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Resilient USD story
e USD firm but capped as Fed shifts to neutral stance and oil-driven Sim Moh Siong
hawkish Fed repricing eases, with US growth resilience limiting FX Strategist
downside.

US exceptionalism re-emerges via Al-led capex and positive data
surprises, while Europe and China lag, keeping EUR and CHF under
pressure.
Prefer carry and commodity FX like AUD, NOK and BRL. Near-term
upside for risk-sensitive oil importers if prices ease, while GBP
supported by carry despite political risks.

We remain neutral on the USD, expecting a firm but rangebound
path. The Federal Reserve (Fed) is shifting away from an easing
bias as growth holds up and inflation remains sticky. May saw a
belated Fed hawkish repricing versus other central banks amid
but
momentum has softened as lower oil prices on US-Iran deal
hopes trimmed hawkish expectations. Still, recent Fedspeak
points to a move toward neutral bias at Chair Warsh’s first FOMC
meeting on 18 June.

persistent energy shocks.

The USD ground higher,

The USD is gaining support from Fedspeak that is increasingly
leaning more hawkish
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Elevated energy prices, still well above pre-war sub-USD70/bbl
levels, continue to weigh on global growth unevenly. US growth
resilience stands out, supported by Al-driven capex, while Europe
and China lag. US data surprises have turned positive, in contrast
to weaker trends in the eurozone and China. The CNY remains
stable on tight management and strong exports, but risks of a
more significant European downturn could pressure the EUR.

US resilience relative to Europe and China stands out as Al boom

offsets energy drag

Real activity surprise index
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The Al infrastructure cycle is also lifting US equities relative to
global peers, reviving foreign demand for USD assets after last
year’s depreciation. A potential US-lIran deal that reopens
Hormuz would likely lower oil prices and weigh on USD, though
US growth outperformance should limit downside.

US equity outperformance is consistent with a return of portfolio

inflow and a firm USD

USD and relative equity performance
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We remainin a challenging circular loop. Supply shocks have yet
to sustain oil price spikes, but a sharper oil move may be needed
to decisively shift current brinkmanship between US and Iran
toward a ceasefire. Our base case assumes higher Middle East oil
flows beyond mid-year, with prices easing into 2H26. Still,
infrastructure damage, renewed strategic restocking and a higher
risk premium should keep oil sticky. Tehran’s ability to disrupt
Hormuz remains the key constraint. We expect Brent near
USD80/bbl by year-end with upside risks, meaning USD terms-of-
trade support fades only gradually.

There is no strong case for a bearish USD. We remain neutral and
prefer relative value in FX crosses. Risk-sensitive oil importers
such as NZD, SEK, GBP and KRW may benefit near term if energy
prices ease. That said, we still favour carry and commodity FX
including AUD, NOK and BRL. EUR and CHF should lag, especially
if oil declines only slowly.

We have moved GBP to neutral from bearish, revising our end-
year EURGBP forecast to 0.87 from 0.89. UK politics are back in
focus ahead of the 18 June by-election, where Andrew Burnham
is a key Labour candidate. A win could trigger aleadership contest
later in the year. Despite soft data and political noise, GBP has
held up and should be supported by easing fiscal concerns and
attractive carry.
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