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▪ USD sold off sharply in Q4 2022

– Demand for safety decreased

– Investors are assuming that the Fed will need to start cutting rates in 2023

– USD was very expensive

FX Markets 
Update

Source: Bloomberg, SECOR

FX performance as of Dec. 31, 2022:
EUR GBP JPY AUD CAD BRL INR KRW MXN ZAR

Q4 2022 8.6% 8.4% 9.2% 5.7% 1.8% 4.3% -1.0% 14.3% 5.0% 6.9%

2022 -7.8% -11.0% -14.2% -6.9% -6.5% 16.1% -7.0% -5.3% 12.5% -2.5%



Investors re-discovered carry in 2022
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Carry was one of the best-performing factors in FX as interest rate differentials increased and higher rates were indicative of corresponding central banks’ seriousness about fighting inflation

3
Source: Bloomberg, SECOR Analysis

1-Year Trend vs Carry

Carry was one of the best-performing factors in 
FX as interest rate differentials increased and 
higher rates were indicative of corresponding 
central banks’ seriousness about fighting 
inflation



Long-Term History of USD
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▪ The size of USD appreciation since GFC 
was similar to its appreciation between 
1990 and 2001

▪ Reserve status and strong stock market 
were the main contributors to this 
appreciation

▪ Additional factors were somewhat 
USD-negative:

– Inflation in the US was ~0.5% per year 
higher than in Europe over 12 and 20-
year periods

– Productivity in US has been increasing at 
roughly the same rate as that in Europe



Dollar remains expensive but shorting it is a long-risk trade
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Source: Bloomberg, SECOR analytics

▪ Dollar is a reserve currency, and the US economy 
is historically less exposed to macro risks

▪ As stated in the previous FX outlook, expensive 
currencies typically sell-off

▪ GBP is closer to fair value than EUR



China is a big part of the FX story
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▪ Chinese Renminbi sold off during the 
year due to concerns about China's 
economy and its regulatory 
environment; this in turn impacted 
other currencies due to 
their sensitivity to macro risks

▪ Recovery in CNY coincided with 
improvement in global macro 
expectations



Nominal rate differentials are USD-supportive
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▪ Dollar is a reserve currency, and the US 
economy is less exposed to macro risks

▪ As stated previously, expensive 
currencies eventually sell-off



Real Yield Differential is still USD-supportive
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▪ Real Rates in the US are higher than in 
Europe, but the markets are paying 
attention to changes in real rates

▪ If ECB catches up to US Fed with tight 
monetary policy, USD may sell-off



JPY Interest Rate Differential with US is at highest level since 2006

9Source: Bloomberg, SECOR analytics, 31-Dec-2009 – 31-Dec-2022 9

PPP vs Carry as of 31-Dec-2022

▪ Real Rates still negative in Japan

▪ Nominal rate differential is very large between Japan and US; even larger vs EM

▪ At the same time, JPY is the cheapest currency in our universe



Risks to European and UK Investors
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Cumulative ACWI Performance by Currency

MSCI WORLD USD MSCI ACWI GBP MSCI ACWI EUR

▪ Since Dec 2009, European and 
UK investors achieved 2.5% 
higher return per year from FX 
impact

▪ Reversal of this trend can have a 
similar impact on their 
performance



Hedging EM equities with CNY
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▪ EM equities are highly correlated with CNY

▪ Interest rates in China are now lower than in the US

▪ CNY is an expensive currency based on history

▪ Hedging EM equities with CNY appears to be attractive: since 12/31/2015 combining MSCI ACWI with CNY short 
would result in reduction of volatility from 18.1% to 16.5%.



Conclusions

▪ USD is expensive and is at risk of depreciation; this constitutes a 
potential risk for European investors

▪ Outright USD short may not be attractive as it increases investors’ 
exposure to risk

▪ Option-based strategies to hedge USD exposures should be considered 
by European investors
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Disclaimer

The information and opinions contained in this presentation are for background purposes only and do not purport to be full or complete. No reliance may be placed for any purpose on the information or opinions
contained herein. SECOR does not give any representation, warranty or undertaking, or accept any liability, as to the accuracy or the completeness of the information or opinions contained herein.

This presentation does not constitute an offer or solicitation to any person in any jurisdiction. Any such offering will only be made in accordance with the terms and conditions set forth in a private placement
memorandum or other offering document.

Recipients should not rely on this material in making any future investment decision. We do not represent that the information contained herein is accurate or complete, and it should not be relied upon as such. Opinions
expressed herein are subject to change without notice. Certain information contained herein (including any forward-looking statements and economic and market information) has been obtained from published sources
and/or prepared by third parties and in certain cases has not been updated through the date hereof. While such sources are believed to be reliable, SECOR and its affiliates do not assume any responsibility for the
accuracy or completeness of such information. SECOR does not undertake any obligation to update the information contained herein as of any future date. Any views or opinions expressed may not reflect those of the
firm as a whole.

This document may include projections or other forward-looking statements regarding future events, targets, intentions or expectations. Due to various risks and uncertainties, actual events or results may differ
materially from those reflected or contemplated in such forward-looking statements. Past performance is no guarantee of future results. Investments are subject to risk, including the possible loss of principal. There is no
guarantee that projected returns or risk assumptions will be realized or that an investment strategy will be successful. No representation, warranty or undertaking is made as to the reasonableness of the assumptions
made herein or that all assumptions made herein have been stated. Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance of any specific investment,
investment strategy, or product made reference to directly or indirectly in this document, will be profitable, equal any corresponding indicated performance level(s), or be suitable for your portfolio.

Illustrative models or investments presented in this document are based on a number of assumptions and are presented only for the limited purpose of providing a sample illustration. Any sample illustration is inherently
subject to significant business, economic and competitive uncertainties and contingencies, many of which are beyond SECOR’s control. Any sample illustration may not be reflective of any actual investment purchased,
sold, or recommended for investment by SECOR and are not intended to represent the performance of any investment made in the past or to be made in the future by any portfolio managed or advised by SECOR. Actual
returns may have no correlation with the sample illustration presented herein, and the sample illustration is not necessarily indicative of an investment that SECOR will make. It should not be assumed that SECOR’s
investment recommendations in the future will accomplish its goals or will equal the illustration provided herein.

The information contained in this document is based on matters as they exist as of the date of preparation of such material and not as of the date of distribution or any future date and SECOR does not undertake any
obligation to update the information contained herein as of any future date. This document does not constitute advice or a recommendation or offer to sell or a solicitation to deal in any security or financial product. It is
provided for background purposes only and on the understanding that the recipient has sufficient knowledge and experience to be able to understand and make its own evaluation of the information described herein, any
risks associated therewith and any related legal, tax, accounting or other material considerations. To the extent that a reader has any questions regarding the applicability of any specific issue discussed above to
his/her/its specific portfolio or situation, it is encouraged to consult with the professional advisor of his/her/its choosing.

Investment advisory services are provided by SECOR Investment Advisors, LP (“SIA”) and SECOR Investment Advisors (UK), LLP, (“SIA-UK”) , each subsidiaries of SECOR Asset Management, LP. Portfolio solutions are
provided by SECOR Investment Management, LP (“SIM”), a subsidiary of SECOR Asset Management, LP. SIA UK is authorized and regulated by the Financial Conduct Authority. Each of SIA and SIM are registered as an
investment adviser with the Securities and Exchange Commission. Registration as an investment adviser with the Securities and Exchange Commission does not imply any level of skill or training.

Indexes are unmanaged, do not reflect deduction of fees and expenses, and are not available for direct investment.
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