securities to additional licensing or registration requirements. It may not be copied, reproduced, posted,

transmitted or redistributed in any form without the prior written consent of TD Securities.

Australia

If you receive this document and you are domiciled in Australia, please note that it is intended to be issued for general information purposes only and distributed to a

person who is a wholesale client, as defined in the Corporations Act 2001 and Corporations Regulations 2001, by Toronto Dominion (South East Asia) Limited ("TDSEA").

TDSEA does not hold itself out to be providing financial advice in these circumstances. TD Securities is a trademark and represents certain investment dealing and

advisory activities of The Toronto-Dominion Bank and its subsidiaries, including TDSEA. The Toronto-Dominion Bank is not an authorized deposit-taking or financial

services institution in Australia. TDSEA is a holder of an Australian Financial Services License (528885) and is regulated in Australia by the Australian Securities and

Investments Commission.

•TD Securities (USA) LLC ("TDS USA") is exempt from the requirement to hold an Australian Financial Services Licence under the Corporations Act 2001 in respect of

those financial services; and

•TDS USA is regulated by the U.S. Securities and Exchange Commission under U.S. laws, which differ from Australian laws.

Canada

No securities commission or similar regulatory authority in Canada has reviewed or in any way passed judgment upon this report, the information contained herein, or

the merits of the securities described herein, if any, and any representation to the contrary is an offence.

Canadian clients wishing to effect transactions in any security discussed herein should do so through a qualified salesperson of TD Securities or TD Securities Inc. TD

Securities Inc. is a member of the Canadian Investor Protection Fund and is regulated by CIRO.

China, India, and South Korea

Insofar as the document is received by any persons in the People's Republic of China (“PRC”), India and South Korea, it is intended only to be issued to persons who

have the relevant qualifications to engage in the investment activity mentioned in this document. The recipient is responsible for obtaining all relevant government

regulatory approvals/licenses themselves and represents and warrants to The Toronto-Dominion Bank that the recipient's investments in those securities do not violate

any law or regulation, including, but not limited to, any relevant foreign exchange regulations and/or overseas investment regulations. The Toronto-Dominion Bank

has a representative office in Shanghai, Mumbai and Seoul which should be contacted for any general enquiry related to The Toronto-Dominion Bank or its business.

However, neither any of the Toronto-Dominion Bank offshore branches/ subsidiaries nor its representative offices are permitted to conduct business within the borders

of the PRC, India and South Korea. In locations in Asia where the Bank does not hold licenses to conduct business in financial services, it is not our intention to, and

the information contained in this document should not be construed as, conducting any regulated financial activity, including dealing in, or the provision of advice in

relation to, any regulated instrument or product. This publication is for general information only, without addressing any particular needs of any individual or entity and

should not be relied upon without obtaining specific advice in the context of specific circumstances.

Hong Kong SAR (China)
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This document, which is intended to be issued in Hong Kong SAR (China) ("Hong Kong") only to Institutional Professional Investors as defined under paragraph (a) to (i)

of the definition of Professional Investor in the Securities and Futures Ordinance (the "SFO"), has been distributed through Toronto-Dominion Bank, Hong Kong Branch,

which is regulated by the Hong Kong Monetary Authority and the Securities and Futures Commission.

Japan

For Japanese residents, please note that if you have received this document from The Toronto-Dominion Bank entities based outside Japan, it is being provided to

qualified financial institutions (“QFI”) only under a relevant exemption to the Financial Instruments and Exchange Act. If you have received this document from TD

Securities (Japan) Co., Ltd., it is being provided only to institutional investors. TD Securities (Japan) Co., Ltd. is regulated by the Financial Services Agency of Japan and

is distributing this document in Japan as a Type 1 Financial Instruments Business Operator registered with the Kanto Local Finance Bureau under registration number,

Kinsho 2992, and a member of Japan Securities Dealers Association.

New Zealand

The Toronto-Dominion Bank is not a “registered bank” in New Zealand under the Reserve Bank Act 1989.

Singapore

This report is distributed in Singapore by The Toronto-Dominion Bank, Singapore Branch or Toronto Dominion (South East Asia) Limited, and recipients in Singapore of

this report are to contact the entity from which they received this report in respect of any matters arising from, or in connection with, this report. The Toronto-Dominion

Bank, Singapore Branch and Toronto Dominion (South East Asia) Limited are regulated by the Monetary Authority of Singapore. It is only intended for distribution to a

person who is an accredited investor, institutional investor or expert investor as defined in the Singapore Securities and Futures Act.

United Kingdom and Europe

For the purposes of this disclaimer, “TD Securities” within the UK and Europe means (as applicable) TD Global Finance unlimited company ("TDGF"), TD Bank Europe

Limited ("TDBEL"), TD Execution Services Limited ("TDESL") and The Toronto-Dominion Bank, London Branch ("TDBLB"). TDBLB and TDBEL are regulated for investment

business conducted in the UK by the Financial Conduct Authority and the Prudential Regulation Authority. TDGF is regulated for investment business conducted in

Ireland by the Central Bank of Ireland. TDESL is authorised and regulated in the UK by the Financial Conduct Authority ("FCA").

TD Securities has published Summary Conflicts of Interest Policies which is available on the TD Securities website, which describes the organisational and

administrative arrangements for the prevention and avoidance of conflicts of interest. However, these may not be sufficient in every case to ensure, with reasonable

confidence, that the risk of damage to your interests will be prevented.

TD Securities’ principal trading area and investing businesses may make investment decisions that are inconsistent with views expressed in this material. TD Securities

may have a commercial relationship with issuers of financial instruments or other products discussed in this material. TD Securities maintains physical, electronic and

procedural information barriers to address the flow of information between and among departments within TD Securities, as well as its affiliates. Additionally, the

persons who are not involved with the production of this material but are reasonably expected to have access to the material prior to its completion are subject to

policies and procedures designed to manage any actual, emerging or perceived conflicts.

This material is to be communicated only to persons of a kind described in Articles 19 and 49 of the Financial Services and Markets Act 2000 (Financial Promotion)

Order 2005.

This document is prepared, approved or disseminated in the UK by TDBLB, TDESL, TDBEL and/or in Europe by TDGF in respect of investment business. Insofar as the

document is issued in or to the United Kingdom, it is intended only to be issued to persons who (i) are persons falling within Article 19(5) ("Investment professional")

of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended, the "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.

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 is a marketing communication and has not been prepared in accordance with legal requirements designed to promote the independence of investment

research, 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.

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 is provided as a MNMB for the purposes of MiFID II inducement rules, including ESMA's Q&A guidance on an 'openly available’ basis.

Copyright, User Agreement and other general information related to this report.

Copyright © 2026 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.
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New York

212 827 6943

jayati.bharadwaj@tdsecurities.com

Jayati Bharadwaj is head of global FX

research. She joined TD Securities in 2023

from Barclays and holds an MA in finance

from MIT Sloan and a BA in economics.

Howard Du, CFA

New York

212 827 2854

howard.du@tdsecurities.com

Howard Du is an FX strategist at TD

Securities. He covers global currencies

research and holds a master's degree in

financial mathematics.

Linda Cheng

Toronto

416 982 4350

ming.cheng@tdsecurities.com

Linda Cheng is an FX strategist based in

Toronto. She joined TD Securities in 2024

and holds a master’s in finance and a

bachelor’s in mathematical Finance.

Reaching TD Cowen

North American Locations

Atlanta

3424 Peachtree Road NE

Suite 2200

Atlanta, GA 30326

866 544 7009

Cleveland

20006 Detroit Road

Suite 100

Rocky River, OH 44116

440 331 3531

Stamford

262 Harbor Drive

Stamford, CT 06902

646 616 3000
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1 Place Ville Marie, Suite 1430
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30th Floor
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