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Deferential to the Differential

Our thoughts on USD, EM FX, GBP, JPY, MYR, and Al and the Dollar

B USD: Back to basics. The Dollar has moved stronger in tandem with rate
differentials following the hawkish reaction to last week’s FOMC decision. There
has been some surprise that the currency has strengthened despite the move
lower in oil. But as we discussed last week, rate differentials have a more
consistent and significant relationship with exchange rates, which we think
accounts for the range break. We see risks for the Dollar as still skewed to the
upside in the near term because we think the probability of rate hikes could
move up quickly, but come out only slowly. Over the medium term, however risks
remain more balanced. We see three primary routes for the Dollar to weaken
over time. First, the shift in relative policy pricing has now been sufficiently large
that pricing out rate hikes in the future, in line with our economists’ view, would
weigh on the currency enough to put us back in the previous multi-month range.
Second, if institutional credibility concerns were to return—particularly through
a perceived overly dovish reaction function—that would again weigh on the
Dollar. And finally, our economists expect growth to slow somewhat in the
second half of the year as positive economic impulses fade, so we still see a route
to a weaker Dollar in response to less exceptional performance than before. But
on the other hand, we increasingly see an upside case for the Dollar if Fed
officials determine that policy is not sufficiently restrictive, particularly in light of
strong Al-related capital expenditures. This would be especially positive for the
currency if that level of restriction proves more challenging for countries in
Europe and elsewhere that would import tighter financial conditions from the
Fed without the commensurate demand for Al-related investment. We believe
that economic developments over the last few months, and policymaker
communications over the last few weeks, make this outcome increasingly likely,
but not our baseline.

m EMFX: Low-yielder lowdown. The Thai Baht (THB), Israeli Shekel (ILS) and the
Chilean Peso (CLP) were the worst performing EM currencies versus the Dollar
over the past week across the major regions (Exhibit 1). The common theme here
is that these are among the lowest yielding currencies in Asia, EMEA and Latam,
and so the underperformance here is consistent with our view that a
bear-flattening in US rates, induced by a hawkish Fed meeting in June, should put
most pressure on low-yielding currencies across G10 and EM. As we discussed
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last week, funding high carry EM FX strategies by such low-yielders in EM or G10 can
help neutralise the risk exposure and USD beta of carry currencies, and augment the
overall carry proposition. But apart from the common low-yielding feature of these
currencies, each of these funders comes with slightly different characteristics. From
a valuation perspective, using our 60:40 ratio of GSDEER and GSFEER metrics, the
Shekel is about 10% overvalued, the Peso is about 15% undervalued, and the Baht is
about fair. The risk exposures that they neutralize are also subtly different. The ILS
has one of the highest sensitivities to tech stocks, so is likely to be particularly

suitable as a funder given recent volatility in tech sector equities. CLP is by far the
most exposed currency to copper prices, and the broader cyclical risk betas that
those mirror, so is a better hedge when broader growth concerns are more in focus.
THB has a lower beta to equity risk than ILS and CLP, but is likely to be a clearer
underperformer in the event that gold prices continue to slip further. Domestic
considerations also point more clearly to THB and ILS weakness: in the former,

structural economic challenges warrant lower rates and policymakers have
welcomed currency weakness, and in the latter as well there has been a shift in
policy with the Bol’s decision to cut rates in May and to intervene in FX markets by
buying Dollars for the first time since 2022. Taken together, within EM, THB and ILS
screen as more attractive funders for carry baskets, and we continue to recommend
short THB/INR as one variation of that theme.

Exhibit 1: THB, ILS, and CLP were the worst performing EM currencies versus the Dollar over
the past week across the major regions
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Source: Bloomberg, Goldman Sachs Global Investment Research

GBP: Transitions and positions. We see three reasons for Sterling’
performance following Andy Burnham’s Makerfield by-election win|
foremost, PM Starmer’s resignation and Wes Streeting’s announced el
Burnham have meaningfully narrowed the perceived range of leade

reducing uncertainty around the leadership transition. Second, the

between pricing of a Starmer government and premium in Sterling
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tightly after Burnham’s announced commitment to the fiscal rules in mid-May. And
third, a Burnham-led government was already heavily priced in prediction markets
ahead of the by-election (at around 80% on Polymarket). We think all three of these
factors have helped form the case for Sterling relief on a compression in premium
and a reduction in short-GBP positioning. But from a fundamental perspective, we
see good reason to expect this relief to be fairly tactical and narrow, with fiscal and
political premium in the currency already having been fully removed under our
cyclical models—after recently peaking at ~2.5% in May (Exhibit 2). Underpinning
that has been a widening in EU-UK rate differentials and a risk-off dynamic so far this
month, both of which have pushed in a positive direction for EUR/GBP under the
surface, balancing out the compression in premium (Exhibit 3). The risks of a
sustained premium-driven Sterling sell-off continue to look low to us after recent
events, but there are still important challenges on the fiscal front. Our economists
note risks of a slower fiscal consolidation under a Burnham government on further
spending pressures and limited available tax room. And even though Burnham has
announced his commitment to the fiscal rules, this does not necessarily preclude a
front-loaded borrowing approach that tests the limits of the Gilt market’s
tolerance—which will likely move into focus again ahead of this year’s Autumn
budget. Meanwhile, a more positive Sterling tail that could come out of recent
developments is a potential reset to closer trade ties with the EU that Burnham has
advocated, which could partially reverse Brexit’s long-term impact on the currency,
and help offset the challenging structural valuation picture.

Exhibit 2: Under our GSBEER-based proxy, premium in Exhibit 3: Steady EUR/GBP performance reflects a balance
Sterling has now be reduced to around zero after the between premium compression and a Sterling-negative

recent compression

shift in rate differentials
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®  JPY: An even better funder. This past week saw USD/JPY trade up close to 162, its

highest level since July 2024, when the MoF subsequently intervened. Many view the
short-lived impact of the last intervention and the lack of official operations since
then as lowering the odds of an additional round. We find that argument less
compelling, since the likelihood of sustained effectiveness was already low prior to
the April decision. But it does seem more likely that any operations would follow any
weak US data release (e.g. payrolls, CPI) or another event that weighs notably on
USD/JPY to maximize its impact. That said, even with the risk of additional
intervention still elevated, the risk that markets continue to press a more hawkish
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Fed leaves JPY funding relatively more attractive than before. Because as long as Fed
expectations are shifting, JPY should be a lower vol funder than the other
low-vyielders; it tends to have a more muted response when equities and yields are
moving in opposite directions. But we continue to see room for further EUR
downside, and we think CAD and CHF remain attractive funders as well. Overall, a
backdrop of higher US yields, low recession odds, as well as lingering domestic fiscal
risks alongside only gradual BoJ hikes (which reportedly will come with even greater
resistance from the administration than before, given its plan to call for the BoJ to
help bolster demand) means that the upward pressure on USD/JPY should persist—
as long as policymakers allow it.

B MYR: Political potholes. MYR underperformed regional NJA FX peers early in June
but rebounded over the past week. The initial weakness was, in our view, driven less
by macro fundamentals but more by a rise in the domestic political risk premium,
following the dissolution of the Johor and Negeri Sembilan state assemblies and
prior remarks by Prime Minister Anwar Ibrahim that a snap election this year could
be possible if the unity government fractures. Johor will go to polls on 11 July and
Negeri Sembilan will vote on 1 August. State elections are distinct from federal
elections and do not directly change the federal government but can have political
repercussions on coalition unity depending on the results. Although oil prices have
declined, unless a snap election is called (which would bring about greater
uncertainty), we think MYR will continue its rebound as the underlying macro
fundamentals remain positive. We expect real GDP to print a still solid 4.2% yoy in
2026 (from a strong 5.2% in 2025). The current account recorded a surplus of 3.0%
of GDP in Q1 (well above the 5-year average of 2.3%), supported by a firm goods
balance and improving services balance. In Q2, high-frequency export data so far
looks favorable, and Malaysia is also now benefiting from the rollout of data
center-related services. Before 2025, information, communication and technology
(ICT) services were a structural drag at around -0.2% of GDP; since H2 2025, they
have turned positive, contributing about 0.2% of GDP. As more data centers come
online, services exports should become a growing pillar of current account support.
We continue to like being long the Ringgit versus SGD, which is trading 1.4% above
the mid-point of the SGD NEER and we expect the MAS to keep policy parameters
unchanged in July.

® Al and the Dollar: Tech Support. Coming into the year, we argued that less
exceptional US performance should lead to a weaker Dollar over time. Not only has
the conflict in the Middle East disrupted expectations for more notable relative
underperformance, but a surge in Al momentum has also challenged that narrative.
The strength of the Al trade has driven another leg of US equity outperformance; if
anything, the Dollar has appeared slightly weaker than expected from this
perspective alone. We see three reasons that help explain the flatter Dollar relative
to clear US equity outperformance. First, US equity outperformance is less
pronounced versus EMs than DMs, and flows tend to matter more for EM FX. Second,
we find evidence that durability matters: sharp upgrades to near-term US earnings
expectations do not generate as much Dollar demand as more sustained earnings
power would (Exhibit 4). Third, narrow equity market breadth appears to limit FX
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spillovers. Together, these factors reinforce that relative equity returns can proxy
broader balance-of-payments pressures that influence exchange rates. While they
suggest that this year’s tech sector strength may overstate the extent of US
outperformance and demand for Dollar assets, the broader equity impulse has
clearly shifted from an expected drag to a source of support for the Dollar (Exhibit
5).

Exhibit 4: Recent sharp upgrades to near-term US earnings Exhibit 5: The broader equity impulse has clearly shifted
expectations have not generated as much Dollar demand from an expected drag to a support for the Dollar
as more sustained earnings power would
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weekly since 2000. Expected earnings growth acceleration measures the slope
of consensus forward earnings growth expectations, calculated as
two-year-ahead minus one-year-ahead earnings growth estimates.

Source: Bloomberg, FactSet, Goldman Sachs Global Investment Research
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Global FX Forecasts

3-Month Horizon

6-Month Horizon 12-Month Horizon

Forward Forecast

Current
Spot

Forward Forecast Forward Forecast

G10

EUR/$ 1.14 1.14 1.14 1.15 1.18 1.16 1.20
£/$ 1.32 1.32 1.33 1.32 1.34 1.32 1.33
AUD/$ 0.69 0.69 0.72 0.69 0.73 0.69 0.74
NZD/$ 0.56 0.57 0.60 0.57 0.61 0.57 0.62
$/CAD 1.42 1.41 1.40 1.41 1.38 1.40 1.38
$/CHF 0.81 0.80 0.80 0.79 0.76 0.78 0.73
$/NOK 9.86 9.88 9.30 9.89 8.98 9.91 8.75
$/SEK 9.73 9.68 9.65 9.63 9.15 9.53 8.75
$1JPY 162 161 160 159 158 157 155
EMEA

$/CZK 21.3 21.3 21.5 21.3 20.7 21.2 20.2
$/HUF 312 313 311 313 297 314 288
$/PLN 3.77 3.77 3.77 3.77 3.60 3.76 3.54
$/RON 4.60 4.63 4.52 4.65 4.39 4.68 4.38
$/RUB 78.10 78.10 80.0 80.31 85.0 84.33 90.0
$/UAH 44.9 46.2 44.0 47.5 46.0 50.2 48.0
$/TRY 46.56 50.21 48.0 54.21 50.0 63.43 54.0
$/ILS 2.98 2.98 3.00 2.97 3.05 2.94 3.10
$/EGP 495 51.4 49.0 53.2 48.0 56.6 46.0
$/ZAR 16.49 16.61 16.50 16.72 16.00 16.95 15.75
$/NGN 1381 1431 1325 1474 1300 1555 1250
Americas

$/ARS 1477 1558 1500 1647 1600 1847 1800
$/BRL 5.18 5.29 4.90 5.39 5.00 5.61 5.00
$/MXN 17.50 17.64 F75 1777 18.00 18.03 18.00
$/CLP 922 921 920 920 900 919 860
$/PEN 3.41 3.42 3.40 3.43 385 3.46 3.30
$/COP 3435 3511 3600 3589 3700 3742 3750
Asia

$/CNY 6.80 6.76 6.80 6.71 6.70 6.62 6.50
$/HKD 7.84 7.82 7.80 7.80 7.80 7.77 7.80
$/INR 94.40 95.35 96.00 96.04 96.00 97.40 97.00
$/KRW 1543 1540 1460 1536 1440 1528 1420
$/MYR 4.12 4.1 3.90 4.09 3.80 4.07 3.70
$/SGD 1.30 1.29 1.28 1.28 125 1.26 1.24
$/TWD 31.8 32.0 31.5 321 31.0 32.2 30.5
$/THB 33.35 33.24 34.00 33.08 33.50 32.75 33.00
$/IDR 17925 18085 17000 18204 17100 18445 17200
$/PHP 61.31 61.43 62.00 61.60 61.00 61.92 61.00
Euro Crosses

EUR/GBP 0.86 0.87 0.86 0.87 0.88 0.88 0.90
EUR/CHF 0.92 0.92 0.91 0.91 0.90 0.90 0.88
EUR/NOK 11.22 11.27 10.60 11.33 10.60 11.45 10.50
EUR/SEK 11.06 11.05 11.00 11.03 10.80 11.01 10.50
EUR/CZK 24.26 24.33 24.50 24.41 24.40 24.52 24.20
EUR/HUF 355 357 355 359 350 362 345
EUR/PLN 4.28 4.30 4.30 4.32 4.25 4.35 4.25
EUR/RON 5.23 5.28 5.15 5.32 5.18 5.41 5.25
EUR/RUB 88.8 89.1 91.2 92.0 100.3 97.4 108.0

Note: Spot values are as of Thursday's close.
See dynamic table here (or click image above): https://publishing.gs.com/content/themes/fx-forecasts.html

Source: Goldman Sachs Global Investment Research
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Return Forecasts & Valuations

GSDEER GSFEER
Forecast: 12-Month Return (%) Misalignment Misalignment
c;::i'“ Spot  Carry  Total  NEER Estimate Bilateral wTe::?:e . Estimate Bilateral W:;:fe . é:t‘i’:ftz
G10
EUR/$ 1.14 55 -1.6 3.9 2.7 1.20 -5% 8% 1.15 -1% 1% 1.18 1.52
GBP/$ 1.32 ] 0.0 1.0 2.6 22 8% 23% 1.27 4% 7% 1.24 1.50
AUD/$ 0.69 71 0.5 7.7 27 0.81 -15% 8% 0.69 0% 12% 0.76 0.70
NzD/$ 0.56 9.8 -11 8.6 5.3 0.67 -15% 2% 0.61 7% 2% 0.64 0.67
$/ICAD 1.42 29 -1.6 1.2 1.7 1.21 -15% -10% 1.35 -5% -1% 1.27 1.17
$/CHF 0.81 10.5 -4.1 6.0 7.0 0.84 4% 14% 0.810 0% 3% 0.83 0.92
$/INOK 9.86 12.7 0.5 13.3 7.9 6.38 -35% -28% 8.92 -10% -5% 7.40 8.87
$/SEK 9.73 1.2 -2 8.9 G 7.41 -24% -14% 9.23 -5% -2% 8.14 8.26
$IPY 161.8 4.4 -3.0 1.3 0.9 93 -42% -32% 132 -19% -13% 109 93
EMEA
$/ICZK 21.34 5.8 -0.5 5.3 1.0 25.4 19% 29% 21.9 2% 4% 23.98 15.82
$/IHUF 312 85 0.6 9.1 3.8 318 2% 1% 352 13% 13% 332 261
$/PLN ST 6.4 -01 6.3 2.3 3.92 4% 14% 3.86 2% 4% 3.89 243
$/RON 4.60 5.2 1.7 7.0 - - - - 541 17% 16% - -
$/RUB 78.1 -13.2 8.0 6.3 -16.3 76.80 -2% 15% 75.52 -3% 5% 76.29 40.15
$/UAH 44.88 6.5 11.9 5.4 - - - - - - - - -
$ITRY 46.56 -13.8 36.2 17.5 -16.0 32.15 -31% 27% 47.07 1% 2% 38.12 29.15
$/LS 2.98 -3.8 -1.4 5.1 6.2 3.54 19% 34% 3.06 3% 7% 3.35 4.70
S/IEGP 49,52 7 14.2 218 - - - - - - - -
$/ZAR 16.49 4.7 2.8 7.6 1.0 12.97 21% -12% 16 -4% 0% 14.12 18.40
$/INGN 1381 10.4 12.6 23.1 - - - - - - - - -
Americas
$/IARS 1477 -18.0 25.1 71 -20.6 - - - - - - - -
$/BRL 5.18 35 8.4 12.2 1.6 4.22 -18% -5% 5.31 3% 9% 4.66 5.28
$/IMXN 17.50 -2.8 3.0 0.2 -4.4 19.33 10% 19% 17.49 0% 3% 18.59 20.29
$/CLP 922 72 -0.3 6.9 47 673 27% -13% 847 -8% 0% 743 787
$/IPEN 3.41 3.3 1.3 4.7 1.2 2.75 -19% -8% 2.91 -15% -12% 2.81 4.24
$/ICOP 3435 -8.4 8.9 -0.2 -10.0 3502 2% 17% 3773 10% 8% 3610 3208
Asia
$/ICNY 6.80 4.6 -2.7 1.8 1.1 5.02 -26% -15% 5.84 -14% -10% 5.35 5.82
$/HKD 7.84 0.5 0.9 0.4 -3.6 6.93 -12% 10% 6.64 -15% 7% 6.81 5.85
$/INR 94 27 3.2 0.4 5.5 85.85 -9% 0% 89.11 -6% -5% 87.16 57.50
$/IKRW 1543 8.7 -1.0 7.6 5.5 1169 -24% -8% 1159 -25% -23% 1165 929
$/IMYR 412 11.3 -1.2 9.9 7.0 3.26 21% -4% 4.01 -3% 6% 3.56 1.95
$/SGD 1.30 45 -2.6 1.8 0.0 1.36 5% 26% 1.30 0% 7% 1.34 0.57
$/ITWD 31.8 4.4 1.1 5.6 0.2 24.87 -22% -2% 23.81 -25% -20% 24.45 13.21
$/ITHB 3335 11 -1.8 -0.8 -2.9 30.99 7% 15% 33.75 1% 9% 32.10 18.82
$/IDR 17925 4.2 2.9 7.2 0.3 14113 21% -4% 15918 1% -6% 14835 10885
$/IPHP 61.31 0.5 1.0 15 -35 58.94 -4% 19% 62.52 2% 12% 60.37 52.56
Euro Crosses
EUR/GBP 0.86 4.2 1.5 27 2.6 0.98 14% 23% 0.91 5% 7% 0.95 1.01
EUR/CHF 0.92 4.7 -25 2.2 7.0 1.01 10% 14% 0.93 1% 3% 0.98 1.40
EUR/NOK 11.22 6.8 24 8.9 7.9 7.65 -32% -28% 10.25 -9% -5% 8.69 13.46
EUR/SEK 11.06 5.4 -0.5 4.9 5.7 8.89 -20% -14% 10.59 -4% -2% 9.57 12.54
EUR/CZK 24.26 0.3 14 1.3 1.0 30.45 26% 29% 25.10 3% 4% 28.31 24,02
EUR/HUF 355 2.8 2.1 49 3.8 381 8% 1% 405 14% 13% 391 396
EUR/PLN 4.28 0.8 15 29 2.3 4.70 10% 14% 4.43 3% 4% 4.59 3.68
EUR/RON 5.23 -0.3 33 3.0 - - - - 6.21 19% 16% - -
EUR/RUB 88.8 -17.8 9.5 8.2 -16.3 92.10 4% 15% 86.7 -2% 5% 89.9 -
Addendum
usD - -3.3 -1.7 4.7 -3.4 - - 17% - - 4% - -

Note: USD returns average of all other currencies (except ARS, NGN and UAH) with opposite sign; “EM estimates adjusted for per capita income. Spot values as of Thursday.
See dynamic table here (or click image above): https://publishing.gs.com/content/themes/table.html?criteriakey=1k2HGqgqS2h

Source: Goldman Sachs Global Investment Research
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Analyst - SEBI Registration Number INHO00001493, 10th Floor, Ascent-Worli, Sudam Kalu Ahire Marg, Worli, Mumbai-400 025, India, Corporate
Identity Number U74140MH2006FTC160634, Phone +91 22 6616 9000, Fax +91 22 6616 9001. Goldman Sachs may beneficially own 1% or more of
the securities (as such term is defined in clause 2 (h) the Indian Securities Contracts (Regulation) Act, 1956) of the subject company or companies
referred to in this research report. Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or
provide any assurance of returns to investors. Goldman Sachs (India) Securities Private Limited compliance officer and investor grievance contact
details, a copy of the annual compliance audit report and other relevant information and disclosures can be found at this link:
https://www.goldmansachs.com/worldwide/india/research-analyst. Japan: See below. Korea: This research, and any access to it, is intended only for
“professional investors” within the meaning of the Financial Services and Capital Markets Act, unless otherwise agreed by Goldman Sachs. Further
information on the subject company or companies referred to in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch. New
Zealand: Goldman Sachs New Zealand Limited and its affiliates are neither “registered banks” nor “deposit takers” (as defined in the Reserve Bank of
New Zealand Act 1989) in New Zealand. This research, and any access to it, is intended for “wholesale clients” (as defined in the Financial Advisers Act
2008) unless otherwise agreed by Goldman Sachs. A copy of certain Goldman Sachs Australia and New Zealand disclosure of interests is available at:
https://www.goldmansachs.com/disclosures/australia-new-zealand/index.html. Russia: Research reports distributed in the Russian Federation are not
advertising as defined in the Russian legislation, but are information and analysis not having product promotion as their main purpose and do not
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by a client or any other person based on this research report. Singapore: Goldman Sachs (Singapore) Pte. (Company Number: 198602165W), which is
regulated by the Monetary Authority of Singapore, accepts legal responsibility for this research, and should be contacted with respect to any matters
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would be categorized as retail clients in the United Kingdom, as such term is defined in the rules of the Financial Conduct Authority, should read this
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Goldman Sachs International (“GSI”), authorised by the Prudential Regulation Authority (“PRA”) and regulated by the Financial Conduct Authority
(“FCA”) and the PRA, has approved this research in connection with its distribution in the United Kingdom.
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Mechanism, subject to direct prudential supervision by the European Central Bank and in other respects supervised by German Federal Financial
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European Economic Area.
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necessarily reflect those of Global Investment Research and are not an official view of Goldman Sachs.

Any third party referenced herein, including any salespeople, traders and other professionals or members of their household, may have positions in the
products mentioned that are inconsistent with the views expressed by analysts named in this report.

This research is focused on investment themes across markets, industries and sectors. It does not attempt to distinguish between the prospects or
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