
 

G3 Currency Forecast 2021  

One of the main talking points for G3 currencies heading into 2021 is the divergence in new virus 
caseloads that we have witnessed between Europe and US. After seeing a sharp rise in new virus 
cases in October, the majority of Europe were quick to impose strict containment measures to halt 
the spread including the reintroduction of lockdowns. In contrast the US has adopted a different ap-
proach by looking at each state individually and imposing restrictions relative to case numbers. 

As a result, case numbers and deaths caused by the virus in the US have surged to record highs, 
while the same measures in most of Europe have either stabilised or decreased. The major excep-
tion to this is the UK, where a new mutant variant of the virus has caused caseloads to spiral sharply 
higher since mid-December, leading to strict lockdowns in Britain in early January. 

These tough virus restrictions put in place during the fourth quarter have once again weighed on 
economic activity. Most major economic areas bounced back strongly in Q3 however it does look 
likely that both the Euro area and the UK economy suffered contractions again in Q4. 

However, there does seem to be light at the end of the tunnel with multiple vaccines becoming 
available. The UK was the first country in the world to begin mass vaccinations using the Pfizer-
BioNTech vaccine on the 8th December with the AstraZeneca vaccine also currently being rolled 
out. With the US starting their vaccine programme in December and the EU not far behind we have 
seen risk assets rally sharply on this news with safe havens such as the USD falling markedly. We 
believe that the new of progress toward the mass rolling out of vaccines among more economical 
developed countries will be a major driver for G3 currencies in 2021. 

FIGURE 1: G3 NEW COVID-19 CASES PER 1M PEOPLE. (MARCH 20 - JAN 21). 
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USD
Investors had flocked to the dollar during the worst of the market panic early last year. The currency 
jumped to its strongest positions against its major peers in over three years at the end of March. 
However since the beginning of the fourth quarter, the dollar has been under selling pressure as 
markets cheered both the outcome of the US election and news of progress towards multiple 
COVID-19 vaccines. The US Dollar index is currently trading at its lowest level since April 2018. 

FIGURE 2: US DOLLAR INDEX (JANUARY 20- JANUARY 21) 

November’s presidential election was perhaps the biggest event risk in the financial markets for the 
last few months other than Covid. It was deja vu again on the night of the election as early results 
suggested that Trump had outperformed the opinion polls. 
With the vast majority of mail-in voted cast by Democrats it did however, become increasingly 
clear that Biden was heading for victory early on. This led to investors ditching the safe haven dol-
lar and favored risky assets long before the final result. A Biden presidency has been perceived as a 
positive for risk assets and negative for the safe-haven US dollar.

An issue for Biden at the time of the election was that the Democrats were unable to win control of 
the Senate and achieve the so called “blue wave”. Two run off Senate elections in Georgia on 5th 
January took on an usual amount of significance as the Democrats required a double win in order to 
gain full control of congress, thus granting Biden a much better chance of passing legislative 
changed once he is inaugurated this week. In the end the Democrats surprised markets again by 
winning both votes which led to currencies reacting strongly against the dollar. We think the dollar 
will come under additional selling pressure across the board as Biden is inaugurated as president 
and ratifies his larger fiscal support policies. 
According to Worldometer , the US now has one of the top fifteen worst COVID death rates in the 
world with more than 1,100 per 1 million people. This is followed by a cases by capital ratio that far 
outstrips most other developed nations with approximately 65,000 per 1m people. 
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FIGURE 3: NEW COVID-19 CASES IN US PER 1M PEOPLE (MARCH 20 - JAN 21) 

Action from US authorities in response to the recent sharp increase in confirmed virus cases has, 
however been slower than that seen in almost all of Europe. There has been no national lockdown 
and the state level responses that we have seen has, for the most part, has been subdued compared 
to other countries around the world. So far, this light touch approach means that the US economy 
has rebounded better from the sharp downturn in the second quarter of the year. Third quarter 
grown of 33.1% annualised was comfortable the fastest expansion on record. 

The long delay from the US government in providing additional unemployment support is almost 
certain to have weighed on activity in the final quarter of the year. The government’s additional 
$600 a week unemployment insurance benefit scheme, provided as part of the CARES act, expired 
at the end of July. Talks to extend the scheme beyond this date reached a stalemate, with the Repub-
licans and Democrats unable to reach an accord over the size of the details of the measures. A $900 
billion COVID-19 relief package was finally signed off in late December, albeit this will see afore-
mentioned additional benefits scaled down to $300 a week. 

We think that the considerable lag in providing extra stimulus risk a further deterioration in a labour 
market that has so far only recovered a little of 50% of the total net jobs lost since the start of the 
crisis. 

We are already beginning to see signs of a worsening labour market conditions as containment mea-
sures are gradually reintroduced. The moving average of initial jobless claims has increased again, 
personal income has fallen in five of the past seven months, with November non-farm payrolls re-
ports also surprising to the downside. The jobless rate has fallen sharply from its peak (14.7% in 
April to 6.7% in November), although this is partly has to do with individuals leading the labour 
force. 
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FIGURE 4: US NON-FARM PAYROLLS (2017-2020) 

With the conventional monetary policy tools already in use, we've continued to see little policy 
changes from the Federal Reserve since our last update. The central bank slashed its main fed funds 
rate by a total of 150 basis points to effective lower bound (0%-0.25%) at the beginning of the pan-
demic. While the bank has shown no appetite to cut rates into negative territory, it continued to in-
dicate in its December “dot plot” that future hikes remain a long way off and are not likely until at 
least the end of 2023. Recent communications have also struck a dovish tone, with policymakers 
warning that adjustments could be made to their quantative easing programme on an effort to pro-
vide addition support to the US economy. The Fed has also pledged to purchase an unlimited 
amount of treasury and mortgage backed securities. Markets would likely perceive this as a bearish 
development for the US dollar. 

The lack of state coordination and sporadic nature of virus restriction measures reintroduced means 
that we think the US economy will likely outperform most of its major peers in Q4, particularly the 
UK and Euro area. As mentioned, we think this presents a short term downside risk to EUR/USD, 
although we remain of the view that the only path for the dollar this year is lower across the board. 
As mentioned above, we belief the weak job retention schemes in the US also ensured that the US 
labour market will likely get back on track at a slower rate than most other developed nations once 
the virus is under control. We therefore continue to forecast a depreciation of the dollar versus most 
major currencies in 2021. 

GBP/USD EUR/USD

Q1-2021 1.36 1.22

Q2-2021 1.38 1.23

Q3-2021 1.40 1.24

Q4- 2021 1.41 1.25
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Euro
The common currency was supported first by the result of the US presidential election and then by 
general improvements witnessed in risk sentiment following news of progress towards multiple 
COVID-19 vaccines. 

FIGURE 5: EUR/USD (JAN 20 - JAN 21) 

The move higher in the euro comes as the number of new COVID-19 cases during the continent’s 
second wave of virus infections eases. New daily cases among the four largest countries in the 
block by population size began increasing sharply in October. Cases began to retreat since the peak 
in the first week of November, following the reintroduction of containment measures. However 
with new variants of the virus being discovered globally and a new increase in cases across Europe 
we expect to see new restrictions imposed. 
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FIGURE 6: NEW COVID- 19 CASES IN 4 MOST POPULATED EUROPEAN COUNTRIES 
(MARCH 20 - JAN 21) 

We think that the reintroduction of these stringent virus restriction measures across most of the con-
tinent mean that another contraction in the Euro areas economy in the final quarter of 2020 is in-
evitable. The bloc’s economy did however bounce back strongly in the third quarter of the year as 
case numbers dropped dramatically and restrictions were unwound. It grew by 12.5% quarter on 
quarter in the three months to September. 

The latest indicators of economic activity have, however, already shown a sharp downtrend, partic-
ularly the timely business activity PMIs. The index denotes activity in the manufacturing sector of 
the economy has actually proved resilient, despite the strict containment measures, and has re-
mained comfortably in expansion territory in each of the past six months. By contrast, activity in 
the services sectors appears to have fallen sharply in Q4, albeit we did witness a rebound in De-
cember. The services index sank to a six-month low 41.7 in November, dragging the composite PMI 
into a deeply contractionary 45.3, its lowest level since May. It is still too early to see the full im-
pact of the recent restrictions on hard indicators of economic activity. We expect growth to turn 
negative in Q4, though the extent of the downturn will nowhere near as severe as in Q2, as the latest 
measures have been softer and imposed over a shorter time period.
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FIGURE 7: EURO AREA GDP GROWTH RATE BY COUNTRY (2020).

The 
European Central Bank has had almost no room to cut interest rates to combat the downside risks 
posed by the crisis. The Governing Council has instead pledged to inject vast sums of stimulus into 
the economy via its asset purchase programme. The bank’s new scheme, the Pandemic Emergency 
Purchase Programme (PEPP), was expanded and extended again in December, with the ECB com-
mitting to purchasing a total envelope of assets worth 1.85 trillion Euros at least till March 2022. 
The growth forecast for 2021 was revised lower, with the largest rebound in activity now expected 
to take place in 2022. Laggard did, however appear slightly more concerned over the strength in the 
Euro. It is our view that the ECB’s aversion to a stronger currency may act to cap gains for the euro 
in the coming months. 

We think that the while the prospect for the Euro area economy look relatively bleak, activity is 
likely to bounce back strongly in the first few months of this year. The bloc’s economy will begin 
reciting injections of stimulus from the EU in 2021, which will support overall activity. The EU will 
make available an unprecedented 750 billion euro fiscal rescue package commencing this month. 
Job retention schemes in Germany and France have both been extended till the end of 2021 and 
these stimulus measures should help the Eurozone economy throughout the year.

However, the early signs of this month have showed the EU has made a slow start to vaccination 
progress. Several EU countries are receiving significantly fewer doses of the Pfizer vaccine than 
expected. Six nations in particular; Sweden, Denmark, Finland, Lithuania, Latvia and Estonia are 
particularly disgruntled by the situation as vaccine progress is incredibly limited in their respective 
nations. If this situation can be rectified and depending on how many people receive a vaccine then 
restrictions will lift and we expect to see gains for EUR/USD on the horizon. 
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EUR/USD EUR/GBP

Q1- 2021 1.22 0.89

Q2- 2021 1.23 0.88

Q3- 2021 1.24 0.88

Q4- 2021 1.25 0.87
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GBP
The pound has rallied approximately 7% versus the US dollar since late September, rising to its 
strongest position since April 2018 at the end of December following news of a post Brexit trade 
agreement with the EU. This rally ensures that the GBP/USD pair is currently trading just below 
levels that it was in the immediate aftermath of the Brexit vote in June 2016. More meaningful 
gains for the currency have, however, been capped by the latest sharp increase in virus caseloads in 
Britain and the re-imposition of national lockdowns in early- January. 

FIGURE 8: GBP/USD (JAN 20 - JAN 21) 

Aside from the pandemic, the main news headlines in the UK in the past few months have contin-
ued to be dominated largely by Brexit. In line with our and the markets’ expectations, a modest 
post-Brexit trade agreement was reached between the UK and the EU on the 24th December, which 
eliminated the possibility of a cliff-edge no deal exit. The deal itself is a thin agreement, with much 
left to be decided. There will be no tariffs or quotas between the UK and the EU, although unilateral 
tariffs can be imposed in principle. The EU has also imposed significant barriers to food and drink 
which is causing current issues in the transportation of goods. Significantly there is no agreement 
yet on services which accounts for around 50% of the Uk’s exports to the EU, so there is unlikely to 
be any massive changes in the near term. We do, however, think that additional negotiations this 
year will take place largely in the background and foresee no sizeable impact on sterling given the 
market is focused on the ongoing pandemic. 

The encouraging signs of progress towards mass COVID-19 vaccinations also provides reason for 
optimism. Britain was the first country in the world to begin inoculations using the Pfizer jab on 
December 8th, with the rollout of the low-cost and easy to store vaccine from Oxford University-
AstraZeneca having also commenced on 4th January. We think that the UK, and therefore sterling, 
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is set to be among the main beneficiaries of the mass vaccine rollouts in the first half of 2021. Aside 
from Canada, the UK has so far ordered more vaccine doses per capita than any other country or 
economic area in the world and aside from Israel vaccinated more of its population than any other 
nation. 

The UK has also been perceived by investors as one of the worst affected countries in Europe by 
the virus, and therefore may benefit disproportionately once mass vaccinations have taken place. 
Overall cases as a percentage of the population have actually been relatively mild compared to 
many of Britain’s major European peers (41,500 per 1M), particularly when taking into account that 
the UK has conducted more tests per capita than all of the other twenty-four most populous nations 
in the continent (nearly 850,000 per 1M). Unfortunately, the UK’s Covid death rate per capita is 
among the highest at more than 1,100 per 1M. As a result, the various restrictions imposed by Boris 
Johnson’s government since the onset of the crisis have been among the most strict in Europe, evi-
dent in the UK’s COVID-19 government response stringency index (Figure 9), courtesy of Oxford 
University. 

FIGURE 9: COVID-19 GOVERNMENT RESPONSE STRINGENCY INDEX (UK VS BIG 4) JAN 20 
- JAN 21

On a more pessimistic note, the recent sharp increase in the virus cases in the UK, said to be trig-
gered largely by the emergence of the more aggressive spreading variant of the virus, does present a 
risk to sterling in the short term. Virus caseloads have jumped to record highs, with one week mov-
ing average death also at its highest level since late April. We note the UK’s test positive rate has 
more than doubled since the beginning of December to around 13% (Figure 10). Investors have also 
reacted negatively to the reintroduction of national lockdowns in the UK at the beginning of the 
year, which are set to weigh heavily on economic activity in Q1.
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FIGURE 10: UK TEST POSITIVE RATE (MARCH 20 - JANUARY 21) 

Economic activity bounced back strongly in the third quarter of 2020 with he UK economy expand-
ing by a record 16% quarter on quarter. This was driven predominantly by a sharp jump in house-
hold consumption (around 18%), supported by large fiscal response by the UK government. A £330 
billion coronavirus stimulus package was unveiled in March, with a hose of other additional mea-
sures launched since then aimed at supporting businesses and households. 

Investors remain encouraged by the UK government’s heavy focus on job retention, particularly the 
extension of its furlough scheme through to at least the end of April. Fourth quarter activity is, how-
ever, on course to show contractions once again, with the announcement of further strict lockdowns 
at the beginning go January ensuring that the chances of a double dip recession are much increased. 

With the UK economy set for further hardship in early 2021, there is likely to be growing pressure 
on the Bank of England to ramp up its stimulus measures this year. As anticipated the bank’s quanti-
tate easing programme was increased for the third time since the onset of the crisis in November, by 
a larger than expected £150 billion to £875 billion. The bank’s communications were also unsur-
prisingly dovish, with Governor Andrew Bailey hinting at a further increase in the programme 
down the road if required. GDP forecasts were revised sharply lower, as expected, with a 2% con-
traction now penciled in for Q4 versus the 4% expansion previously anticipated. 

While the larger than expected QE expansion is a sterling negative, investors were encouraged by 
the bank’s apparent lack of appetite for additional interest rate cuts. With Governor Bailey recently 
stating that the bank do not see negative interest rates as the best current option due to the topic be-
ing so controversial. However markets are still pricing in a 10 basis point cut to zero at the August 
2021 MPC meeting. 

The recent aggressive spread of the COVID-19 virus in Britain, and the re-imposition of strict lock-
downs at the beginning of the year, undoubtedly presents a short terms downside risk to the pound. 
However we think that the Pound will be of the main beneficiaries in the G10 of the mass rollout of 
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COVID-19 vaccines this year and think that economic near normality could be restored in the UK 
towards mid-2021. We are therefore, penciling in gains for the pound against the US dollar and euro 
for the year ahead. 

GBP/USD GBP/EUR

Q1- 2021 1.36 1.12

Q2- 2021 1.38 1.13

Q3- 2021 1.40 1.14

Q4- 2021 1.41 1.15
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