
 

 

 
◆ FX market volatility has fallen sharply recently and, at the 

same time, the broad USD has softened… 

◆ …supported by stronger risk sentiment and a slight uptick in 
global PMI 

◆ However, it is questionable whether there is enough strength 
in global activity to justify more pronounced USD weakness 

 
Higher FX volatility is often associated with a stronger USD – note the spikes in 
both the red and grey lines in 2014, 2020, and 2022 in Chart 1. However, FX market 
volatility has dropped sharply recently, so a natural question that arises is whether 
lower FX volatility means a weaker USD. Chart 1 shows falling volatility and a 
weaker USD in 2017 and 2H20-1H21, but not in 2019. In other words, lower FX 
volatility does not necessarily imply a weaker USD.  

The recent fall in FX volatility has been in part due to a scaling back of rate hike 
expectations since October 2023 and a loosening of global financial conditions. This 
has fed into stronger risk sentiment and a slight uptick in the global purchasing 
managers’ index (PMI). Indeed, the composite index rose to an eight-month high in 
February. Such global optimism is usually related to USD weakness, but the 
recent USD decline appears to be overshooting (Chart 2).  

1. FX volatility and USD  2. Global PMI uptick looks priced in 
by the recent USD weakness 

 

 

 
Note: *USD Index is derived from an equally weighted G10 FX basket. 
Source: Bloomberg, HSBC 
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It is also worth noting that the recent uptick in global activity has been smaller and 
slower than many of those past episodes when the US Dollar Index (DXY) dropped 
by at least 10%, for example, in 2017, 2H20-1H21, and 1H23. Global growth 
momentum has also been less uniform this time round, with manufacturing PMIs 
remaining in contractionary territory in most economies, while services surveys have 
remained resilient in most of the world. For the USD to trend notably lower, we 
believe that the global activity data likely needs to show a much clearer 
upward trend, with stronger economic activity outside the US. 

Another challenge for the current lower-volatility, lower-USD narrative is that 
inflation momentum is a bit stickier in the US, compared to most other G10 
economies. If the Federal Reserve is not able to deliver rate cuts relative to current 
rate pricing, there is likely to be a re-tightening of financial conditions and some 
modest downside risks for rebounding global growth momentum and risk appetite. 
But it will also present more direct upside for the USD via the rates channel. 
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Lower FX volatility does not 

necessarily imply a weaker USD 

 

 

The recent USD weakness 
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What if the Fed eases less than 

markets currently expect? 

Lower volatility, weaker USD? 
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Important disclosures 
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document is general and should not be construed as personal advice, given it has been prepared without taking account of the 

objectives, financial situation or needs of any particular investor.  Accordingly, investors should, before acting on it, consider the 

appropriateness of the information, having regard to their objectives, financial situation and needs. If necessary, seek professional 

investment and tax advice.  

Certain investment products mentioned in this document may not be eligible for sale in some states or countries, and they may 

not be suitable for all types of investors. Investors should consult with their HSBC representative regarding the suitability of the 

investment products mentioned in this document and take into account their specific investment objectives, financial situation or 

particular needs before making a commitment to purchase investment products.   

The value of and the income produced by the investment products mentioned in this document may fluctuate, so that an investor 

may get back less than originally invested.  Certain high-volatility investments can be subject to sudden and large falls in value 

that could equal or exceed the amount invested.  Value and income from investment products may be adversely affected by 

exchange rates, interest rates, or other factors.  Past performance of a particular investment product is not indicative of future 

results. 
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companies covered in HSBC Research on a principal or agency basis.  

Whether, or in what time frame, an update of this analysis will be published is not determined in advance. 

Additional disclosures 

1 This report is dated as at 15 March 2024. 

2 All market data included in this report are dated as at close 14 March 2024, unless a different date and/or a specific time of 

day is indicated in the report. 

3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its 

Research business. HSBC’s analysts and its other staff who are involved in the preparation and dissemination of 

Research operate and have a management reporting line independent of HSBC’s Investment Banking business. 

Information Barrier procedures are in place between the Investment Banking, Principal Trading, and Research businesses 

to ensure that any confidential and/or price sensitive information is handled in an appropriate manner. 

4 You are not permitted to use, for reference, any data in this document for the purpose of (i) determining the interest 

payable, or other sums due, under loan agreements or under other financial contracts or instruments, (ii) determining the 

price at which a financial instrument may be bought or sold or traded or redeemed, or the value of a financial instrument, 

and/or (iii) measuring the performance of a financial instrument or of an investment fund.  
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