
 

 
◆ The CAD has started to reverse some of its recent resilience… 

◆ …and this may continue, especially if labour markets soften 

and markets pare BoC tightening expectations 

◆ The JPY’s “safe haven” behaviour could be triggered  
 
CAD – from over to under? 

The CAD has outperformed most G10 peers during the Middle East conflict. This 

outperformance is beginning to ease, and we expect the momentum to moderate 

further in the weeks ahead. While elevated oil prices should provide some 

support for the CAD, particularly against energy-importing G10 currencies, we think 

relative monetary policy could be a more influential driver (Chart 2).  

Specifically, our economists expect the Bank of Canada (BoC) to remain on 

hold through 2026 and 2027, while recognising there are hawkish risks to the rate 

path if energy disruption persists and inflation expectations rise significantly. With 

markets currently pricing in around two BoC rate hikes this year (Bloomberg, 26 

March 2026), the balance of risks looks skewed to the downside for the CAD in the 

near term, especially if labour market conditions soften further. 

1. G10 policy rates vs implied rates 
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 2. USD-JPY and risk appetite 
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JPY – from under to over? 

The JPY’s recent weakness is broadly understandable, reflecting terms-of-trade 

headwinds from higher energy prices and Japan’s sizeable net oil and gas 

deficit (c2.7% of GDP in 2025). However, the bigger risk is a shift in the JPY’s 

behaviour (Chart 2). This could happen if global financial conditions tighten 

abruptly, in addition to higher equity volatility and falling US Treasury yields. 

Historically, in such situations USD-JPY has declined in the majority of cases 

(85% of weekly observations since 2006 based on our analysis). 

The key swing factor will be how US Treasury yields move. If yields continue to 

rise alongside higher oil prices, USD-JPY is likely to go higher, despite the ongoing 

FX intervention risk. Conversely, if risk aversion intensifies and US Treasury 

yields fall, potentially driven by mounting growth concerns, the JPY could 

rebound quickly. 
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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 27 March 2026. 

2 All market data included in this report are dated as at close 26 March 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. 
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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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