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The end of Q1 and beginning of Q2 saw 
the global economy in a position that 
it had not previously seen as lockdown 
hit the Western economies. 

This resulted in some of the largest and 
quickest declines in the equity markets in recent 
history only to be followed by sharp reversal in 
fortunes - to add some context the Nasdaq hit 
a record high on 10/07/2020.

During the second half of Q2 we saw lockdown 
restrictions start to ease which appears to be 
a theme as we approach the second half of 
the year. However, it must be stated that there 
has been some evidence that the easing of 
restrictions may have been a little premature. 
Question marks remain as to whether the 
economies have turned the corner. 

Will we see the great reopening, or will we be 
heading back for another round of lockdown? 

In this paper we will highlight some of the key 
factors that could drive GBP, EUR and USD 
exchange rates over the coming months as well 
as displaying institutional forecasts on GBPUSD, 
GBPEUR and EURUSD.

Covid-19 may have started as a health crisis, 
but it quickly switched into an economic and 
social one. The US lost more than 20 million 
jobs in a two-month period. Growth forecasts 
globally were slashed by double figures as the 
world is facing a situation which it has not 
seen in modern times. In the second half of the 
quarter, we started to see green shoots emerge 
as lockdown restrictions eased across the globe. 
What does Q3 hold?

Introduction
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GBP – Brexit 
fears remain 
as sterling price 
action is tied 
to sentiment

■ UK extends furlough but 
amends terms

■ UK rejects Brexit transition 
extension placing “no deal” back 
on the table

■ Are negative interest rates 
being considered?

Q2 was a difficult period for the UK as Covid-19 
fears grew whilst the handling of the situation 
is now starting to fall under greater scrutiny 
as fallout is being realised. Chancellor Sunak 
extended the furlough scheme to October but 
stipulated that companies should “start sharing” 
the cost of the scheme from August. Moving 
into Q3, the market will be keen to understand 
how employers contributing to the scheme 
could impact the unemployment rate. 

Sterling price action is currently being  
driven by three factors:

Risk sentiment

UK/EU trade talks 

Interest rate policy 

Sterling’s price action is currently closely 
correlated with the equity markets. 
When sentiment is raising sterling strengthens 
against the US Dollar and vice versa. As a result, 
economic sentiment surrounding Covid-19 
is likely to continue to be a driver in Q3. 
Positive developments that could result in 
growth could improve investor confidence, 
which may subsequently result in equity 
markets rising and GBPUSD pushing higher at 
the same time. 

UK/EU trade talks and therefore Brexit returned 
to be a big focus for the market. The UK 
rejected an opportunity to extend the Brexit 
transition period beyond December 2020. 
This situation brings ‘no deal’ back on the 
agenda. At the time of writing, PM Johnson 
stated that the UK would be prepared to accept 
an Australia-style Brexit trade deal. In short, 
an Australia-style deal is a bare bones trade 
deal that is effectively built on World Trade 
Organisation terms and is therefore very similar 
to a ‘no deal’ Brexit. Both teams have agreed 
to intensify negotiations to find a resolution. 
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Michael Clauss, a German diplomat, has 
stated that “a deal has to be ready within a 
few weeks or by the European Council in mid-
October, at the end of October at the latest” 
before stating “we can’t negotiate longer, as 
an agreement would still have to be ratified”. 
The trade talks between the two blocks 
will be closely monitored, if a deal starts to 
materialise sterling may strengthen, however, 
if the probability of a ‘no deal’ grows, 
then the currency could weaken based on 
historic price action.

Finally, interest rate policy - during Q2, 
the market started to speculate, following 
comments from various Bank of England 
members, that negative interest rates could 
be used to help the economy. 

Andrew Bailey, Governor of the Bank of England, 
stressed that there was no immediate plan to 
cut rates below zero but confirmed that the 
option remains open. This suggests that if we 
saw the situation with Covid-19 deteriorate and/
or the economy turn sour as a result of UK/EU 
trade talks breaking down, then the prospect 
of negative interest rates could return to the 
forefront. 

The Bank of England and its members will be 
closely watched to any signposting and rhetoric 
on the subject matter during Q3.
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USD – 
Could a spike 
in Covid-19 
unhinge 
recovery?

■     Job losses hit record highs before    
      bouncing back
■     Could a second wave of Covid-19 hit 
      the US?
■     Trump losing race for the 
      White House

As we enter Q3, there are several questions 
that the market is concerned about which 
could have an impact on the US dollar. 
Firstly, the US still has high infection rates, 
so a second wave is an obvious downside 
risk. To put this into context, at the time of 
writing the daily new infections in the US are 
at a record high, surpassing the numbers in 
March and April. This has forced various states 
to reverse reopening of businesses to try and 
contain the virus. Anthony Fauci, the nation’s 
top disease researcher, told the US Senate he 
could see Covid-19 cases soar to 100,000 
a day. If a second wave were to result in 
another widespread lockdown, this could 
impact employment and economic activity 
as seen historically. 

The second half of the year also means we 
are approaching the business end of the US 
Presidential race. At time of writing, political 
news site and polling data aggregator Real 
Clear Politics, currently has Democrat nominee 
Joe Biden leading President Trump by 9.3 
points, a significant lead. To put this into 
context, the Betfair odds for a Joe Biden win 
are currently 8/15. However, looking back to 
2016, the bookies and pollsters got it wrong on 
several occasions. The polling data so far has 
resulted in some commentators believing that 
President Trump may even withdraw, paving 
the way for another Republican. As President 
Trump is so far behind, it is plausible that we 
could see a further deterioration in US/China 
relations as he attempts to demonstrate that 
he is fulfilling his promise of “putting America 
First”; if this does happen it will be a concern 
to economic sentiment.

March and April 2020 will be remembered 
as the period where the US experienced a 
combined fall of 22 million jobs. The fiscal 
and monetary response has been substantial. 
The Federal Reserve cut interest rates to zero, 
announcing unlimited quantitative easing. 
Recently, we have seen a bounce back in 
employment of 7.3 million during the months 
of May and June. However, this needs to be 
viewed in context to the jobs lost prior to that 
to highlight the size of the problem. 
The bounce back in jobs can in large be viewed 
as a result of the easing of lockdown restrictions.
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Toward the later end of Q2, European economies 
began emerging from lockdown and, so far, there 
has been no evidence of a significant second 
wave of infections. During the height of the crisis, 
the ECB increased its asset-purchase program 
by more than 12% of GDP. Rules on fiscal deficits 
have been relaxed, resulting in fiscal stimulus of 
around 3.5% of GDP across the region. 

However, one challenge that the ECB faced in 
tackling the crisis was that interest rates on some 
levels were already negative. The pain inflicted on 
the region has been forecasted by Organisation 
for Economic Co-operation and Development 
(OECD) as decline in GDP of 9.1% in 2020 followed 
by a 6.5% rebound in 2021.

Looking to Q3, the market will be focused on 
whether Germany and France will give the green 
light for a €750 billion (6% of GDP) recovery fund. 
This is the most far-reaching policy response so 
far and the first-ever issuance of bonds 
jointly guaranteed by all 27 members of the 
European Union. This is still to be agreed upon
 but represents a historic step to add some 
wanted stability.

In addition, the ongoing trade talks between 
the UK and EU are going to be of focus as both 
sets of negotiators have committed to intensify 
discussions. In the meantime, with the EU starting 
to resume business and open its boarders again, 
sentiment levels will be closely monitored.

EUR – Europe 
reopens but recovery 
fund stalls 

■ ECB increase asset purchase programme 
■ Recovery fund awaits green light from 

Germany and France
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As highlighted, the path of GBPUSD, GBPEUR 
and EURUSD will be contingent on various 
factors, some political and some dependent 
on the global economy. This means that there 
is a variety of contrasting views from respected 
institutions, which only highlights the difficulty 
in trying to call the markets. 

This following data has been taken from 
Reuters and interpreted from forecasts from 
over 40 financial institutions. 

Rather than showing individual forecasts, 
we have taken the high, the low and the mean. 
The data is taken from the latest updated 
forecast published on 1 July 2020.

Whilst the data is subjective, it does highlight 
the vast divergence of views based on the 
current environment.

FX Forecasts

GBPUSD
The differential between the high and low for the 12-month period is 31 cents or circa 25% (based on the FX rate 
at time of writing). The gradually increasing mean suggests that sterling sentiment is likely to improve over the next 
12 months. In the meantime, Brexit and Covid-19 remains the greatest uncertainty. The high and low forecasts the 
basis of exiting the transition period with or without a deal with the EU along with sentiment from Covid-19.
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GBPEUR
The differential between the high and low for the 12-month period is 23 cents or circa 21% (based on the FX rate at 
time of writing). The relatively static mean suggests that both sterling and euro sentiment are weighed down by their 
respective concerns in Brexit and economic slowdown. In the meantime, Brexit remains an uncertainty to both blocks 
but the impact likely weighs on Sterling more than the Euro whilst Covid-19 concerns remain a key driver 
for sentiment.

EURUSD
The differential between the high and low for the 12-month period is 20 cents or circa 18% (based on the FX rate 
at time of writing). The gradually increasing mean suggests that Euro sentiment is likely to improve over the next 
12 months. The wide gap between the high and low may be based on how the economy may recover from Covid-19. 
Another factor to consider is the Presidential Election and although it is not due until November, Q3 could have 
a large bearing on President Trump’s sinking approval. 
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As we enter the second half of 2020, there 
are probably as many unknowns as there are 
knowns right now. Question marks surround 
UK/EU trade talks, the longer-term impact of 
Covid-19 and whether a second wave of the 
virus is likely.

The UK faces an additional challenge to the rest 
of the world in the form of UK/EU trade talks 
with the prospect of a ‘no deal’ firmly back on 
the table. This is represented in the 15-cent 
differential between the high and low forecast 
on the 6-month GBPEUR forecast. Realistically, 
talks in the final furlong towards the end of the 
quarter need to be ratified by year end when the 
transition agreement ends. 

The Eurozone recovery is doing better than 
initially expected, with borders now open to 
other EU states. However, sentiment could still 
be dented if the recovery fund is not agreed 
by both Germany and France. The outcome 
is expected to be announced in the early part 
of Q3 and may set the tone for the region. 
The ongoing trade talks between the UK/EU 
may also weigh on sentiment.

The US finds itself in a delicate situation where 
new cases of Covid-19 have recently escalated 
to record highs – whether this is a blip and 
can it be controlled are the obvious questions. 
The economy has started to rebound but if 
Covid-19 cases continues to increase what 
does this mean for the recovery? In addition, 
there is another complication in the form of the 
Presidential Election in November; although this 
is in Q4 / November, developments in Q3 are 
going to be significant.
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