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1. Key elements of background for mature market currencies 

Pandemic issues unlikely to recede shortly 

Insufficient worldwide vaccination coverage. Globally 
the vaccination coverage is still insufficient (12% of world 
population fully vaccinated). It is estimated that close to 
11bn doses are required to vaccinate 70% of the world’s 
population (herd immunity target). To reach this target, 
production capabilities, logistical bottlenecks, financing 
issues and personal behaviors must be addressed. Hence, 
the best-case timeline to achieve this is by end of 2022, 
still a long time in pandemic years. Until herd immunity is 
achieved, the pandemic will continue to mechanically 
dampen activity worldwide, albeit to a lesser extent as 
progressive access to vaccines would gradually lift 
containment measures. 

Economic impact dependent on hospitalization 
capacity. The resurgence of Covid cases retains an 
uncertainty on the global scenario. In developed 
economies, the improvement in vaccination coverage is 
still insufficient to avoid the surge in cases. The share of 
population fully vaccinated represents around 51% of 
total population in the UK, 47% in the US, 40% in the EU, 
18% in Japan. The key variables to monitor over the 
coming months are those associated with the capacity of 
the health system to address increase in hospitalization. 
It will indicate whether restrictive measures will be 
necessary to limit the pandemic, thus affecting economic 
activity. We have not included new restrictive measures 
to our current scenario, as pressures on the health 
system appear, so far, limited.  

Rotating drivers supporting short term growth dynamics 

Despite the resurgence of the pandemic, the economic 
activity is unlikely to suddenly stop and the global 
recovery will remain strong, with the upside factors of 
increasing vaccination remaining higher than downside 
factors such as restrictive measures, especially as the 
recovery drivers are rotating. 

From manufacturing to services industries. Up to 
2021Q1, the activity expansion was driven by the surge in 
manufacturing and trade. However, going forward, as the 
economies reopen and vaccination will support an 
increase in confidence (notwithstanding the Delta 
tensions), services consumption is likely to resume, and 
spending will increase, all of which aiding a more broad-
based recovery. 

From China/US to Europe/EM. The early stage of the 
recovery was driven by China, followed by the US 
(boosted by its fiscal impulse), and to a lesser extent by 
the UK. Now that China and US have reached their 
economic peak (in Q42020 and Q22021 respectively), the 
upcoming dynamics will be driven by the acceleration in 
services spending in Europe and / or in key EM. What 
could have been seen as desynchronized growth, is 
indeed a supportive short-term dynamic. The Europe 
impulse would endure recovery, although at a slower 
rate. In the short term, the key drivers of our GDP growth 

models pointed to confidence factors, all significantly 
higher than the threshold levels in our models. Under the 
assumption that the resurging cases will not lead to 
containment mesures, GDP growth in 2022Q2 (yet to be 
published) and 2022Q3 are expected to remain robust 
(close to peak in US/UK, acceleration in EUZ/Japan).  

Medium term recovery depends on labor market 
perspectives 

Overall unchanged forecasts. Our developed economies 
forecasts are almost unchanged compared to our 
previous estimates in April.  The minor adjustments came 
from better-than-expected activity rebound in the EUZ 
and UK, more limited fiscal impulse than expected in the 
US, and renewed restrictions in Japan.  

The US GDP growth is expected at 6.3% in 2021 and 4.2% 
in 2022, also providing sizable positive spillovers to its 
trading partners. Quarterly growth will likely peak in Q2, 
but activity should remain strong over the remainder of 
the year, still fueled by fiscal stimulus (albeit to a lesser 
level than initially expected). A virtuous cycle of increased 
employment, gains in labor market income, and further 
spending will allow the economy to pursue its V-shape 
recovery.  

The EUZ activity has proved more supportive than 
expected once restrictions were partially lifted in 
2021H1. Our GDP growth scenario is more uncertain by 
end-2022. Budgetary/monetary measures have 
prevented widespread insolvency and unemployment in 
2020/2021, but their gradual adjustment by 2022 might 
limit the recovery profile. Our GDP growth projections 
indicate 4.9% GDP growth in 2021 and 4.4% in 2022. 

In the UK, the combination of easing restrictions and 
additional budget measures supported the activity in 
2021H1 but the necessity to compensate for the -9.8% 
GDP contraction in 2020, will limit the rebound potential. 
UK GDP growth is projected at 5.9% in 2021 and 5.4% in 
2022. 

In Japan, while the economy has previously benefited 
from the rebound in global manufacturing activities and 
an Asian expansion, the extension of state of emergency 
along with supply bottlenecks are dampening the activity. 
Under the assumption that those effects are temporary, 
Japan GDP growth is expected at 2.9% in 2021, 2% in 
2022. 

2021 impressive figures mask an uneven recovery. 
Despite impressive 2021 GDP figures, the cyclical 
normalization remains fragile and dependent on fiscal 
policies and labor market development. The results of our 
machine models are useful to assess the key variables 
which will drive the recovery profile. For developed 
economies, the main indicators are either related to the 
labor market situation (unemployment rate) in the 
US/UK, and households finance for the EUZ/Japan. 
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Temporary inflationary pressures 

Temporary pressures. The increase in inflation observed 
during 2021Q2 was a combination of three factors. First, 
the rebound in manufacturing industry had a domino 
effect of increasing the demand for raw materials, 
creating bottlenecks across global supply chains, leading 
to surge in commodity prices, and increasingly pass-
through to good prices. Second, the shift towards services 
as economies reopened led to a peak in inflation services. 
Third, continuous base effects on energy prices related to 
the increase in Brent prices.  Our models suggest that 
inflation will accelerate further during the summer, but 
the factors behind the current surge are transitory and 
inflation will gradually stabilize around high level in 2021, 
reduce by end- 2022 (US inflation on average in 2021 and 
2022 at 4.0% and 3.4% respectively, 1.9% and 1.7% in the 
Eurozone, 1.8% and 2.3% in the UK and at -0.1% and 0.5% 
in Japan). 

Higher level at a medium-term horizon. Questions have 
arisen on inflation trend over a medium-term horizon 
(beyond the end of our forecast), related to the 
significant monetary/budgetary stimulus. One factor 
missing that would imply a higher (and sustained) 
inflation scenario is an increase in wages. The analysis so 
far is that a spiraling mechanism between prices and 
wages would occur only in a substantially transformed 
political / social environment. However, in the current 
background, the most likely outcome is a “one-step 
increase towards an inflation regime oscillating around 
2.5% or 3% over the next few years after a temporary 
peak in 2021.  

From ultra-accommodative monetary policy to Fed/BoE 
tightening, while ECB/BoJ remain accommodative 

Stabilizing bond yields environment. The bond markets 
after rising sharply in Q1 in response to an improved 
economic outlook (mainly on US/UK, more limited on the 
EUZ/Japan), the 10y yields have drifted lower in Q2 due 
to a combination of liquidity factors, economic 
reassessment, and risk aversion. In contrary to the short-
term models implying continued room for lower yields, 
the assumption of a strong global economic recovery and 
due to the limited risk aversion, it would suggest that US 
bond yield would indeed record an increase closer to 2% 
at end-2021. This will translate into other developed 
economies (0.1% mid-2022 to 10y German bond yield, 
1.9% on UK 10y, 0.1% on Japan 10y), albeit to a lesser 
extent given the more subdued economic outlook and 
monetary policy willing to limit bond yield deterioration. 

Progressive tightening in monetary policy. The 
adjustment observed in bond markets will not reverse 
the current monetary policy adjustment. Despite short-
term uncertainties related to the pandemic evolution, 
improvements in economic prospects will require gradual 
adjustments among central banks’ policies. In the US, the 
integration of labor market indicator in the estimation of 
the monetary policy reaction function suggests an 
appropriate ultra-accommodative policy at least until the 
end of 2021. The tapering in the US is expected to be pre-
announced in the summer, to be effective in 2022Q1 and 

a potential of rate hike in 2022Q4. A similar adjustment 
might occur in the UK (rate unchanged but gradual 
slowdown in the pace of QE purchases). In the Eurozone, 
the ECB is focused on preserving favorable financing 
conditions, i.e. avoiding the speed of adjustment of 
nominal yields pose a threat to the recovery. It can be 
interpreted as an implicit yield curve control (unable to 
make explicit country/yield level target), with the ECB 
active on its purchase programme to avoid spillover 
effects from higher yield to sovereign risk. Its Pandemic 
Emergency Purchase Programme should be adjusted 
before March 2022. In Japan, the BoJ yield curve control 
has been adjusted with yield fluctuations between ±0.25 
percent from the target level but remains focused on the 
need to keep borrowing costs low to support activity. 

Equity markets attractiveness with increasing risks. Over 
the past quarter, equity markets have been affected by 
several factors (concerns over higher US yields, episodic 
phenomenon suggesting overvaluation/systemic threats, 
sectoral rotation, pandemic resurgence), which raise 
concerns over equity overperformance.  Our fair value 
models indicate continued overvaluations, but corporate 
earnings expectations are still up (albeit reducing), and 
massive liquidity and stimulus combined with 
household/corporate rebound suggest that potential for 
improvement remains.  

However, the risk of repricing of financial asset is 
increasing. The normalization process suggests that a 
reassessment of market fundamentals is likely and with 
most of the positive economic surprises behind, it sets to 
create, at best, episodes of volatility. Higher risk 
premiums would generate financing difficulties for 
leveraged firms and households, which would erode 
banks’ ability to support higher growth. This could lead to 
further repricing of financial assets, and creating negative 
spillovers effects. While not our central scenario, a strict 
monitoring is necessary. 

 

Real GDP growth projections (% y/y) 

 2019 2020 2021 2022 

United States 2.2% -3.5% 6.3% 4.2% 

Eurozone 1.3% -6.7% 4.9% 4.4% 

UK 1.4% -9.8% 5.9% 5.4% 

Japan 0.3% -4.7% 2.9% 2.0% 

Source: TAC ECONOMICS 
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2. Detailed Currency Outlook 

Summary tables 

 

Currency projections up to December 2022 
(Month average) 

 Spot 
July 19, 2021  

Oct. 2021 July 2022 Dec. 2022 Changes from last projections (April 2021) 

EUR/USD 1.18 1.14 1.16 1.14 
Almost unchanged projections and consistent 

with recent EUR/USD evolution 

GBP/EUR 1.16 1.16 1.12 1.11 Almost unchanged 

USD/JPY 110 107 118 121 Continued depreciation expected in 2022  

Source: TAC ECONOMICS 

 

Cross-rates in December 2022 
(Month Average) 

 USD EUR GBP JPY 

USD   0,88 0,79 121 

EUR 1,14   0,90 138 

GBP 1,27 1,11   154 

JPY 0,01 0,01 0,01   

Source: TAC ECONOMICS 
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Euro Dollar 

Since our previous projections (April 2021), our EUR/USD 
scenario remains almost unchanged. The expected relative 
stabilization around 1.20 in 2021H1 (in the range 1.19-1.22) has 
been confirmed and the very recent USD appreciation towards 
1.18 is consistent with our scenario of a downward step of the 
EUR/USD from 1.20 towards around 1.15 in 2021H2.  

Behind this move, recent developments include: 

- Worries about the resurgence of Covid cases in developed 
economies related to the Delta-variant, and still insufficient 
worldwide vaccination coverage to achieve herd immunity. 
Accordingly, several restrictions have been reimposed in 
some European countries, such as a mandatory 
requirement for workers in the health sector and Covid 
passport for specific places.  

- The increasingly hawkish stance from the Fed is related to 
the reflation theme. The Fed considerably raised its 
expectations for inflation this year at the June meeting 
(2021 inflation revised to 3.4% from 2.4% in March) and 
brought forward the time frame on when it will next raises 
interest rates (Dot plots currently indicate two hikes in 
2023). At the opposite, the ECB suggested it was still too 
early in the recovery cycle to consider monetary tightening.  

The Fed’s hawkish turn confirms our expectation for the start of 
tapering end-2021 and a first Fed Funds rate hike likely in Q3/Q4 
2022. This scenario considers a strong economic recovery in the 
US, with expected GDP growth at 6.3% in 2021 and above 4% in 
2022, and higher inflation for longer (close to 4% this year and 
around 3.4% in 2022). 

Our EUR/USD projections are built on a Markov-switching model 
identifying two different driver-regimes for the exchange rate: a 
financial regime, where the currency is primarily driven by 
interest rate differentials, and a real economy regime, where the 
currency is more sensitive to real GDP growth and inflation 
differential.  

Our model indicates the financial regime to prevail in 2021 and 
2022, implying the current stance of the monetary policy in the 
US and the Eurozone is determinant in foreseeing the exchange 
rate.   

Therefore, expected hawkish monetary stance in the US, but 
not in the Eurozone and its implications on bond yield 
differential, explain our scenario of a gradual depreciation of 
the EUR/USD, from a level close to 1.20 in 2021H1 to a 
downward step close to 1.15 in 2021H2 and 2022. 

Consensus Projections 
(end of period values against USD) 

Mean Divergence High Low 

Aug. 2021 1.20  7% 1.23 1.15 

Oct. 2021 1.20  11% 1.28 1.15 

July 2022 1.21  16% 1.32 1.12 

Dec. 2022 1.21    

 

Source: Consensus Inc. 
 

TAC ECONOMICS Projections 
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July 19 
Oct. 

 2021 
July  

2022 
Dec.  
2022 

EUR/USD 1.18 1.14 1.16 1.14 
 

 

 

 

 

EUR/USD projections 

 

 

 

 

 

 

 

Monte-Carlo simulations 
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British Pound 

The GBP/EUR appreciation observed during 2021Q1 (+5.5%) 
has stopped in 2021Q2 to stabilize around 1.16 against Euro 
and around 1.40 against USD. 

After a GDP contraction in 2021Q1 (-1.6% q/q), GDP data for 
March and April 2021 has been stronger than expected, with 
monthly growth rates of 2.1% and 2.3% respectively. The 
recovery in activity has been most pronounced in the 
consumer-facing services for which restrictions were 
loosened in April. Thus, the BoE had revised up its 
expectations for the level of UK GDP in 2021Q2 by around 
1.5% since the May report.  

However, there had been a rise in the number of Covid cases 
since June, due to the Delta-variant and despite the 
favorable vaccination program, leading the government to 
make a four-week pause in its roadmap. Therefore, despite 
the strong progression of the Delta-variant, the UK has fully 
re-open on July 19th (initially expected on June 21st) and the 
hospitalizations increase is so far limited. GDP growth 
scenario remains unchanged expected to reach level close to 
6% in 2021 and around 5.4% in 2022. 

UK headline inflation have picked up, from 0.7% in March to 
2.5% in June, reflecting strong demand for goods, rising 
commodity prices, supply-side constraints and 
transportation bottlenecks. Our scenario suggest inflation to 
remain close (or slightly above) to the BoE 2% target until 
end-2022, while inflation in the Eurozone is likely to slow in 
2022 close to 1.5%. In this context, the BoE is likely to 
maintain its policy rate low until the end of 2022 (with 
potential for end of period rate hike) to support the 
economic recovery, even if the last MPC meeting indicates 
more confusion across members about monetary policy.  

Expected increase in UK/EZ CPI inflation differential, 
particularly in 2022 explains our scenario of GBP slight 
depreciation against EUR in 2021 and 2022.  

Our GBP projections suggest a stabilization  against Euro 
around 1.16-1.17 until end-2021 while depreciating 
towards level close to 1.11 end 2022. Then, based on our 
EUR/USD scenario, GBP is expected to depreciated by 
around 10% against USD toward 1.26 in 2022. 

 

Consensus Projections 
(end of period values against EUR) * 

Mean Divergence High Low 

Aug. 2021 1.17 9% 1.23 1.13 

Oct. 2021 1.16  11% 1.23 1.10 

July 2022 1.16  25% 1.30 1.01 

Dec. 2022 1.16    

 

Source: Consensus Inc. 

(*) The divergence index does not include divergence on EUR/USD. 

TAC ECONOMICS Projections 
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July 19 
Oct. 

 2021 
July  

2022 
Dec.  
2022 

GBP/EUR 1.16 1.16 1.12 1.11 
 

 

 

 

GBP/EUR projections 

 

 

 

 

 

Monte-Carlo simulations 
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Japanese Yen 

The USD/JPY has evolved from 103.2 in January 1st to 111 
early July, consistently with our previous forecasts.  

Up to 2021Q1, the pandemic impact in Japan has been partly 
compensated by the impulse from external demand and 
global manufacturing rebound. Domestic demand should 
now take the lead but the lagging vaccination (around 20% 
fully vaccinated), high restrictions over the Tokyo Olympics 
and pre-existing structural elements might limit the recovery 
upside. 

Therefore, our scenario indicates a limited GDP growth 
rebound compared to other developed economies, at 2.9% 
in 2021 and close to 2% in 2022. Thus, divergences between 
Japan and most developed economies, and especially the US, 
are set to increase, leading to an underperformance of the 
JPY. 

The Bank of Japan monetary policy response is more limited 
than in other mature economies, with already large sets of 
eligible assets in QE, negative yields, and yield curve control. 
While the Fed are set to gradually prepare to further QE 
tapering and tightening monetary policy by end-2022, the 
BoJ will not be in a position to normalize until 2024 at least, 
based on its current targeting and inflation projections. 

Our expectation of an increase in 10 year US Treasury yields 
(towards 2.0% end-2021 and in the range 2.0%-2.5% in 2022) 
compared to a stabilization around the current level for the 
10y JGB (around 0.1%), suggest a widening spread among 
US/JGB yields. Moreover, our model also includes expected 
surging oil prices (Brent price expected close to 75$/bl end-
2021) likely to weaken the Japanese Yen. 

Our models suggest the continuation of the trend on 
USD/JPY observed since 2021Q1, pushing USD/JPY back to 
level close to 120 end-2022. We consider however that 
short term risk aversion and acute uncertainties on the 
international cyclical and financial developments are likely 
to generate very irregular appreciation/depreciation 
movements. 

Consensus Projections 
(end of period values against USD)  

Mean Divergence High Low 

Aug. 2021 109.5 6.4% 112 105 

Oct. 2021 109.3 9.7% 114 103 

July 2022 108.7 17.5% 116 97 

Dec. 2022 108.0   

 

Source: Consensus Inc. 
 

TAC ECONOMICS Projections 

 
Spot 

July 19 
Oct. 

2021 
July  

2022 
Dec.  
2022 

USD/JPY 109.5 107 118 121 
 

 

 

 

 

USD/JPY projections

 

 

 

 

 

Monte-Carlo simulations 
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3. Methodology 

 

This document and the analysis on currency 
projections are based on the combination of different 
sets of quantitative tools, associated with in-depth 
qualitative review and process of “challenging the 
models”. 

A first set of quantitative tools based on non-linear 
datamining models (Random Forest, Recursive 
Partitioning etc.) and econometric models based on 
theoretical concepts aims at providing an in-depth 
analysis and projections for critical macroeconomic 
variables, usually considered as having a large impact 
on currencies. They include GDP, inflation, policy rates 
and long-term interest rates. 

A second set of quantitative tools uses traditional 
econometric equations relating nominal exchange 
rates (against the USD or EUR). Projections are based 

on our scenarios on critical variables (included in 
levels, changes, differentials or gaps with US) in 
addition to specific variables related to overall risk 
appetite / aversion, and commodity or oil prices. 
Estimations are calibrated on a long period (at least 
early 2000s) in order to capture as best as possible 
trends and underlying forces.  

The robust estimate is afterwards associated with 
Monte Carlo simulation based on observed ranges for 
explanatory variables and incorporating covariances 
across variables. It provides confidence interval at the 
18-month ahead horizon. 

Finally, the quantitative results are commented, and 
sometime nuanced, by the more qualitative / policy 
driven analysis on currency development and outlook. 

 

Disclaimer 
 

These assessments are, as always, subject to the disclaimer provided below. 

This material is published by TAC ECONOMICS SAS for information purposes only and should not be regarded as 
providing any specific advice. Recipients should make their own independent evaluation of this information and no 
action should be taken, solely relying on it. This material should not be reproduced or disclosed without our consent. 
It is not intended for distribution in any jurisdiction in which this would be prohibited. Whilst this information is 
believed to be reliable, it has not been independently verified by TAC ECONOMICS and TAC ECONOMICS makes no 
representation or warranty (express or implied) of any kind, as regards the accuracy or completeness of this 
information, nor does it accept any responsibility or liability for any loss or damage arising in any way from any use 
made of or reliance placed on, this information. Unless otherwise stated, any views, forecasts, or estimates are solely 
those of TAC ECONOMICS, as of this date and are subject to change without notice. 
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Your contacts at TAC ECONOMICS 

 

 

 

Technical questions / hotline 

TAC ECONOMICS team is available for any economic, financial, technical questions and requests at the 
following e-mail address: hotline@taceconomics.com 

 

 

Customer relation 

For any question relative to your subscription, please contact us by e-mail at 
taceconomics@taceconomics.com 

 

 

Tel +33 (0)299 39 31 40 
Web: http://www.taceconomics.com 
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