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FX Focus 

Peak Dollar? Not Yet 
 

• The USD remains well supported by strong US growth, sticky 
inflation and a hawkish Federal Reserve risk, while Europe and China 
have yet to generate comparable economic momentum. 
 

• AI investment and superior US earnings continue to attract global 
capital. A Democratic sweep could reduce policy volatility, although 
tighter AI oversight poses a longer-term risk. 
 

• Near-term USD gains should be modest. EUR weakness may persist, 
but managed CNY appreciation and an improving JPY outlook should 
limit broader USD upside. 

 
 
The USD has remained resilient, trading within a narrower-than-
usual range despite geopolitical shocks, policy uncertainty and 
periodic bouts of volatility. Although reserve diversification is 
continuing, there is still little evidence of outright de-
dollarisation. 
 
US economic policy uncertainty has already fallen significantly from 
its mid-2025 highs  

 
Source: Bloomberg, Baker et al, OCBC Group Research 

 
The Democratic sweep in the US midterm elections could create 
a less volatile policy backdrop by constraining the 
administration’s agenda. US economic policy uncertainty has 
already fallen significantly from its mid-2025 highs. This should 
allow economic fundamentals to play a larger role in driving the 
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USD. The US cyclical picture remains firm. Fiscal risks have faded 
from view, but they have not disappeared and could return in 
2027. 
 
Sustained USD weakness has historically required steady US 
growth alongside a much stronger recovery elsewhere. Those 
conditions are not yet in place. The US economy continues to 
outperform Europe, while China’s domestic demand remains 
subdued despite resilient exports. The US advantage is even 
clearer in corporate earnings and margins, with the AI investment 
boom continuing to attract global capital into US assets. AI-
related equity gains have been supported by earnings growth, 
strong infrastructure spending and continued fund inflows. 
 
Foreign equity demand, likely supported by AI investment boom, 
increasingly compensated for weaker Treasury demand 

 
Source: Bloomberg, TIC, OCBC Group Research 

 
The Democratic sweep nevertheless creates some downside risks 
for the USD. Greater scrutiny of the AI industry could eventually 
slow investment, while lower oil prices would reduce the US 
terms-of-trade advantage. For now, however, it is too early to 
position for broad USD weakness. Our base case remains that AI 
investment will stay strong and oil prices will decline. A material 
slowdown in AI spending looks more like a medium-term risk than 
an immediate threat. Better prospects for de-escalation and 
more Gulf export capacity leads us to cut our end-2027 Brent 
forecast back to USD75/bbl from USD85/bbl. 
 
Recent US inflation data also strengthen the case for a firm USD. 
Core inflation remains sticky while growth and employment 
remain resilient. This supports our call for another Federal 
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Reserve rate hike in December and raises the possibility of further 
tightening in 2027. 
 
We see scope for further modest USD gains against the EUR as 
French fiscal tensions remain a focus into early 2027. Unlike in 
the US, there is also limited evidence that stronger European 
demand is generating persistent underlying inflation. The risk of 
greater Fed-ECB policy divergence may therefore be underpriced, 
leaving relative rate differentials supportive of the US dollar index 
(DXY). 
 
Risk of greater Fed-ECB policy divergence may be underpriced, 
leaving relative rate differentials supportive of the DXY 

 
Source: Bloomberg, OCBC Group Research 

 
Broader USD upside should nevertheless be modest. Firmer 
currency management across Asia, including managed CNY 
appreciation, and an improving JPY outlook should provide 
resistance. More frequent bouts of US-centric AI volatility could 
also strengthen the JPY’s appeal as a hedge. 
 
Declining oil prices should support EM Asian carry trades but 
developed-market high yielders such as the AUD may have 
limited appreciation potential as the Reserve Bank of Australia 
hiking cycle matures. We expect the broader USD cycle to turn 
lower, but mainly from the second half of 2027, when slower US 
growth, lower energy prices and easing European political risk 
should provide a more durable catalyst for EURUSD upside. 
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Disclaimers  

 

This report is solely for information purposes and general circulation only and may not be published, circulated, reproduced or distributed in whole or in part to any other 

person without our prior written consent. This report should not be construed as an offer or solicitation for the subscription, purchase or sale of the securities/instruments 

mentioned herein or to participate in any particular trading or investment strategy. Any forecast on the economy, stock market, bond market and economic trends of 

the markets provided is not necessarily indicative of the future or likely performance of the securities/instruments. Whilst the information contained herein has been 

compiled from sources believed to be reliable and we have taken all reasonable care to ensure that the information contained in this report is not untrue or misleading 

at the time of publication, we cannot guarantee and we make no representation as to its accuracy or completeness, and you should not act on it without first 

independently verifying its contents. The securities/instruments mentioned in this report may not be suitable for investment by all investors. Any opinion or estimate 

contained in this report is subject to change without notice. We have not given any consideration to and we have not made any investigation of the investment 

objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever 

is accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or opinion or estimate. This 

report may cover a wide range of topics and is not intended to be a comprehensive study or to provide any recommendation or advice on personal investing or 

financial planning. Accordingly, it should not be relied on or treated as a substitute for specific advice concerning individual situations. Please seek advice from a 

financial adviser regarding the suitability of any investment product taking into account your specific investment objectives, financial situation or particular needs before 

you make a commitment to purchase the investment product. In the event that you choose not to seek advice from a financial adviser, you should consider whether 

the investment product mentioned herein is suitable for you. Oversea-Chinese Banking Corporation Limited (“OCBC Bank”), Bank of Singapore Limited (“BOS”), OCBC 

Securities Private Limited (“OSPL”) and their respective related companies, their respective directors and/or employees (collectively “Related Persons”) may or might 

have in the future, interests in the investment products or the issuers mentioned herein. Such interests include effecting transactions in such investment products, and 

providing broking, investment banking and other financial or securities related services to such issuers as well as other parties generally. OCBC Bank and its Related 

Persons may also be related to, and receive fees from, providers of such investment products. There may be conflicts of interest between OCBC Bank, BOS, OSPL or 

other members of the OCBC Group and any of the persons or entities mentioned in this report of which OCBC Bank and its analyst(s) are not aware due to OCBC Bank’s 

Chinese Wall arrangement. This report is intended for your sole use and information. By accepting this report, you agree that you shall not share, communicate, distribute, 

deliver a copy of or otherwise disclose in any way all or any part of this report or any information contained herein (such report, part thereof and information, “Relevant 

Materials”) to any person or entity (including, without limitation, any overseas office, affiliate, parent entity, subsidiary entity or related entity) (any such person or entity, 

a “Relevant Entity”) in breach of any law, rule, regulation, guidance or similar. In particular, you agree not to share, commun icate, distribute, deliver or otherwise disclose 

any Relevant Materials to any Relevant Entity that is subject to the Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial 

Instruments Regulation (600/2014) (“MiFIR”) (together referred to as “MiFID II”), or any part thereof, as implemented in any jurisdiction. No member of the OCBC Group 

shall be liable or responsible for the compliance by you or any Relevant Entity with any law, rule, regulation, guidance or similar (including, without limitation, MiFID II, as 

implemented in any jurisdiction). 

 

The information provided herein may contain projections or other forward looking statements regarding future events or future performance of countries, assets, markets 

or companies. Actual events or results may differ materially. Past performance figures are not necessarily indicative of future or likely performance. 

 

Privileged / confidential information may be contained in this report. If you are not the addressee indicated in the message enclosing the report (or responsible for 

delivery of the message to such person), you may not copy or deliver the message and/or report to anyone. Opinions, conclusions and other information in this 

document that do not relate to the official business of OCBC Bank, BOS, OSPL and their respective connected and associated corporations shall be understood as 

neither given nor endorsed. 
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Additional disclosures and disclaimers applicable only to clients of Bank of Singapore Limited  

 

This material is being made available to you through an arrangement between Bank of Singapore Limited (Co Reg. No.: 197700866R) (“BOS”) and Oversea-Chinese 

Banking Corporation Limited (“OCBC Bank”) (Co Reg. No.: 193200032W). BOS and OCBC Bank shall not be responsible or liable for any loss (whether direct, indirect or 

consequential) that may arise from, or in connection with, any use of or reliance on any information contained in or derived from this material, or any omission from this 

material, other than where such loss is caused solely by BOS’ or OCBC Bank’s wilful default or gross negligence. 

 

The DIFC Branch of BOS has not conducted or produced any research contained in this material and is acting solely as a conduit in forwarding it to you. 

 

For BOS clients in the United Kingdom: 

This research has been prepared by OCBC Bank and made available to BOS. It is intended solely for informational purposes and does not constitute investment advice, 

a personal recommendation, or an offer or solicitation to buy or sell any financial instruments. Any payments or non-monetary benefits received or paid will be fully 

disclosed in accordance with applicable regulations, promptly and transparently, and will not influence the advice or services offered to you. If you would like more 

information about any inducements received, please contact your Relationship Manager. 
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