
 

 
◆ The USD was the worst performing G10 currency last year 

and is likely to stay soft in 2026 

◆ A significantly stronger USD would require unexpected Fed 

rate hikes, while other central banks hold or cut rates 

◆ The AUD, NZD, and potentially SEK are well positioned, but 

changes in risk sentiment remain a concern 

 
In 2025, the USD was the worst performing G10 currency, with the US Dollar 
Index (DXY) falling c9.4% − its largest annual decline since 2018 (Chart 1). As we 
look towards 2026, the outlook for the USD remains subdued, provided that 
global economic growth holds steady, the Federal Reserve (Fed) does not raise 
rates, and US financial conditions stay accommodative.  

A key variable for the USD’s trajectory is the Fed’s monetary policy. Current 
market pricing anticipates c56bp of Fed easing by end-2026 (Bloomberg, 8 January). 
Should expectations for Fed rate cuts be removed, this could offer some support to 
the USD. However, this alone is unlikely to drive a sustained recovery, especially if 
other major central banks are expected to raise rates. For the USD to regain 
significant strength, the Fed would need to begin a rate-hiking cycle much earlier 
than currently anticipated, at a time when markets are not expecting further 
tightening from other central banks − a scenario we view as a high hurdle for 2026. 

That being said, a further significant weakening of the USD also appears 
unlikely once the Fed’s rate-cutting cycle concludes. 

   
1. DXY’s annual percentage change  2. ‘Hierarchy of Needs’ framework for 

G10 currencies 

 

  

Source: Bloomberg, HSBC  Source: HSBC  

   

Applying our ‘Hierarchy of Needs’ framework to the G10 currency complex (Chart 2), 
several currencies are notable. The AUD, NZD, and potentially SEK are well 
positioned, benefiting from improved fiscal outlooks, recovering domestic growth, 
and the prospect of tighter monetary policy. These factors collectively enhance their 
relative attractiveness. However, it is important to note that risk sentiment is likely to 
remain a key driver; in a “risk-off” environment, these currencies could come under 
pressure. In contrast, the USD, EUR, GBP, and JPY currently lack the same 
combination of supportive factors. 
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Disclosure appendix 
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document is general and should not be construed as personal advice, given it has been prepared without taking account of the 

objectives, financial situation or needs of any particular investor.  Accordingly, investors should, before acting on it, consider the 

appropriateness of the information, having regard to their objectives, financial situation and needs. If necessary, seek professional 

investment and tax advice.  

Certain investment products mentioned in this document may not be eligible for sale in some states or countries, and they may 

not be suitable for all types of investors. Investors should consult with their HSBC representative regarding the suitability of the 

investment products mentioned in this document and take into account their specific investment objectives, financial situation or 

particular needs before making a commitment to purchase investment products.   

The value of and the income produced by the investment products mentioned in this document may fluctuate, so that an investor 

may get back less than originally invested.  Certain high-volatility investments can be subject to sudden and large falls in value 

that could equal or exceed the amount invested.  Value and income from investment products may be adversely affected by 

exchange rates, interest rates, or other factors.  Past performance of a particular investment product is not indicative of future 

results. 

HSBC and its affiliates will from time to time sell to and buy from customers the securities/instruments (including derivatives) of 

companies covered in HSBC Research on a principal or agency basis.  

Whether, or in what time frame, an update of this analysis will be published is not determined in advance. 

Additional disclosures 

1 This report is dated as at 09 January 2026. 

2 All market data included in this report are dated as at close 08 January 2026, 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 

Research operate and have a management reporting line independent of HSBC’s Investment Banking business. 

Information Barrier procedures are in place between the Investment Banking, Principal Trading, and Research businesses 

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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