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USD: Consolidating for further strength in 2025

¢ The USD is likely to consolidate over the near term when
markets eye US data releases and the Fed

¢ The case for USD strength in 2025 looks robust...

¢ _..but there could be moments when the USD may face a
squeeze lower

Approaching 2025, the USD may first go through a period of consolidation, in our

view. Near-term market focus will probably be US data releases, such as non-farm We expect the USD to
payrolls (6 December) and CPI (11 December), ahead of the Federal Reserve’s consolidate over the near term
(Fed) meeting on 17-18 December. Markets currently price in a c40% chance of a

25bp rate cut in December and a c70% chance to deliver such a cut in January

(Bloomberg, 21 November 2024). Our economists’ central case is that the Fed

will probably deliver it in December. But this cut (if it happens) is likely to be

accompanied by hawkish revisions to the median interest rate projections (known as

“median dots”) and the economic projections. The Fed may even signal that it will

pause its rate cuts. All this could send mixed signals to the USD, which is why a

consolidation seems more likely to happen in the coming weeks.

But looking beyond the near-term FX movements, we think the case for USD In 2025, USD strength is likely
strength through 2025 is robust. Our long-held framework for thinking about the to be supported by relatively
USD'’s direction of travel boils down to the “circle of trust” — global growth dynamics,
US yields relative to others, and risk appetite. On this note, global growth has been T ) )
lacklustre (Chart 1) and would look even more fragile should tariffs begin to come uncertainties and potentially its
increasingly into the frame. Expectations of fiscal stimulus and import tariff risks may “safe haven” status...

slow the Fed’s easing pace, maintaining the USD’s high yields relative to other

currencies (Chart 2). Both of these could also weigh on risk appetite in FX markets,

which would play to the USD’s advantage. In addition, the possibility of deregulation

and corporate tax cuts may foster capital inflows into the US, supporting the

high US yields, global growth

UsD.

1. Global growth is still lacklustre, 2. The USD’s yields may remain high
with risks tilted to the downside relative to many other G10 currencies
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Still, there could be moments when the USD may face a squeeze lower next

year. For instance, newly elected US President Donald Trump could make USD ...but the ride could be bumpy
negative comments. Nevertheless, the past occurrences indicate that the impact on

the USD would likely be small and transitory.
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appropriateness of the information, having regard to their objectives, financial situation and needs. If necessary, seek professional
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Certain investment products mentioned in this document may not be eligible for sale in some states or countries, and they may
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particular needs before making a commitment to purchase investment products.
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exchange rates, interest rates, or other factors. Past performance of a particular investment product is not indicative of future
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2 All market data included in this report are dated as at close 21 November 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
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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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