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Global equities fell and new strains of the coronavirus triggered worries about slower growth over the 

coming months. The fast-spreading delta variant of the coronavirus shocked markets and sent risk-averse 

investors running for cover in the world’s most liquid currency. The safe-haven US dollar and Swiss franc rose 

when investors grew nervous about the new coronavirus variant. The US consumer inflation rose past 

expectations by jumping 5.4% in June, the fastest pace since 2008.  

The euro experienced another month of declines against safe-haven currencies like the yen, franc and US dollar 

driven by a concern around the increasing pandemic risks in Spain and Portugal. A spike in Covid-19 infections 

revived the threat of new travel restrictions in Europe which would impact the 2021 growth outlook. The 

European Central Bank (ECB) unveiled new forward guidance related to the upgrade of its inflation target at a 

fixed rate of 2%, with markets questioning if this will delay the beginning of a tightening process.  

Table 1: Currency returns vs US dollar 

Currency Performance (US$ Base) 1 Month Year to Date 1 Year 3 Years 5 Years 10 Years 

Developed Markets 

Australian dollar -2.23% -4.55% 2.84% -0.37% -0.67% -3.95% 

Euro -0.23% -2.79% 0.80% 0.52% 1.22% -1.91% 

British pound 0.47% 1.65% 6.26% 1.94% 1.00% -1.65% 

Japanese yen 0.73% -5.92% -3.47% 0.66% -1.43% -3.51% 

Norwegian krone -2.82% -2.67% 3.32% -2.55% -0.84% -4.83% 

Swiss franc 1.68% -2.22% 0.83% 3.03% 1.37% -1.41% 

Emerging Markets 

Argentine peso -1.02% -13.03% -25.20% -34.30% -31.11% -27.03% 

Brazilian real -4.92% -0.36% 0.23% -10.34% -9.02% -11.43% 

Chinese yuan -0.07% 1.02% 7.96% 1.78% 0.54% -0.04% 

Mexican peso -0.26% 0.18% 12.21% -2.07% -1.14% -5.13% 

Russian ruble -0.51% 1.74% 1.74% -5.10% -2.02% -9.28% 

Turkish lira 3.52% -12.52% -17.33% -16.47% -18.74% -14.86% 

South African rand -1.48% 0.26% 16.85% -3.04% -0.96% -7.48% 

Cumulative returns are shown for periods less than one year. Returns for periods greater than one year have been annualised. 

Source: Sanlam Investments, Investing.com 

Developed market currency performance 

Norwegian krone 

The Norwegian krone was among the worst performing G10 currencies. The krone continues to be the worst-

hit currency during risk corrections. The krone suffered from having the highest beta in G10 to global risk 

appetite and high exposure to the fall in oil prices. However, the Norwegian krone started recovering when risk 

sentiment began to cautiously stabilise and oil prices recovered back above the US$70/bbl level. Importantly, 

some of the prior sell-off was caused by poor summer liquidity, a factor the Norwegian krone is vulnerable to 

because it is the least liquid currency in the G10.    
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Swiss franc 

The Swiss franc rallied against the majority of its peers in the beginning of the month when a sharp rise in Covid-

19 cases hit the global economy. Despite the Swiss National Bank (SNB) sticking to the path of negative interest 

rates and loose monetary policy, the demand for the Swiss franc encouraged the Euro/Swiss franc pair to hit a 

new five-month low. The head of the SNB, Thomas Jordan rejected introducing a higher inflation target to help 

policymakers reach their goal of price stability. 

British pound 

The British pound suffered against safe-haven currencies like the US dollar and Japanese yen in July. Despite 

the UK government lifting a number of coronavirus restrictions, recovery hopes diminished as the spread of the 

delta variant encouraged a capital flight to safety. Rising risk aversion was a major catalyst for the depreciation 

of the pound, which fell to fresh five-month lows against the US dollar, but remained relatively flat against the 

euro. Evidence of a delayed UK economic recovery emerged with high-frequency data and PMIs, Google 

Mobility and card spending data remained flat. However, retail sales surprised to the upside though, boosted by 

spending related to the euro’s football tournament.  

Emerging market currency performance 

Brazilian real  

 

The Brazilian real depreciated the most among the emerging markets on the back of political uncertainty. This 

is despite growing private sector business activity amidst the easing of Covid-19 restrictions. Brazilian president 

Jair Bolsonaro is accused of being involved in a scheme to skim salaries of his aides. This comes after the 

Supreme Court authorised an investigation of Bolsonaro over the procurement process for an Indian Covid-19 

vaccine. 

Turkish lira 

The Turkish lira has in recent weeks recovered some of the losses experienced earlier in the year. The lira was 

up more than 3% against the dollar in July. This is its first monthly rise since January, making it the best-

performing of the major emerging market currencies by far. The currency has appreciated and investors have 

been buying into Turkish lira-denominated bonds. Among the factors that contributed to the relief is that the 

central bank has not allowed the pressure from president Recep Tayyip Erdogan to cut interest rates despite 

the rising inflation. The cautious signs of stability follow a collapse in the currency in March after Erdogan fired 

the central bank governor, replacing him with Sahap Kavcıoglu. Kavcıoglu shares the president’s 

unconventional view that raising interest rates fuels, rather than tames, inflation. Despite the change in 

leadership, interest rates stayed on hold at 19% earlier in July for the fourth straight month after inflation 

accelerated to 17.5% in June.  
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Chinese yuan 

The Chinese yuan fell back to three-month lows against the US dollar when capital markets saw new policy 

moves and a potential sign of a loosening economic policy. The Peoples Bank of China (PBOC) announced a 

reduction in the reserve ratio requirement on 9 July, a move that will allow banks to lend more. The PBOC said 

the move was an administrative change, but some observers saw it as a sign of concern regarding the Chinese 

economy’s growth rate. Chinese data remained underwhelming relative to the expectations extending a trend 

seen for most of 2021. China’s GDP grew by 7.9% in the second quarter, falling short of market expectations of 

8.1%. 

Outlook 

The upcoming month possess a potentially pivotal month for the US dollar ahead of the Fed’s late summer 

symposium of global central bankers. A tightening signal from the Fed could taper stimulus in the months ahead 

and add fuel to the dollar’s summer surge.   

Despite weakening last month, the euro managed to avoid dropping to its annual low. Initial activity surveys in 

July demonstrated a strong pace of recovery in Europe, mitigating the impact of Covid-19 variant cases this 

summer. The start of the month could be influenced by market reactions to the first Q2 GDP report. Given the 

strong underperformance of the euro, there is a room for a rebound seeing that parliaments are on holiday and 

market transactions are lower. 

Capital markets are currently pricing in a rate hike for the UK in 2023, endorsed by the Bank of England (BOE). 

However, rising Covid-19 cases could warrant a more cautious tone in their next policy meeting which will 

include fresh economic projections. Headline inflation is currently above the bank’s 2% target, but policymakers 

forecast these price pressures as temporary. Thus, a change to monetary policy is unlikely this month, which 

should see the pound’s valuation stabilise. Focus will also be on whether the rising Covid-19 cases will translate 

into rising hospitalisations and economic restrictions being reinstated, once again jeopardising the recovery 

phase. 

 

 

 

 

 



 

 

 

 

4 

 


