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Disclaimer

Forecasts and data are as at February 2022

IMPORTANT DISCLOSURE: THIS COMMUNICATION HAS BEEN GENERATED BY AN EMPLOYEE OF RBCCM AND IS BEING CONVEYED TO YOU AS A SOLICITATION 
(FOR PURPOSES OF 17 CFR §§1.71(a)-(c) AND 23.605) FOR ENTERING INTO A DERIVATIVES TRANSACTION.

This communication has been prepared by RBC Capital Markets (“RBCCM”) FX trading/sales personnel for institutional clients and your information only and is not a research 
report prepared by the RBCCM Research Department. Unless otherwise specified, the views expressed herein are the author’s and may differ from the views of RBCCM’s 
Research Department and from the views of others within RBCCM. The information in the body of this communication is intended to provide general FX and/or market commentary, 
is not intended to provide a sufficient basis for an investment decision and should not be considered a research report. This material may include references to recently published 
research notes and reports by RBCCM’s Research Department. Complete research notes and reports, including important conflicts disclosures, are available at 
www.rbcinsight.com. You should assume that trading desks at RBCCM or its affiliates makes markets and/or hold positions, and may have conducted underwriting or 
other investment banking work in any of the securities referenced herein. Information contained herein has been compiled by RBCCM from sources believed to be reliable, 
but no representation or warranty, express or implied, is made as to its accuracy, completeness or correctness. Every province in Canada, state in the U.S., and most countries 
throughout the world have their own laws regulating the types of securities and other investment products which may be offered to their residents, as well as the process for doing 
so. As a result, the securities discussed in this communication may not be eligible for sale in some jurisdictions. To the full extent permitted by law neither RBCCM nor any of its 
affiliates or any other person accepts any liability whatsoever for any direct, or indirect or consequential loss or damage arising from any use of the information contained herein. No 
matter contained in this communication may be reproduced or copied by any means without the prior consent of RBCCM.

RBC Capital Markets is the global brand name for the capital markets business of Royal Bank of Canada and its affiliates. United States: This communication has been approved 
by RBC Capital Markets, LLC (member FINRA, NYSE, SIPC), which is a U.S. registered broker-dealer and which accepts responsibility for this communication and its 
dissemination in the United States. Any U.S. recipient of this communication that is not a registered broker-dealer or a bank acting in a broker or dealer capacity and that wishes 
further information regarding, or to effect any transaction in, any of the securities discussed in this communication, should contact and place orders with RBC Capital Markets, LLC. 
This communication is not a research report or a product of RBCCM's Research Department. Canada: This document may be distributed in Canada by RBC Dominion 
Securities Inc. (Member-Canadian Investor Protection Fund and a member of the Investment Industry Regulatory Organization of Canada (IIROC)) and RBC Phillips, Hager & North 
Investment Counsel Inc. United Kingdom: This publication has been approved by RBC Europe Limited, which is authorised by the Prudential Regulation Authority (“PRA”) and 
regulated by the Financial Conduct Authority and PRA. Hong Kong: This publication is distributed in Hong Kong by Royal Bank of Canada, Hong Kong Branch which is regulated 
by the Hong Kong Monetary Authority and the Securities and Futures Commission ('SFC'), RBC Investment Services (Asia) Limited and RBC Investment Management (Asia) 
Limited, both entities are regulated by the SFC. Financial Services provided to Australia: Financial services may be provided in Australia in accordance with applicable law. 
Financial services provided by the Royal Bank of Canada, Hong Kong Branch are provided pursuant to the Royal Bank of Canada's Australian Financial Services Licence ('AFSL') 
(No. 246521). Australia: Royal Bank of Canada, Sydney Branch (regulated by the Australian Securities & Investments Commission and the Australian Prudential Regulation 
Authority; AFSL 246521; ABN 86 076 940 880). This document is distributed only to persons who satisfy the definition of wholesale client for the purposes of the Corporations Act 
2001 and not intended for distribution to retail clients. Japan: Unless otherwise exempted by Japanese law, this document is distributed in Japan by or through RBC Capital 
Markets (Japan) Ltd. Tokyo Branch, a registered type one financial instruments firm and/or Royal Bank of Canada, Tokyo Branch, a licensed foreign bank, as the case may be. 

For non-institutional investors in the U.S., Canada, nothing in this report constitutes legal, accounting or tax advice or individually tailored investment advice. This material is 
prepared for general circulation to clients and has been prepared without regard to the individual financial circumstances and objectives of persons who receive it. Past performance 
is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. Interest rates, market conditions, special offers, tax ruling and other 
investment factors are subject to change.  You are advised to seek independent advice from your financial adviser before purchasing any product or if you are in doubt about any of 
the contents of this document. If you do not obtain independent advice, you should consider whether the product is suitable for you.
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2021 was a story of (nominal) rate dynamics…

 Sensitivity to rates rises as rates move off the zero lower bound – with 2y mattering more than 10y and 
nominal mattering more than real.  

Source: RBC Capital Markets, Bloomberg3
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As rates diverge, levels will start to matter 

 After a radical COVID-led convergence, 2yr yields are back to pre-pandemic levels of dispersion.

 On our forecasts, that continues into 2023, with 2yr rate divergence back to highs of 2014 & 2018.

 We expect more focus on rate differentials in a static as well as dynamic sense going forward. 

Source: RBC Capital Markets, Bloomberg4

0.0

0.5

1.0

1.5

2.0

2.5

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

2yr swaps

CB policy rates

Standard deviation of G10 rates

Based on RBC 
forecasts



…Also muddying the FX response to supply side shocks in crude

 Not all rallies in crude have the same 
effect on FX. 

 A demand-driven rally tends to line up 
with the correlations shown on the 
previous slide. 

 A rally driven by supply shocks or 
geopolitical risk can have the opposite 
effect through haven flows. 

Source: RBC Capital Markets, Bloomberg5
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USD/CAD – Driven by rates, risk appetite & crude

 We run a fitted framework to decompose changes in USD/CAD based on changes in its main underlying 
drivers. For the last few months, rate differentials have been pushing it higher, with crude pulling down.   

Source: RBC Capital Markets, Bloomberg6
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