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FX Daily: Position-squaring keeps hitting
the dollar
The outperformance of the oversold antipodeans (AUD and NZD) at
the start of the week seems to suggest that position-squaring is the
main cause behind USD's current soft momentum. We think that a
more balanced positioning can now help the dollar stabilise. It should
be a relatively quiet day ahead of tomorrow's ECB and BoE meetings
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USD: How long can the long-squeeze last?
Another good day for global equities left the dollar quite vulnerable, particularly against the pro-
cyclical currencies. Here, the antipodeans AUD and NZD are continuing to show the biggest
reactiveness to equity dynamics and are rebounding strongly after a grim second half of January,
also thanks to their quite stretched net-short positioning.  

The antipodeans’ strength seems to suggest that position-squaring is indeed behind this week’s
dollar weakness, and we expect the dollar’s positioning now to have reached a somewhat more
balanced level which can allow for some stabilisation. After all, a market that is quite freely
speculating on the pace and size of Fed tightening is unlikely to turn much less bullish on the dollar
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anytime soon.

Today, markets will focus on US ADP employment figures, with consensus estimating a material
deceleration (from 800k to 180k) in January. The ability of ADP numbers to predict the actual
payroll figures is not very high, and given that markets are already expecting some pretty
unexciting NFP jobs data on Friday, we think the impact on the dollar of today’s release should be
quite contained. We still think DXY can hold above 96.00 this week.

EUR: 1.1300 should be a tough resistance
With latest CPI numbers having offered a rare idiosyncratic push to the EUR and markets taking
profit on bullish USD positions, EUR/USD has remained quite bid, now eyeing the 1.1300 level. This
is a level that could indeed see some resistance and attract many sellers, so we are inclined to
think EUR/USD will remain in the 1.1250/1.1300 area into tomorrow’s ECB meeting.

As discussed in our EUR and ECB Crib Sheet, we see mostly downside risks for the pair as the
hawkish bar has been set higher after the strong German CPI numbers on Monday and we expect
President Lagarde to keep showing patience on inflation and tightening.

GBP: Flattening up ahead of BoE announcement
EUR/GBP pared Monday’s gains yesterday, getting back on track to test the 0.8300 support
tomorrow when we expect a combination of a BoE hike and a patient ECB to generate more
pressure on the pair.

Today, the calendar is very light in the UK, and a wait-and-see approach ahead of a 'super-
Thursday' for the two major European central banks could keep GBP mostly range-bound against
the USD and the EUR.

CAD: Keep an eye on Macklem's comments
The loonie’s slightly overbought condition (according to CFTC data as of 25 January) is likely behind
the quite contained recovery in the currency compared to other oversold pro-cyclicals like AUD
and NZD. Incidentally, oil prices have proven resilient, but CAD cannot currently count on a strong
rally in crude as it did earlier in January.

That said, rate differentials continue to offer a bullish argument for the loonie, and markets are
currently pricing in six BoC rate hikes in 2022, even though the Bank refrained from hiking in
January. This may be a key topic in today’s Senate testimony by the Bank of Canada Governor Tiff
Macklem, as policymakers may question whether the Bank is doing enough to fight inflation.
Hawkish comments by Macklem may both consolidate markets’ view around six hikes in 2022 and
fuel speculation about a 50bp move in March.

We could see CAD edge back to 1.2600 thanks to the supported environment for pro-cyclical
currencies this week. We think that the aggressive BoC tightening cycle will provide some
substantial support to the loonie this year, and we expect a move below 1.25 by the summer.  

https://think.ing.com/articles/eur-and-ecb-crib-sheet-hawkish-expectations-vs-lagardes-patience/


THINK economic and financial analysis

Article | 2 February 2022 3

Author

Francesco Pesole
FX Strategist
francesco.pesole@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.

mailto:francesco.pesole@ing.com
http://www.ing.com

