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SUMMARY 

• Increasing evidence of abating inflationary pressure in the US has weighed on the 
US dollar through an expected lower Fed rate path and reduced risk of a sharp 
economic slowdown. 

• While it goes with our medium-term negative view on the US dollar, we see 
limited reasons for a sustained decline in the short term. Our three-month and 
12-month projections on EUR/USD have been adjusted higher to USD1.10 and 
USD1.18 respectively.  

• The weak global economic outlook tends to favour a defensive tilt among 
currencies. 

THE US DOLLAR IS SMILLING LESS  

Recent US macroeconomic data strengthens the view that the disinflationary pro-
cess is well underway, with two key implications for the US dollar. Firstly, it sug-
gests that the end of the Fed’s tightening cycle is getting even closer. Secondly, it 
increases the likelihood of disinflation happening without the need for a sharp 
slowdown in the US economy. In other words, weak US economic activity (but not 
too weak) and a more balanced monetary stance from the Fed are seen as negative 
for the US dollar (see chart 1). The fresh new lows of the US dollar tend to confirm 
that markets shared such a view. 

That said, we see reasons for limited downside potential for the US dollar in the 
short term. Firstly, economic activity in the euro area and China is rather weak. In 
particular, China’s fiscal measures expected by the end of July may turn out to be 
more targeted than previously thought, which may lead to a very gradual recovery. 
The euro and the renminbi may have difficulties outperforming without the sup-
port of healthy economic outlooks, which implies limited induced downward pres-
sure on the greenback. Secondly, the EUR/USD rate seems to have overshot what is 
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implied by interest rate differentials. As such, there seems to be some optimistic 
sentiment built up in the single currency, something confirmed by historically high 
levels in the net positioning in the futures market (see chart 2). Finally, while US 
external imbalances favoured a depreciation of the US dollar over time, the current 
account deficit (-3% of GDP in Q1) is not extreme relative to the long-term average  
(-2%). 

In the longer term, the recent new lows in the US dollar confirm our scenario of a 
long-term decline of the US dollar. Such a scenario is based on the overvaluation of 
the US dollar relative to long-term equilibrium estimates and limited support from 
key medium-term drivers such as interest rate and growth differentials. Convincing 
signals that the Fed is pivoting to a more accommodative stance will likely be 
needed to fuel another decline in the greenback. 
 

Chart 1: US dollar smile 

 
Source: Pictet Wealth Management, Refinitiv, 18.07.2023 

 Chart 2: CFTC EURUSD non-commercial positioning 

 
Source: Pictet Wealth Management, Refinitiv, 18.07.2023 

A DEFENSIVE TILT REMAINS FAVOURED IN THE SHORT TERM 

The weak global economic outlook tends to favour a defensive tilt among curren-
cies, especially if such weakness spills over into risky assets. Besides supporting the 
safe-haven greenback (see chart 3), it could also help the Japanese yen, through re-
duced usage as a funder in carry-trade strategies. The low-yielding and safe-haven 
Swiss franc may also benefit from such an environment, especially as flows from the 
balance of payments look the most supportive in years (see chart 4). Gold may also 
perform well as investment demand remains highly sensitive to US interest rates. 
Seasonality and robust official demand could also bring some support to the yellow 
metal in the second half of the year. 

Our relative cautiousness on cyclical currencies is also based on our assumption that 
most of their central banks are close to the end of their tightening cycles. Without 
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higher yield and with their economies having yet to feel the full impact of the sharp 
monetary tightening (and those economies are usually highly sensitive to interest 
rates), we see limited scope for outperformance in the coming months. The weak-
ness of sterling, following the release of June inflation data, tends to confirm that a 
less aggressive central bank may leave the currency quite vulnerable, even if we 
acknowledge that the move was likely magnified because of the gap between the 
policy rate and market expectations of the terminal rate (prior to the release of infla-
tion). 

Overall, on the back of the recent decline in the US dollar, which goes in line with 
our medium-term projections, we have decided to adjust our projections on the 
EUR/USD rate higher. The three-month projection on EUR/USD is adjusted to 
USD1.10 (from USD1.08 previously), while the 12-month projection is set to 
USD1.18 (from USD1.17 previously).  

Chart 3: Carry vs. sensitivity to risky assets 

 
Source: Pictet Wealth Management, Refinitiv, 18.07.2023 

 Chart 4: Swiss balance of payments (4Q sum) 

 
Source: Pictet Wealth Management, Refinitiv, 18.07.2023 
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Packaged Retail and Insur-
ance-based Investment Prod-
ucts (“KIDs”), please note that 
these may change without no-
tice. You should therefore en-
sure that you review the latest 
version of them prior to con-
firming to Pictet London your 
decision to invest. If you have 
been provided with a link to 
access the respective 
KID/other product document, 
you should therefore click on 
the link immediately before 
confirming to Pictet London 
Branch your decision to in-
vest, in order to review the 
most recent version of the re-
spective KID/other product 
document. If you have not 
been provided with a link to 
access the relevant document, 
or if you are in any doubt as to 
what the latest version of the 
respective KID/other product 
document is, or where it can 
be found, please ask your 
usual Pictet London Branch 
contact.  
Pictet London Branch is not 
the manufacturer of the prod-
uct(s) and the KID/other prod-
uct document is provided by a 
third party. The KID/other 
product document is obtained 
from sources believed to be 
reliable. Pictet London Branch 
does not make any guarantee 
or warranty as to the correct-
ness and accuracy of the data 
contained in the KID/other 
product document. Pictet 
London Branch may not be 
held liable for an investment 
decision or other transaction 
made based on reliance on, or 
use of, the data contained in 
the KID/other product docu-
ment.  
By subscribing to the prod-
uct(s) proposed herein, you 
acknowledge that you have (i) 
received, in good time, read 
and understood any relevant 
documentation linked to the 
product(s), including, as the 
case may be, the respective 
KID/other product document; 
(ii) taken note of the prod-
uct(s) restrictions; and (iii) 
meet the applicable subjective 
and objective eligibility condi-
tions to invest in the prod-
uct(s). 
Pictet London Branch may, if 
necessary, rely on these 
acknowledgements and re-
ceive your orders, to transmit 
them to another professional, 
or to execute them, according 

to the relevant clauses of your 
mandate, as well as the Terms 
and Conditions of Pictet Lon-
don Branch. 
The content of this document 
shall only be read and/or used 
by its addressee. Any form of 
reproduction, copying, disclo-
sure, modification and/or 
publication in any form or by 
any means whatsoever is not 
permitted without the prior 
written consent of Pictet Lon-
don Branch and no liability 
whatsoever will be incurred by 
Pictet London Branch. The ad-
dressee of this document 
agrees to comply with the ap-
plicable laws and regulations 
in the jurisdictions where they 
use the information provided 
in this document. 
Pictet London Branch is a 
branch of Bank Pictet & Cie 
(Europe) AG. Bank Pictet & 
Cie (Europe) AG is a credit in-
stitution incorporated in Ger-
many and registered with the 
Handelsregister, the German 
Commercial Register under 
the no. HRB 131080. Its head 
office is at Neue Mainzer Str. 
1, 60311 Frankfurt am Main, 
Germany. Bank Pictet & Cie 
(Europe) AG is authorised and 
regulated by the Bundesan-
stalt für Finanzdienstleistung-
saufsicht, the German Federal 
Financial Supervisory Author-
ity (BaFIN) 
Pictet London Branch is regis-
tered as a UK establishment 
with Companies House (es-
tablishment number 
BR016925) and its UK estab-
lishment office address is 
Stratton House, 6th Floor, 5 
Stratton Street, London W1J 
8LA. Authorised by the Pru-
dential Regulation Authority 
(PRA) and subject to regula-
tion by the Financial Conduct 
Authority (FCA) and limited 
regulation by the Prudential 
Regulation Authority. Details 
about the extent of our regula-
tion by the Prudential Regula-
tion Authority are available 
from us on request. 
 
Distributors: Bank Pictet & Cie 
(Asia) Ltd (“BPCAL”) in Singa-
pore and/or Banque Pictet & 
Cie SA, Hong Kong Branch 
(“Pictet HK Branch”) in Hong 
Kong.  
 

The information, tools and 
material presented in this doc-
ument are provided for infor-
mation purposes only and are 
not to be used or considered 
as an offer, an invitation to of-
fer or solicitation to buy, sell 
or subscribe for any securities, 
commodities, derivatives, (in 
respect of Singapore only) fu-
tures, or other financial instru-
ments (collectively referred to 
as “Investments”) or to enter 
into any legal relations, nor as 
advice or recommendation 
with respect to any Invest-
ments. This document is in-
tended for general circulation 
and it is not directed at any 
particular person. This docu-
ment does not have regard to 
the specific investment objec-
tives, financial situation 
and/or the particular needs of 
any recipient of this docu-
ment. Investors should seek 
independent financial advice 
regarding the appropriateness 
of investing in any Invest-
ments or adopting any strate-
gies discussed in this docu-
ment, taking into account the 
specific investment objectives, 
financial situation or particu-
lar needs of the investor, be-
fore making a commitment to 
invest.   
BPCAL/Pictet HK Branch has 
not taken any steps to ensure 
that the Investments referred 
to in this document are suita-
ble for any particular investor, 
and accepts no fiduciary du-
ties to any investor in this re-
gard, except as required by 
applicable laws and regula-
tions. Furthermore, 
BPCAL/Pictet HK Branch 
makes no representations and 
gives no advice concerning the 
appropriate accounting treat-
ment or possible tax conse-
quences of any Investment. 
Any investor interested in buy-
ing or making any Investment 
should conduct its own inves-
tigation and analysis of the In-
vestment and consult with its 
own professional adviser(s) as 
to any Investment including 
the risks involved. 
This document is not to be re-
lied upon in substitution for 
the exercise of independent 
judgment. The value and in-
come of any Investment men-
tioned in this document may 
fall as well rise. The market 
value may be affected by, 
amongst other things, changes 
in economic, financial, 

political factors, time to ma-
turity, market conditions and 
volatility, and the credit qual-
ity of any issuer or reference 
issuer. Furthermore, foreign 
currency rates of exchange 
may have a positive or adverse 
effect on the value, price or in-
come of any Investment men-
tioned in this document.  Ac-
cordingly, investors must be 
willing and able to assume all 
risks and may receive back 
less than originally invested.  
Past performance should not 
be taken as an indication or 
guarantee of future perfor-
mance and no representation 
or warranty, expressed or im-
plied, is made by BPCAL/Pic-
tet HK Branch regarding future 
performance. 
This document does not con-
stitute the investment policy 
of BPCAL/Pictet HK Branch, 
or an investment recommen-
dation, and merely contains 
the different assumptions, 
views and analytical methods 
of the analysts who prepared 
them. Furthermore, the infor-
mation, opinions and esti-
mates expressed herein reflect 
a judgment at its original date 
of publication and are subject 
to change without notice and 
without any obligation on 
BPCAL/Pictet HK Branch to 
update any of them.  
BPCAL/Pictet HK Branch may 
have issued or distributed 
other reports or documents 
that are inconsistent with, and 
reach different conclusions 
from, the information pre-
sented in this document. 
While the information and 
opinions presented herein are 
from sources believed to be 
reliable, BPCAL/Pictet HK 
Branch is not able to, and do 
not make any representation 
or warranty as to its accuracy 
or completeness. Accordingly, 
BPCAL/Pictet HK Branch ac-
cepts no liability for loss aris-
ing from the use of or reliance 
on this document presented 
for information purposes only. 
BPCAL/Pictet HK Branch re-
serves the right to act upon or 
use any of the information in 
this document at any time, in-
cluding before its publication 
herein.  
BPCAL/Pictet HK Branch and 
its affiliates (or employees 
thereof) may or may not have 
long or short positions in, and 
buy or sell, or otherwise have 



CURRENCIES: US DOLLAR PICTET WEALTH MANAGEMENT 

 
6 OF 6 FLASH NOTE  

interest in, any of the Invest-
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