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EM FX Plunges as Commodity Prices & Risk Mood Collapse 

The coronavirus pandemic has taken a heavy toll on practically all major currencies 

with widespread losses against the greenback only sparing the Japanese yen. 

Nowhere is this more evident than in emerging market currencies, which, on a trade-

weighted basis, have lost around 7% of their value against the greenback since the 

start of the month. The unforgiving slide in equity and commodity markets and 

extreme uncertainty around the future of global economic growth points to sustained 

weakness within the EM FX space, with the outlook worsening with each passing 

day. 

The dearth of risk appetite amid the collapse in equity markets and a morose 

economic outlook has led to massive outflows of funds from emerging markets. Daily 

tracking data from the Institute of International Finance (IIF) shows that international 

investors have shed massive amounts of EM equities and debt (chart 1). This, 

alongside and combined with USD funding pressures and a sharp drop in commodity 

prices, has led to a double-digit depreciation in a number of EM currencies, with the 

Russian ruble (RUB) losing nearly a quarter of its value in the year to date; the 

Mexican peso and Brazilian real follow closely behind with year-to-date losses above 

20% (chart 2).  

Our risk appetite index—which combines a handful of market risk proxies—has fallen 

to its lowest point since the great financial crisis, with our EM trade-weighted FX 

index following closely along (chart 3). While MXN carry trades had increasingly 

become a solid bet over the last couple of years—particularly against the EUR due to 

very attractive financing costs—the high degree of peso volatility has all but erased 

any advantage of this trading strategy (chart 4) which has likely led to a sharp 

retracement of MXN positions. Tomorrow’s CFTC open interest figures for the week 

ending on March 17 are likely to reflect a massive unwind of MXN long positions 

amid a near-10% decline in its value during this period. 

So far in 2020, WTI crude oil prices have declined by around two-thirds owing to an 

expected fall in demand due to slowing growth globally but also, more recently, in 

light of the price war initiated by Saudi Arabia two weeks back following the 

breakdown of OPEC+ talks, with Russia resisting calls to curtail output. The one-two 

punch of crude prices hitting their lowest mark since 2002 and the precarious risk-

environment have hit commodity currencies the hardest. All six of the weakest 

performing EM currencies so far this year have on average a ~95% correlation to 

both crude oil prices and market volatility (VIX) in the year-to-date. One case that 

stands out is the performance of the Peruvian sol, as the central bank intervenes in 

currency markets to prevent a sharp depreciation in the sol, whose correlation to 

crude prices and volatility stands at roughly 95%.  

We believe that risk appetite is set to remain weak and thus check any advance in 

EM currencies through at least the middle of the year when the peak in COVID-19 

contagions outside of China may be reached. The mood is unlikely to shift, and may 

likely worsen, as case counts around the world (namely the US) continue to rise and 

economic data for the first and second quarter begin to trickle-in showing the 

devastating blow to growth from extensive social distancing efforts; the contraction in 

GDP growth for the second quarter in the US and the Eurozone is likely to reach 

double digits in annualized terms.  

The damage from the coronavirus will unfortunately linger past the peak in case 

counts as the idling of various sectors of the economy leads to extended job losses 

globally, with a concomitant impact in trade in commodities and other 

merchandises—further impacting export-oriented economies. With global demand 

set to remain depressed through most of 2020 and no end in sight to Saudi Arabia’s 

ramp-up in production, EM FX will get little assistance from crude oil prices, which 
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EM FX Post Steep Declines to Start the Year
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are unlikely to post an important recovery in the near-term. The decline in 

commodity prices also places sovereign credit ratings at risk of important 

downgrades for certain nations whose public coffers heavily depend on the price of 

oil or other commodities and may not be able to hedge future revenues at 

favourable terms (e.g. Mexico).  

On the flip side, EM FX may benefit slightly from a concerted effort by central banks 

globally to ease USD funding pressures (chart 5) through newly-established swap 

lines in tandem with the Federal Reserve. Until market uncertainty eases 

dramatically, however, these operations are unlikely to deliver long-lasting benefits 

and may only prevent a continued run-off in the USD.  

For the moment, we maintain a bearish outlook on emerging market currencies, with 

the tide unlikely to turn decisively in their favour until the final months of the year or 

until the spread of COVID-19 materially decelerates. There exists the risk, however, 

that we see a resurgence in contagion counts after (if) social distancing measures 

are relaxed in the fall—coinciding with the start of the flu season in North America 

and Europe. 

-3.00

-2.25

-1.50

-0.75

0.00

0.75

1.50

-12

-9

-6

-3

0

3

6

01/19 04/19 07/19 10/19 01/20

Source: Bloomberg, Scotiabank FICC Strategy.
*BRL, CLP, COP, INR, KRW, MXN, PLN, THB, TRY,

and ZAR w eighted by goods trade in USD.

EM FX Craters Alongside Risk Appetite

3-mth %
change

Risk appetite index 
(RHS)

3-mth change
in index

EM trade-weighted FX index 
(LHS)

0.00

0.20

0.40

0.60

0.80

1.00

1.20

12 13 14 15 16 17 18 19 20

Source: Bloomberg, Scotiabank FICC Strategy.

MXN Carry Incentive Plummets

carry to risk ratio

USDMXN

EURMXN

Chart 3 

Chart 4 

Chart 5 

-30

0

30

60

90

120

12

14

16

18

20

22

24

26

14 15 16 17 18 19 20

Source: Bloomberg, Scotiabank FICC Strategy.

USD Funding Costs Soar

USDMXN

USDMXN
(LHS)

13M MXN-USD
Basis Swap 13M

bps



3 

GLOBAL FX STRATEGY  |  FX QUICK NOTES 
Thursday, March 19, 2020 

IMPORTANT NOTICE and DISCLAIMER: 

This report is prepared by Scotiabank as a resource for clients of Scotiabank for information and discussion purposes only. This report should be considered a marketing 

communication and has not been prepared by a member of the research department of Scotiabank, it is solely for the use of sophisticated institutional investors, and this 

report does not constitute investment advice or any personal recommendation to invest in a financial instrument or “investment research” as defined by the UK Prudential 

Regulation Authority or UK Financial Conduct Authority. This document has not been prepared in accordance with EU legal requirements designed to promote the independ-

ence of investment research and the information contained in this publication is not subject to any prohibition in the EU on dealing ahead of the dissemination of investment 

research. Opinions, estimates and projections contained herein are our own as of the date hereof and are subject to change without notice. The information and opinions 

contained herein have been compiled or arrived at from publically available sources believed reliable but no representation or warranty, express or implied, is made as to 

their accuracy or completeness and neither the information nor the forecast shall be taken as a representation for which Scotiabank or any of its employees incur any re-

sponsibility. Neither Scotiabank nor its representatives accept any liability whatsoever for any loss arising from any use of this report or its contents. This report is not, and is 

not constructed as, an offer to sell or solicitation of any offer to buy any financial instruments and has no regard to the specific investment objectives, financial situation or 

particular needs of any recipient. It is not intended to provide legal, tax, accounting or other advice. Scotiabank and/or its respective officers, directors or employees may 

from time to time take positions in the products mentioned herein as principal or agent. Directors, officers or employees of Scotiabank may serve as directors of corporations 

referred to herein. Scotiabank may have acted as financial advisor and/or underwriter for certain of the corporations mentioned herein and may have received and may 

receive remuneration for same. This report may include forward-looking statements about the objectives and strategies of Scotiabank. Such forward-looking statements are 

inherently subject to uncertainties beyond the control of Scotiabank including but not limited to economic and financial conditions globally, regulatory development in Canada 

and elsewhere, technological developments and competition. The reader is cautioned that the member's actual performance could differ materially from such forward-

looking statements. Past performance or simulated past performance is not a reliable indicator of future results. Forecasts are not a reliable indicator of future performance. 

You should note that the manner in which you implement any of strategies set out in this report may expose you to significant risk and you should carefully consider your 

ability to bear such risks through consultation with your legal, accounting and other advisors. Information in this report regarding services and products of Scotiabank is 

applicable only in jurisdictions where such services and products may lawfully be offered for sale and is void where prohibited by law. If you access this report from outside 

of Canada, you are responsible for compliance with local, national and international laws. Not all products and services are available across Canada or in all countries. All 

Scotiabank products and services are subject to the terms of applicable agreements. This report and all information, opinions and conclusions contained in it are protected 

by copyright. This report may not be reproduced in whole or in part, or referred to in any manner whatsoever nor may the information, opinions and conclusions contained in 

it be referred to without in each case the prior express consent of Scotiabank. Scotiabank is a Canadian chartered bank. 

If you are affected by MIFID II, you must advise us in writing at trade.supervision@scotiabank.com. 

™Trademark of The Bank of Nova Scotia. Used under license, where applicable. Scotiabank, together with “Global Banking and Markets”, is a marketing name for the glob-

al corporate and investment banking and capital markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including, 

Scotia Capital Inc. and Scotia Capital (USA) Inc., Scotiabank Europe plc, Scotiabank (Ireland) Limited - all members of the Scotia-bank Group and authorized users of the 

mark. The Bank of Nova Scotia is incorporated in Canada with limited liability. Scotia Capital Inc. is a member of the Canadian Investor Protection Fund. Scotia Capital 

(USA) Inc. is a broker-dealer registered with the SEC and is a member of FINRA, NYSE, NFA and SIPC. The Bank of Nova Scotia is authorized and regulated by the Office 

of the Superintendent of Financial Institutions in Canada. The Bank of Nova Scotia is authorized by the Prudential Regulation Authority and subject to regulation by the 

Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the Prudential 

Regulation Authority are available from us on request. Scotiabank Europe plc is authorized by the Prudential Regulation Authority and regulated by the Financial Conduct 

Authority and the Prudential Regulation Authority. 

To unsubscribe from receiving further Commercial Electronic Messages click this link: www.unsubscribe.gbm.scotiabank.com. 

mailto:trade.supervision@scotiabank.com
http://www.unsubscribe.gbm.scotiabank.com

