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Soft landing and dollar depreciation 

➢ If US growth slows and expectations of monetary easing gain 

traction, the dollar will inevitably weaken 

➢ Cross yen rates remain firm and yen weakening pressures 

persistent, albeit with small declines in the USD/JPY  

➢ If the US moves from a soft landing to a hard landing scenario, 

crisis will bring dollar strengthening and strengthen the yen the 

most of all currencies 
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The most unexpected development this year was strong real GDP growth in the US in 

2023. The consensus US growth forecast among private sector economists at the start of 

2023 was only +0.3%, but that steadily rose over time and is now up to +2.3% (Chart 1). 

Outlooks were raised in all the other major economies up until early summer, but since 

then upward revisions continued in the US but flattened out in the euro zone and the UK, 

highlighting the strength of the US economy.  

 

Dramatic monetary tightening has not had much impact in the US but has already 

weakened the euro zone and UK economies. Slower credit growth in the euro zone and 

UK are an indication that demand is being restricted by central bank tightening (Chart 2). In 

Japan, where monetary policy has remained accommodative, growth forecasts started out 

the year already high and have been raised to the same extent as in the US since the 

summer.  

 

Reflecting these differences in economic trends, the dollar started strengthening in the 

summer. The dollar index (DXY) had fallen below 100 in mid-July but climbed to above 107 

by early October. During that time, the EUR/USD fell from a high 1.12 to a mid 1.04 and 

the GBP/USD dropped from a mid 1.31 to a low 1.20. The USD/JPY likewise rose from a 

low 137 to over 150, but unlike many of the other currencies which then rebounded, the 

yen kept weakening against the dollar.  

 
 

Chart 1: Consensus Estimates for Real GDP Growth Rate in 2023   Chart 2: Bank Lending in Eurozone and UK  

 

 

 
Source: Bloomberg; compiled by Daiwa Securities.  Source: ECB, BOE; compiled by Daiwa Securities. 
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Starting in November, however, concerns started to mount over a US economic slowdown. 

The economic data announced over the past few weeks included lower-than-expected jobs 

data and a softening of the ISM indices for both manufacturing and services, and this has 

buttressed the view that there will be a significant slowdown of the US economy. The CPI 

numbers announced this week clearly showed that the disinflation process is gaining 

traction. In response to the US economic data, expectations of an additional Fed rate hike 

in 2023 have all but disappeared and the 10yr Treasury yield, which had risen above 5% in 

late October, has backed down to around 4.5%. The dollar has been moving in step with 

interest rate differentials, and the recent decline in US interest rates pushed the DXY down 

below 105 (Chart 3).  

 

As noted above, the USD/JPY has remained in a rising trend despite the recent dollar 

weakening trend, and we think the carry trade is one reason why. Global stock markets, 

liking the declining trend in interest rates since the start of November, have been rising. 

Expectations of a soft landing for the US economy are strongly rooted in the market, and 

the economic data, which point to mildly slower growth and moderating inflation, have 

fueled a decline in interest rates and rise in share prices. Evidence of this is that many 

currencies have risen against the dollar in response to declining US interest rates and 

cross yen rates have been rising across the board (Chart 4). Downward pressure on the 

dollar from declining US rates is also affecting the USD/JPY, but because some of that is 

being offset by yen weakening pressures led by cross-yen pairs, the USD/JPY has not 

been declining.  

 

If US growth slows and expectations of monetary easing gain traction, the dollar will 

inevitably weaken, but the path it follows will not be smooth. The market is increasingly 

expecting the Fed to turn dovish, and if this leads to a further rise in share prices, 

tightening of credit spreads, and weakening of the dollar, US financial conditions will 

become more accommodative. That would boost the economy, create inflationary 

pressures, and ultimately force the Fed to continue tightening.  

 

If the Fed does not cut rates as disinflation progresses, Fed policy will automatically 

become tighter. Speculation of a Fed pivot has risen then disappeared numerous times so 

far, but can the Fed somehow achieve a soft landing while that continues? We have our 

doubts. The dollar will probably continue weakening while the market is still expecting a 

soft landing. At the same time, it is likely that cross yen rates will remain firm and yen 

weakening pressures persist, albeit with small declines in the USD/JPY. If the US moves 

from a soft landing to a hard landing scenario, however, it is likely that crisis will start 

strengthening the dollar and strengthen the yen the most of any currency.  
 

Chart 3: Dollar Index (DXY), 5yr Interest Rate Differentials  Chart 4: Rate of Change in G10 Currencies vs. JPY (from Nov) 

 

 

 
Source: ICE. Bloomberg; compiled by Daiwa Securities. 
Note: Interest rate differentials are weighted averages based on the respective currency's 
weighting in the DXY index 

 Source: Bloomberg; compiled by Daiwa Securities. 
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IMPORTANT 

 

This report is provided as a reference for making investment decisions and is not intended to be a solicitation for investment. Investment decisions should be 

made at your own discretion and risk. Content herein is based on information available at the time the report was prepared and may be amended or otherwise 

changed in the future without notice. We make no representations as to the accuracy or completeness. Daiwa Securities Co. Ltd. retains all rights related to the 

content of this report, which may not be redistributed or otherwise transmitted without prior consent.  

 

Ratings 

Issues are rated 1, 2, 3, 4, or 5 as follows: 

1: Outperform TOPIX/benchmark index by more than 15% over the next 12 months. 

2: Outperform TOPIX/benchmark index by 5-15% over the next 12 months. 

3: Out/underperform TOPIX/benchmark index by less than 5% over the next 12 months. 

4: Underperform TOPIX/benchmark index by 5-15% over the next 12 months. 

5: Underperform TOPIX/benchmark index by more than 15% over the next 12 months. 

 

Benchmark index: TOPIX for Japan, S&P 500 for US, STOXX Europe 600 for Europe, HSI for Hong Kong, STI for Singapore, KOSPI for Korea, TWII for 

Taiwan, and S&P/ASX 200 for Australia. 

 

Target Prices 

Daiwa Securities Co. Ltd. sets target prices based on its analysts’ earnings estimates for subject companies. Risks to target prices include, but are not limited 

to, unexpected significant changes in subject companies’ earnings trends and the macroeconomic environment. 

 

Disclosures related to Daiwa Securities 

Please refer to https://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/e_disclaimer.pdf for information on conflicts of interest for Daiwa Securities, securities 

held by Daiwa Securities, companies for which Daiwa Securities or foreign affiliates of Daiwa Securities Group have acted as a lead underwriter, and other 

disclosures concerning individual companies. If you need more information on this matter, please contact the Research Production Department of Daiwa 

Securities. 

 

Explanatory Document of Unregistered Credit Ratings 

This report may use credit ratings assigned by rating agencies that are not registered with Japan’s Financial Services Agency pursuant to Article 66, Paragraph 

27 of the Financial Instruments and Exchange Act. Please review the relevant disclaimer regarding credit ratings issued by such agencies at:  

https://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/credit_ratings.pdf. If you need more information on this matter, please contact the Research 

Production Department of Daiwa Securities. 

 

 

Notification items pursuant to Article 37 of the Financial Instruments and Exchange Law 

(This Notification is only applicable to where report is distributed by Daiwa Securities Co. Ltd.)    

If you decide to enter into a business arrangement with our company based on the information described in this report, we ask you to pay close attention to the 

following items.  

 

▪ In addition to the purchase price of a financial instrument, our company will collect a trading commission* for each transaction as agreed beforehand with 

you. Since commissions may be included in the purchase price or may not be charged for certain transactions, we recommend that you confirm the 

commission for each transaction. In some cases, our company also may charge a maximum of ¥2 million per year as a standing proxy fee for our deposit of 

your securities, if you are a non-resident.  

▪ For derivative and margin transactions etc., our company may require collateral or margin requirements in accordance with an agreement made beforehand 

with you. Ordinarily in such cases, the amount of the transaction will be in excess of the required collateral or margin requirements**.  

▪ There is a risk that you will incur losses on your transactions due to changes in the market price of financial instruments based on fluctuations in interest 

rates, exchange rates, stock prices, real estate prices, commodity prices, and others. In addition, depending on the content of the transaction, the loss could 

exceed the amount of the collateral or margin requirements.  

▪ There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by our company.  

▪ Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your trading in financial instruments with such experts as 

certified public accountants.  

 

* The amount of the trading commission cannot be stated here in advance because it will be determined between our company and you based on current 

market conditions and the content of each transaction etc. 

** The ratio of margin requirements etc. to the amount of the transaction cannot be stated here in advance because it will be determined between our company 

and you based on current market conditions and the content of each transaction etc.  

 

When making an actual transaction, please be sure to carefully read the materials presented to you prior to the execution of agreement, and to take 

responsibility for your own decisions regarding the signing of the agreement with our company. 

 

Corporate Name: Daiwa Securities Co. Ltd.  

Registered: Financial Instruments Business Operator, Chief of Kanto Local Finance Bureau (Kin-sho) No.108  

Memberships: Japan Securities Dealers Association, The Financial Futures Association of Japan, Japan Investment Advisers Association, Type II Financial 

Instruments Firms Association, Japan Security Token Offering Association 
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