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D R I V E R S

O F

E X C H A N G E

R A T E S

SHORT TERM

➢ Trend following

➢ Positioning and 
sentiment

➢ Volatility

MEDIUM TERM

➢ Monetary policy and 
real interest rate 
differentials

➢ Current account 
trends

➢ Capital flows

➢ Fiscal Policy

➢ Economic growth

➢ Portfolio balance

LONG TERM

➢ Purchasing Power 
Parity

➢ Net foreign assets

➢ Productivity trends

➢ Savings / Investment 
balance trends

➢ Persistent trend in 
Terms-of-Trade
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O U R  A P P R O A C H  T O  T H E  W O R L D  O F  I N V E S T M E N T S

Global 
Macro

Geo politics

Global 
Funding 
Markets

Interest Rates 
Strategy

Financials and 
Shadow 
Banking

FX Strategy
Equity 

Strategy
Credit 

Strategy
Commodities 

Strategy
Volatility 
Strategy
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T H E M E S  T H AT  H A V E  P L AY E D  O U T  I N  T H E  F X  M A R K E T S  O V E R  T H E  R E C E N T  PA S T

 G L O B A L F I N A N C I A L C R I S I S ( 2 0 0 8 - 1 0 ) : U S D D E P R E C I A T I O N

 C O N T A G I O N S P R E A D S T O E U R O P E ( 2 0 1 1 – 1 5 ) : E U R O D E P R E C I A T I O N

 B R E X I T ( J U N E 2 0 1 6 – W E ’ R E G E T T I N G T H E R E … )

 T R U M P P R E S I D E N C Y A N D S T R O N G U S F I S C A L S T I M U L U S ( 2 0 1 8 ) : U S D

A P P R E C I A T I O N

 P R E C I O U S M E T A L S R A L L Y ( O N G O I N G S I N C E J U N E 2 0 1 9 )

 G L O B A L F U N D I N G M A R K E T S S E I Z E U P ( F E B – A P R 2 0 2 0 )
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S O M E  T H E M E S  T H AT  A R E  P L AY I N G  O U T  O V E R  T H E  C O M I N G  M O N T H S

 P R E S I D E N T B I D E N ’ S A G E N D A ?

 U S F E D E R A L R E S E R V E ’ S B A L A N C E S H E E T E X P A N S I O N ( R E S T A R T E D F R O M

S E P T E M B E R 2 0 1 9 ) : U S D D E P R E C I A T I O N ?

 E U J O I N T D E B T P L A N R A T I F I E D ( J U N E 2 0 2 0 O N W A R D S ) ?

 U S / C H I N A R E L A T I O N S ( T R A D E / T E C H N O L O G Y / S P H E R E S O F I N F L U E N C E ) ?

 C H I N A ’ S N E W G R O W T H M A N D A T E : A F O C U S O N T H E D O M E S T I C E C O N O M Y ?

 C O V I D C U R E / V A C C I N E A N D T H E R E S U M P T I O N O F “ N O R M A L C Y ” ?

 C O N T I N U I N G F I S C A L A N D M O N E T A R Y S T I M U L U S ?
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S P E C I F I C  T H O U G H T S  O N  E U R U S D
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S P E C I F I C  T H O U G H T S  O N  E U R U S D

➢ C L O S E R E U R O P E A N I N T E G R A T I O N … Y E S O R N O ?

➢ B I D E N ’ S A G E N D A ?

➢ R E L A T I V E G R O W T H O U T C O M E S ?

➢ U S T E C H D O M I N A N C E

➢ U S F U N D I N G I S S U E S
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S P E C I F I C  T H O U G H T S  O N  U S D J P Y
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S P E C I F I C  T H O U G H T S  O N  U S D J P Y

➢ D I R E C T I O N O F T H E J A PA N E S E E C O N O M Y U N D E R P M S U G A

➢ E V O LV I N G R E L AT I O N S I N A S I A PA C I F I C ( C H I N A , K O R E A , TA I W A N ,

I N D I A , A U S T R A L I A A N D J A PA N )

➢ CH INA’ S O N E B E LT O N E R O A D A N D I T S I M PA C T O N

N E I G H B O U R I N G C O U N T R I E S
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T H O U G H T S  O N  H E D G I N G  E X P O S U R E S
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o A E u r o p e a n e x p o r t e r e x p e c t s t o r e c e i v e U S D 1 0 M o v e r t h e n e x t 3

m o n t h s f o r g o o d s a n d s e r v i c e s s o l d

o E U R U S D t r a d e s @ 1 . 2 1 7 5 c u r r e n t l y

o T h e e x p o r t e r b e l i e v e s t h e E U R i s u n d e r v a l u e d a n d w o u l d l i k e t o

l o c k i n t h e c u r r e n t r a t e f o r h i s r e c e i v a b l e s t h r e e m o n t h s f o r w a r d

S C E N A R I O

o T h e  e x p o r t e r  c o u l d  b u y  E U R  s e l l  U S D  1 0  M  t h r e e  m o n t h s  

f o r w a r d  @  1 . 2 2 0 0

o T h e  d i f f e r e n c e  i n  t h e  c u r r e n t  r a t e  a n d  t h e  f o r w a r d  r a t e  i s  

p r i m a r i l y  o n  a c c o u n t  o f  i n t e r e s t  r a t e  d i f f e r e n t i a l s
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o A E u r o p e a n e x p o r t e r e x p e c t s t o r e c e i v e U S D 1 0 M o v e r t h e n e x t 3

m o n t h s f o r g o o d s a n d s e r v i c e s s o l d

o E U R U S D t r a d e s @ 1 . 2 1 7 5 c u r r e n t l y

o T h e e x p o r t e r i s u n s u r e o f t h e d i r e c t i o n o f t h e c u r r e n c y i n t h e

n e x t t h r e e m o n t h s b u t w o u l d l i k e t o p r o t e c t a g a i n s t a n a d v e r s e

m o v e i n c u r r e n c y r a t e s

S C E N A R I O

o T h e  e x p o r t e r  c o u l d  b u y  a n  o p t i o n  c o n t r a c t  w h i c h  g i v e s  h i m  t h e  

r i g h t  t o  b u y  E U R  s e l l  U S D  1 0  M  a f t e r  t h r e e  m o n t h s  @  1 . 2 2 0 0

b y  p a y i n g  a  p r e m i u m  o f  1 . 3 2  %  
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T H O U G H T S  O N  F X  O V E R L A Y
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T H O U G H T S  O N  F X  O V E R L A Y

o A E u r o p e a n e x p o r t e r e x p e c t s t o r e c e i v e a s w e l l a s m a k e m u l t i p l e

f o r e i g n c u r r e n c y p a y m e n t s o v e r t h e n e x t 1 2 m o n t h s f o r g o o d s

a n d s e r v i c e s s o l d

o T h e e x p o r t e r w o u l d p r e f e r t o f o c u s o n i t s o w n a r e a o f e x p e r t i s e

a n d l e a v e t h e m a n a g e m e n t o f t h e F X e x p o s u r e r i s k t o a n

e x t e r n a l F X m a n a g e r

S C E N A R I O

o T h e  e x p o r t e r  e n g a g e s a n  e x t e r n a l  F X  o v e r l a y  m a n a g e r  t o  

m a n a g e  t h e  F X  r i s k  i n h e r e n t  t o  i t s  c a s h f l o w s :

o T h i s  c a n  b e  d o n e  e i t h e r  p a s s i v e l y  o r  a c t i v e l y

S U G G E S T I O N
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T H E  C A R R Y  T R A D E  
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T H E  C A R R Y  T R A D E  ( C I R C A  2 0 0 7 )

o I n t e r e s t r a t e s i n J a n 2 0 0 7

S C E N A R I O

o B o r r o w  i n  J P Y  a n d  p l a c e  d e p o s i t s  o r  b u y  h i g h  y i e l d i n g  a s s e t s  i n  a n y  o r  a l l  o f  U S D ,  E U R ,  

G B P,  A U D  a n d  e a r n  a  s i g n i f i c a n t  p i c k  u p  i n  y i e l d

o “ T u r b o - c h a r g e ”  t h e  t r a d e  a n d  b u y  a s s e t s  i s s u e d  b y  e v e n  h i g h e r - y i e l d i n g  E m e r g i n g  

M a r k e t  b o n d  i s s u e r s

o F u r t h e r  j u i c e  t h i n g s  u p  b y  l e v e r i n g  u p  ( b o r r o w  a g a i n s t  y o u r  i n i t i a l  c a p i t a l  a n d  p l a c e  a  

h i g h e r  m u l t i p l e  i n  d e p o s i t  t o  p o t e n t i a l l y  e a r n  o u t s i z e d  r e t u r n s )

USD
4.25%

EUR
4.00%

GBP
5.50%

AUD
6.75%

JPY
1.00% (appx)
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T H E  C A R R Y  T R A D E  ( C I R C A  2 0 0 7 )

T H E  P R O B L E M

 E v e r y o n e e n g a g e s i n t h e s a m e t r a d e a t t h e s a m e t i m e

 T h e m o v e s i n F X r a t e s g e t e x a g g e r a t e d r e i n f o r c i n g t h e h e r d - l i k e b e h a v i o r

 A n e x o g e n o u s t r i g g e r l e a d s t o s o m e i n v e s t o r s e x i t i n g t h e t r a d e

 O t h e r s f o l l o w a n d t h i s l e a d s t o a m a s s e x i t , f u r t h e r l e a d i n g t o a n e x a g g e r a t e d m o v e i n

t h e o p p o s i t e d i r e c t i o n

 O v e r - l e v e r a g e d i n v e s t o r s a r e t h e n l e f t w i t h l o s s e s a n d i n t h e w o r s t c a s e , a t o t a l l o s s o f

c a p i t a l
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T H E  C A R R Y  T R A D E  ( C I R C A  2 0 2 0 )

o B o r r o w  c h e a p  a n d  b u y  e i t h e r  h i g h  y i e l d i n g  a s s e t s  o r  l o w  y i e l d i n g  a s s e t s  w h i c h  s h o w  a  

s i g n i f i c a n t  p o t e n t i a l  f o r  p r i c e  a p p r e c i a t i o n

o F u r t h e r  j u i c e  t h i n g s  u p  b y  l e v e r i n g  u p  ( b o r r o w  a g a i n s t  y o u r  i n i t i a l  c a p i t a l  a n d  p l a c e  a  

h i g h e r  m u l t i p l e  i n  y o u r  d e s i r e d  a s s e t  t o  p o t e n t i a l l y  e a r n  o u t s i z e d  r e t u r n s )

o I n t e r e s t r a t e s i n J a n 2 0 2 0

U S D          E U R         G B P        A U D         J P Y

S C E N A R I O
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T H E  C A R R Y  T R A D E  ( C I R C A  2 0 2 0 )

T H E  P R O B L E M

 E v e r y o n e e n g a g e s i n t h e s a m e t r a d e a t t h e s a m e t i m e

 T h e m o v e s i n F X r a t e s / a s s e t p r i c e s g e t e x a g g e r a t e d r e i n f o r c i n g t h e h e r d - l i k e b e h a v i o u r

 A n e x o g e n o u s t r i g g e r l e a d s t o s o m e i n v e s t o r s e x i t i n g t h e t r a d e

 O t h e r s f o l l o w a n d t h i s l e a d s t o a m a s s e x i t , f u r t h e r l e a d i n g t o a n e x a g g e r a t e d m o v e i n

t h e o p p o s i t e d i r e c t i o n

 O v e r - l e v e r a g e d i n v e s t o r s a r e t h e n l e f t w i t h l o s s e s a n d i n t h e w o r s t c a s e , a t o t a l l o s s o f

c a p i t a l
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O U R  T H O U G H T S  O N  V A L U A T I O N

o V A L U I N G A N A S S E T I S A H I G H L Y S U B J E C T I V E E N D E A V O U R

o T H E R E I S A M U LT I T U D E O F P L AY E R S I N G L O B A L F I N A N C I A L M A R K E T S ; E A C H W I T H T H E I R
O W N S P E C I F I C A G E N D A A N D T H E R E A R E :

Individual investors Institutional investors Corporate investors Sovereign investors

o I N T H E F I N A L E S T I M AT I O N :

• V A L U A T I O N I S T H E M O S T I M P O R T A N T C R I T E R I O N W H I L E M A K I N G D E C I S I O N S I N T H E F X O R
O T H E R M A R K E T S

• R E L A T I V E D I F F E R E N C E S I N P R O D U C T I V I T Y D R I V E S R E L A T I V E V A L U A T I O N
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S G M C  
G l o b a l  
D y n a m i c  
F X  F u n d  
( U S D )
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C O N C L U S I O N

o W E E X P E C T T H E U S $ T O C O N T I N U E W E A K E N I N G O V E R T H E C O M I N G
Q U A R T E R S

o W E E X P E C T T H E N O R W E G I A N K R O N E R T O B E A W I N N E R I N A W O R L D W H E R E
G O V E R N M E N T S N E E D T O B E S U P P O R T I V E O F T H E I R D O M E S T I C E C O N O M I E S

o W E A D V I S E T H E U S E O F C O M B I N AT I O N O F T R A D I N G S T R AT E G I E S T O G E T T H E B E S T
R I S K - A D J U S T E D R E T U R N S

o C R Y P T O C U R R E N C I E S A R E B A C K I N V O G U E G I V E N T H E S T R O N G P R I C E M O M E N T U M –
T H I S T I M E A R O U N D T H E Y A R E B E T T E R U N D E R S T O O D A N D A R E R E C E I V I N G
I N S T I T U T I O N A L I N T E R E S T T O O
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All information in this report has been obtained from Bloomberg sources except where indicated otherwise. All data in this report is as of the last international business 
day except where indicated otherwise. 

This report may contain forward looking statements which are often but not always identified by the use of words such as “anticipate”, “believe”, “estimate”, “intend”, 
“plan”, “expect”, “forecast”, “predict” and “project” and statements that an event or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other 
similar expressions. Such forward looking statements are based on assumptions made and information currently available to us and are subject to certain risks and 
uncertainties that could cause the actual results to differ materially from those expressed in any forward-looking statements. Readers are cautioned not to place undue 
relevance on these forward-looking statements. SGMC Capital expressly disclaims any obligation to update or revise any such forward looking statements to reflect new 
information, events or circumstances after the date of this publication or to reflect the occurrence of unanticipated events 

This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or located in any locality, state, country or other 
jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. 

This report is for information and illustrative purposes only; it is in no way a recommendation, or an offer or solicitation to buy or sell any investment products, but only 
factual information being provided. SGMC Capital will not be held liable for any information provided in this document which is stated to have been obtained from third 
party sources, this information may be based on assumptions or market conditions and may change without notice. 

The information in this report was prepared by SGMC Capital and is current as of the date of the report. The information contained herein has been obtained from sources 
that SGMC Capital believes to be reliable, but SGMC Capital does not guarantee its accuracy, adequacy, completeness, reliability, or timeliness, and will not be held liable 
for any investment decisions made based on this information. Moreover, SGMC Capital is not responsible for any errors or omissions or for the results obtained from the 
use of such information. All information and estimates included in this report are subject to change without notice. This report is intended for qualified customers of SGMC 
Capital. 
Past performance does not guarantee future results. Investment products are subject to investment risks, including possible loss of principal amount invested. 

You may not redistribute this report without explicit permission from SGMC Capital.
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THANKS!


