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EXECUTIVE SUMMARY 
 
We revise down our DXY forecasts. Following the recent easing of market volatility 
after announcement of the 2 April US reciprocal tariffs (RT) and growing optimism for a 
trade agreement between the US and China, we now feel more confident in revising our 
USD and UST forecasts. Our FX projection for the USD will consider the following factors: 

• Growth risks remain on the downside. In our previous forecast, we did not fully 
consider the impact of tariffs; 

• We maintain our outlook for US inflation to decline progressively towards the 
Fed's 2.0% target by the end of 2027;  

• Lowering the factor of the USD as a safe-haven currency. Previously, our 
expectations assumed trade war risks would elevate the USD as a safe-haven. 
This notion, however, is shrouded in doubt based on the past month's reported 
trend of fleeing from USD and USD-denominated assets. The US sovereign 
credit remains a function in our forecast model, whereby higher debt-to-GDP 
contributes to a higher USD value as investors pick up US government debt. On 
the other hand, higher debt-to-GDP lifts US Treasury yields, as seen in this 
month’s episode when yields rose on the back of Moody’s US credit rating 
downgrade from AAA; and 

• Interest rate differentials of USD vs majors will progressively be negative for the 
USD, as we assume continued gradual Fed rate cuts.  

 
UST forecasts. In addition to our USD revisions, we do the same to our UST yield 
forecasts. In particular, our UST revision includes:  

• Sustained fiscal impact. Due to fiscal policy direction, there will be pressure for 
net selling of UST due to sustained large government bills, notes, and bond 
issuances (due to continued high fiscal deficits); and 

• We need to rebalance our view of demand for USD assets (stocks, bonds, and 
FX) vis-à-vis other major currencies after seeing the mid-April USD assets sell-
down, including UST. Nevertheless, we are not inclined to think the USD asset 
sell-down was due to a lessening of the importance of the US as a trading 
partner/global economic power, but was more due to global investor 
repositioning as the US was central to the ongoing global tariff war. We do price 
in the recent rise in UST yields on the back of net selling post-Moody’s 
downgrade of the US sovereign rating, but we opine that longer-term sentiment 
should normalise and bring down UST yields as we assume the net selling is 
overdone. 

  
 
 
 
 
 

AmBank’s updated forecasts 

  3Q2025 4Q2025 1Q2026 2Q2026 3Q2026 
DXY Index 
AmBank forecast 
Previous AmBank forecast 
Bloomberg Consensus 
AmBank worst-case scenario 

 
99.8 
108.0 
100.2 
98.9 

 
100.0 
106.0 
99.3 
99.2 

 
98.6 
NA 
98.3 
97.7 

 
98.0 
NA 
NA 
97.1 

 
97.4 
NA 
NA 

96.5 
10Y UST yield (%) 
AmBank forecast  
Previous AmBank forecast 
Bloomberg Consensus 
AmBank worst-case scenario 

 
4.40 
4.40 
4.18 
4.20 

 
4.30 
4.20 
4.10 
4.10 

 
4.20 
4.30 
4.04 
4.00 

 
4.10 
4.32 
4.03 
3.90 

 
3.90 
4.32 
4.03 
3.70 
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New forecasts amid another Trump tantrum  
 
 
 
 
 
 
 
 
 
 
 

Risks to growth remain on the downside 
 

Inflation progress continues  
 

Lowering the USD allure as a safe haven 
 

Interest rate differentials are progressively 
against the USD  

 
 
 

 Revising our USD projections 
 
We revise down our DXY forecasts. Following the recent easing in volatility after 
the announcement of the 2 April RT and increasing hopes for a trade agreement 
between the US and China, we now have greater confidence to revise our USD and 
UST forecasts. In doing our revision for USD, we also note increased hopes for trade 
agreements between the US and countries affected by the RT. We also consider the 
latest central bank (i.e., the Fed) narrative and signalling of incoming rate cuts into 
our projections.  
 
Our FX projection for the USD will consider the following factors: 

• Risks to growth remain on the downside. Our previous forecast did 
not fully account for the tariff impact. Our USD forecast model uses the 
US current account balance and goods and services trade balance as 
variables.  

• We maintain our outlook for US inflation to progressively decline 
towards the Fed's 2.0% by the end of 2027. Our model uses the 
monthly core PCE y/y rate.  

• Lowering the factor of the USD as a safe-haven currency. 
Previously, our expectations assumed trade war risks would elevate 
USD as a safe haven, which has been placed with some doubt based 
on the past month's reported trend of fleeing away from USD and USD 
assets. However, the US sovereign credit remains a function in our 
forecast model, whereby higher debt-to-GDP contributes to a higher 
USD value as investors pick up US government debt. On the other 
hand, higher debt-to-GDP lifts US Treasury yields, as seen in this 
month’s episode when yields rose on the back of Moody’s US credit 
rating downgrade from AAA. 

• Interest rate differentials of USD vs. majors will progressively be 
negative for the USD, as we assume the Fed's continued gradual 
interest rate cuts. For the purpose of our model, we used the 12M T-bill 
rate and the Fed Funds Rate (FFR) as variables for interest rates.  

 
Worst-case scenario. That being said, we also present a worst-case scenario for 
US macro conditions, which assumes the tariff situation continues to deteriorate 
(with US and China tariffs on each other sustained near the 100% level), and lower, 
but still substantial, RT on other countries. Meanwhile, we assume a larger quantum 
of interest rate cuts by the Fed. In our base case, our assumption is for the FFR to 
reach 4.00% (upper bound) (now 4.50%) by end-2025 and may quickly reach 3.25% 
by mid-2026 and end 2026 at 3.00%. For our worst-case scenario, looking at 
sustained tariff impact on growth, we assume 3.75% FFR end-2025 (4.00% base 
case) and down to 2.75% end-2026 (3.00% base case). Short-term rates (12M T-
bills used in our model) should see ensuing declines accordingly, and thus 
contribute to lessened interest rate differential advantage for USD vs. other major 
currencies. We note that real FFR remains near 10-year highs, thus providing ample 
room for Fed rate cuts in a 1- to 2-year time horizon, in our opinion.  
 
Both our refreshed USD and UST projections are tabulated on Page 1 of this 
research note.  
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Taking account of the macro outlook, which 
we underweighted before  

 
 

Fed rate cuts will continue 
 
 
 
 
 
 

UST to continue to be impacted by fiscal and 
trade policy  

 
 

 Revising our UST projections 
 
In addition to our USD revisions, we revise our UST yield forecasts. Our UST 
assumptions take into account the following factors:  

• Continued weak economic data and outlook, which we 
underweighted before, including anticipated effects of the trade war on 
the US economy.  

• The pace of Fed interest rate cuts remains as per our current 
expectations: two (2) 25 bps cuts in the remaining months this 
year and two (2) cuts in 1H2026. Nevertheless, despite our FFR 
expectations, we think bond markets will sustain pent-up expectations 
for more cuts, which we think will press bond yields lower vis-à-vis 
shorter-term rates such as the T-bill levels.  

• Continued fiscal policy pressures and worsening global trade 
policy and outlook. We think the bond market will continue to price in 
Fed cuts (i.e., decline in UST yields), but this will be heavily balanced 
by the pricing in of continued Trump policy.  
o Due to fiscal policy direction, there will be pressure for net selling 

of UST due to sustained large government bills, notes and bond 
issuances (due to continued high fiscal deficits). Our reading of the 
Securities Industry and Financial Markets (SIFMA) data stated that 
in 2024, the estimated net issuance of UST securities was USD1.9 
trillion. Going into 2025, the Congressional Budget Office placed a 
6.5% fiscal deficit to GDP and, in dollar terms, will be USD1.94 
trillion. Hence, the net issuance of UST securities will likely be 
similarly large in 2025, at least USD2.0 trillion. 

o In addition, there remains pressure for net selling of USD assets in 
view of perceived Trump trade policy errors, which could: 
a) be inflationary; and  
b) rebalance our view of demand for USD assets (stocks, bonds 

and FX) vis-à-vis other major currencies, after we saw the mid-
April sell-down of USD assets, including UST. Nevertheless, 
we are not inclined to think the USD asset sell-down was due 
to a lessening of the importance of the US as a trading 
partner/global economic power, but was more due to global 
investor repositioning as the US was central to the ongoing 
global tariff war. We do price in the recent rise in UST yields on 
the back of net selling post Moody’s downgrade of the US 
sovereign rating, but we opine that longer-term sentiment 
should normalise and bring down UST yields as we assume 
the net selling is overdone. 

 
Last, we also present a worst-case scenario for UST on the side. We assume the 
tariff situation will continue deteriorating, including US and China tariffs, and still 
substantial RT remaining on other countries. Our assumptions on FFR policy/rate 
cuts for our base-case vs. worse-case UST projections are similar to those in our 
base-case vs. worse-case USD revisions.  
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Exhibit 1: Deteriorating US macro indicators  Exhibit 2: Deteriorating US macro indicators 
 

 

  

 
 

Sources: Bloomberg, AmBank Economics  Sources: Bloomberg, AmBank Economics 
 

 

Exhibit 3: Real FFR remains near 10-year highs  Exhibit 4: Rates differentials not looking good for USD 
 

 

  

US interest rate policy lags majors. Our base case assumes FFR 
 to hit 3.00% end-2026. 

 

 

Sources: Bloomberg, AmBank Economics  Sources: Bloomberg, AmBank Economics 
 

 

Exhibit 5: Volatility measures fall after blowout in April  Exhibit 6: Futures continue to price lower FFR 
 
 

 

  

FFR futures pricing in lower rates,  
set to dampen DXY levels 

 

 

Sources: Bloomberg, AmBank Economics  Sources: Bloomberg, AmBank Economics 
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DISCLOSURE AND DISCLAIMER 
This report is prepared for information purposes only and it is issued by AmBank (M) Berhad (“AmBank”) without regard to your  individual 
financial circumstances and objectives. Nothing in this report shall constitute an offer to sell, warranty, representation, recommendation, legal, 
accounting or tax advice, solicitation, or expression of views to influence any one to buy or sell any real estate, securities, stocks, foreign 
exchange, futures, investment, or other products. AmBank recommends that you evaluate a particular investment or strategy based on your 
individual circumstances and objectives and/or seek financial, legal, or other advice on the appropriateness of the particular investment or 
strategy. 
 
The information in this report was obtained or derived from sources that AmBank believes are reliable and correct at the time of issue. While all 
reasonable care has been taken to ensure that the stated facts are accurate and views are fair and reasonable, AmBank has not independently 
verified the information and does not warrant or represent that they are accurate, adequate, complete, or up-to-date and they should not be 
relied upon as such. All information included in this report constitute AmBank’s views as of this date and are subject to change without notice. 
Notwithstanding that, AmBank has no obligation to update its opinion or information in this report. Facts and views presented in this report may 
not reflect the views of or information known to other business units of AmBank’s affiliates and/or related corporations (collectively, “AmBank 
Group”).  
 
This report is prepared for the clients of AmBank Group and it cannot be altered, copied, reproduced, distributed or republished for any purpose 
without AmBank’s prior written consent. AmBank, AmBank Group and its respective directors, officers, employees, and agents (“Relevant 
Person”) accept no liability whatsoever for any direct, indirect, or consequential losses, loss of profits and/or damages arising from the use or 
reliance of this report and/or further communications given in relation to this report. Any such responsibility is hereby expressly disclaimed. 
  
AmBank is not acting as your advisor and does not owe you any fiduciary duties in connection with this report. The Relevant Person may provide 
services to any company and affiliates of such companies in or related to the securities or products and/or may trade or otherwise effect 
transactions for their own account or the accounts of their customers which may give rise to real or potential conflicts of interest.  
 
This report is not directed to or intended for distribution or publication outside Malaysia. If you are outside Malaysia, you should have regard to 
the laws of the jurisdiction in which you are located. 
 
If any provision of this disclosure and disclaimer is held to be invalid in whole or in part, such provision will be deemed not to form part of this 
disclosure and disclaimer. The validity and enforceability of the remainder of this disclosure and disclaimer will not be affected. 
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