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Anticipating the path of foreign exchange rates in recent years often culminated in an exercise in frustration. When it seemed 
that momentum was building behind G10 and EM currencies, the U.S. dollar regained, or maintained, its dominance in the 
global FX market. However, we see mounting indications that global currencies may have an expanding window to gradually 
appreciate vs. the dollar over the long term. 

A More Leveled Policy View 

A stark dichotomy in global monetary policies was evident between 2014 and 2019. The Federal Reserve’s balance sheet 
(as a % of GDP) peaked in mid-2014 shortly before its most recent rate-hiking cycle, while other major central banks 
generally remained in policy-easing mode. But the COVID pandemic and the globally synchronized monetary stimulus 
leveled the view across central bank policies. As a result, the short-term yield gap between the U.S. and the rest of the 
G10 closed, providing a jolt to G10 FX performance vs. the U.S. dollar (Figure 1). 

FIGURE 1: THE DISSIPATING U.S. YIELD ADVANTAGE PROVIDED A BOOST TO G10 FX PERFORMANCE VS. THE 
U.S. DOLLAR 

 
Source: Bloomberg as of October 2020 
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And the view may stay relatively level going forward. Core PCE inflation could temporarily rise above 2.0% in early to mid-
2021, lifted by base effects, but the Fed is likely to look through the increase and keep the Fed funds rate at its current 
near-zero level through at least 2023. 

In addition to keeping the Fed funds rate steady, the Fed’s balance sheet may continue to expand amid a U.S. fiscal 
backdrop that has been deteriorating since 2016 (in contrast to the euro zone’s improvement from 2010 through 2018). 
More recently, conditions in the U.S. and Europe have taken a precipitous turn for the worse, with substantial stimulus 
efforts to mitigate the effects of the COVID pandemic (Figure 2). Given Chair Powell’s comments about the importance of 
additional fiscal stimulus, the Fed seems poised to readily monetize an increasing portion of Treasury issuance in the years 
ahead. The Fed’s accommodative approach, underscored by its recently unveiled flexible average inflation targeting 
framework, may apply subtle pressure to the dollar over the long term. 

FIGURE 2: THE COVID-INDUCED CLIFF IN THE U.S. BUDGET BALANCE 

 
Source: IMF as of November 2020. Note: 2020 data are based on IMF projections. 

As the U.S. emerges from perhaps the most sudden and severe economic recession in history, its current account deficit 
also appears poised to deteriorate and prevent the dollar from appreciating. For one thing, given the huge capital cuts that 
the U.S. shale fracking industry has made (as well as potential regulatory headwinds), it is very unlikely that U.S. shale 
production will support the petroleum trade balance to the same extent as in prior years. And given the expectations for a 
deterioration in the ex-petroleum trade balance, we expect the U.S. current account deficit to widen somewhat in the years 
ahead. 

The Pickup in FX Hedged Yields and Opportunities Outside of the U.S. 

Although longer-term U.S. interest rates declined sharply during the COVID crisis, the U.S. yield curve remains relatively 
steep. Hedging costs for many international investors over the past several years were high as the Federal Reserve’s 
short-term policy rate was the highest among developed world economies. As a result, some international investors 
preferred to take advantage of the steepness in the U.S. yield curve by buying U.S. fixed income on an unhedged basis. 
Now that the Federal Reserve has reduced the policy rate down to 0.25%, hedging costs for many international investors 
are low, which may encourage dollar selling to hedge existing U.S. fixed income investments. 
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FIGURE 3: THE INCREASINGLY ATTRACTIVE YIELD PICKUP ON FX-HEDGED TREASURY PURCHASES 

 
Source: PGIM Fixed Income and Nomura 

The United States’ declining net international investment position to more than -50% of GDP reflects the years of rising 
international demand for U.S. assets, yet investors may be increasingly interested in European and EM assets, potentially 
at the cost of some of their U.S. holdings. In Europe, issuance as part of the recovery fund and pan-European 
unemployment benefits (SURE) is expected to reach €200-€250 billion per year over the next two years. This would be 
more than Germany’s annual Bund issuance of about €150 billion at yields likely wider than those on French government 
bonds. Euro area residents, reserve managers, and sovereign entities may increase their euro area assets as a result. And 
if emerging market economies again widen the growth differential to developed markets—our estimates for EM and DM 
growth in 2021 is 4.6% and 7.2%, respectively—yield-seeking investors may turn to emerging market assets to the benefit 
of EM FX as well. 

In terms of how our view of EM and G10 currencies affects our FX positioning, we believe that currencies underwent a period 
of consolidation since August 2020, and we’ve added exposure in EM and G10 in Asia and Europe vs. the dollar. Although 
we generally believe Latin American currencies will continue to underperform, we’ve added additional exposure to the 
Mexican peso as well. Beyond FX positioning, a scenario of gradual appreciation among EM and G10 currencies will likely 
affect asset allocation decisions across a number of sectors, including local currency bonds. 

The risks to the view that global currencies may finally be in a place to gradually strengthen against the dollar include a 
faltering economic recovery that tightens financial conditions, and an acceleration in U.S. inflation over the long term. 

While these risks, amongst others, are tangible and could lead to volatility across various USD pairings, we believe the 
recent emergence of several factors, including those detailed above, should hold the window open for global currencies to 
gradually emerge from the prolonged period of dollar dominance. 
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Important Information 

PGIM Fixed Income operates primarily through PGIM, Inc., a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended, 
and a Prudential Financial, Inc. (“PFI”) company. Registration as a registered investment adviser does not imply a certain level or skill or training. PGIM Fixed 
Income is headquartered in Newark, New Jersey and also includes the following businesses globally: (i) the public fixed income unit within PGIM Limited, 
located in London; (ii) PGIM Netherlands B.V. located in Amsterdam; (iii) PGIM Japan Co., Ltd. (“PGIM Japan”), located in Tokyo; (iv) the public fixed income 
unit within PGIM (Hong Kong) Ltd. located in Hong Kong; and (v) the public fixed income unit within PGIM (Singapore) Pte. Ltd., located in Singapore 
(“PGIM Singapore”).  PFI of the United States is not affiliated in any manner with Prudential plc, incorporated in the United Kingdom or with Prudential 
Assurance Company, a subsidiary of M&G plc, incorporated in the United Kingdom.  Prudential, PGIM, their respective logos, and the Rock symbol are 
service marks of PFI and its related entities, registered in many jurisdictions worldwide. 

These materials are for informational or educational purposes only.  The information is not intended as investment advice and is not a recommendation 
about managing or investing assets.  In providing these materials, PGIM is not acting as your fiduciary. These materials represent the views, opinions and 
recommendations of the author(s) regarding the economic conditions, asset classes, securities, issuers or financial instruments referenced herein.  
Distribution of this information to any person other than the person to whom it was originally delivered and to such person’s advisers is unauthorized, and 
any reproduction of these materials, in whole or in part, or the divulgence of any of the contents hereof, without prior consent of PGIM Fixed Income is 
prohibited.  Certain information contained herein has been obtained from sources that PGIM Fixed Income believes to be reliable as of the date presented; 
however, PGIM Fixed Income cannot guarantee the accuracy of such information, assure its completeness, or warrant such information will not be changed.  
The information contained herein is current as of the date of issuance (or such earlier date as referenced herein) and is subject to change without notice.  
PGIM Fixed Income has no obligation to update any or all of such information; nor do we make any express or implied warranties or representations as to 
the completeness or accuracy or accept responsibility for errors.  All investments involve risk, including the possible loss of capital. These materials are not 
intended as an offer or solicitation with respect to the purchase or sale of any security or other financial instrument or an y investment management 
services and should not be used as the basis for any investment decision.  No risk management technique can guarantee the mitigation or elimination of 
risk in any market environment.  Past performance is not a guarantee or a reliable indicator of future results and an investment could lose value.  No liability 
whatsoever is accepted for any loss (whether direct, indirect, or consequential) that may arise from any use of the information contained in or derived from 
this report.  PGIM Fixed Income and its affiliates may make investment decisions that are inconsistent with the recommendations or views expressed herein, 
including for proprietary accounts of PGIM Fixed Income or its affiliates. 

The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as 
recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding 
the suitability of any securities, financial instruments or strategies for particular clients or prospects.  For any securities or financial instruments mentioned 
herein, the recipient(s) of this report must make its own independent decisions. 

Conflicts of Interest: PGIM Fixed Income and its affiliates may have investment advisory or other business relationships with the issuers of securities 
referenced herein.  PGIM Fixed Income and its affiliates, officers, directors and employees may from time to time have long or short positions in and buy 
or sell securities or financial instruments referenced herein.  PGIM Fixed Income and its affiliates may develop and publish research that is independent of, 
and different than, the recommendations contained herein. PGIM Fixed Income’s personnel other than the author(s), such as sales, marketing and trading 
personnel, may provide oral or written market commentary or ideas to PGIM Fixed Income’s clients or prospects or proprietary investment ideas that differ 
from the views expressed herein.  Additional information regarding actual and potential conflicts of interest is available in Part 2A of PGIM Fixed Income’s 
Form ADV. 

In the European Economic Area (“EEA”), information is issued by PGIM Limited or PGIM Netherlands to persons who are professional clients as defined in 
Directive 2014/65/EU (MiFID II). PGIM Limited’s registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM Limited is 
authorised and regulated by the Financial Conduct Authority (“FCA”) of the United Kingdom (Firm Reference Number 193418). PGIM Netherlands B.V. is 
authorised by the Dutch Authority for the Financial Markets (Autoriteit Financiële Markten – AFM) as an alternative investment fund manager with MiFID 
top up service capabilities under registration number 15003620. PGIM Limited and PGIM Netherlands are authorized to provide services or operate with a 
passport in various jurisdictions in the EEA. In certain countries in Asia, information is presented by PGIM (Singapore) Pte. Ltd., a Singapore investment 
manager registered with and licensed by the Monetary Authority of Singapore. In Japan, information is presented by PGIM Japan Co. Ltd., registered 
investment adviser with the Japanese Financial Services Agency. In South Korea, information is presented by PGIM, Inc., which is licensed to provide 
discretionary investment management services directly to South Korean investors. In Hong Kong, information is provided by PGIM (Hong Kong) Limited, a 
regulated entity with the Securities & Futures Commission in Hong Kong to professional investors as defined in Section 1 of Part 1 of Schedule 1 (paragraph 
(a) to (i) of the Securities and Futures Ordinance (Cap.571). In Australia, this information is presented by PGIM (Australia) Pty Ltd (“PGIM Australia”) for the 
general information of its “wholesale” customers (as defined in the Corporations Act 2001). PGIM Australia is a representative of PGIM Limited, which is 
exempt from the requirement to hold an Australian Financial Services License under the Australian Corporations Act 2001 in respect of financial services. 
PGIM Limited is exempt by virtue of its regulation by the FCA (Reg: 193418) under the laws of the United Kingdom and the application of ASIC Class Order 
03/1099. The laws of the United Kingdom differ from Australian laws. In South Africa, PGIM, Inc. is an authorised financial services provider – FSP number 
49012. 
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留意事項 2 
 

※本資料はPGIMフィクト・インカムが市場動向に関する情報提供としてプロの投資家向けに作成したものです。PGIMフィクスト・インカムは、⽶国SECの登録投資顧問会
社であるPGIMインクの債券運⽤部⾨です。 
 
※本資料は情報提供を⽬的としたものであり、特定の⾦融商品の勧誘⼜は販売を⽬的としたものではありません。また、本資料に記載された内容等については今後変更
されることもあります。 
 
※記載されている市場動向等は現時点での⾒解であり、これらは今後変更することもあります。また、その結果の確実性を表明するものではなく、将来の市場環境の変動
等を保証するものでもありません。 
 
※本資料に記載されている市場関連データ及び情報等は信頼できると判断した各種情報源から⼊⼿したものですが、その情報の正確性、確実性について当社が保証す
るものではありません。 
 
※過去の運⽤実績は必ずしも将来の運⽤成果等を保証するものではありません。 
 
※本資料は法務、会計、税務上のアドバイスあるいは投資推奨等を⾏うために作成されたものではありません。 
 
※当社による事前承諾なしに、本資料の⼀部または全部を複製することは堅くお断り致します。 
 
※“Prudential”、“PGIM ”、それぞれのロゴおよびロック・シンボルは、プルデンシャル・ファイナンシャル・インクおよびその関連会社のサービスマークであり、多数の国・地域で登
録されています。 
 
※PGIMジャパン株式会社は、世界最⼤級の⾦融サービス機関プルデンシャル・ファイナンシャルの⼀員であり、英国プルーデンシャル社とはなんら関係がありません。 
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