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USD: Return of the king or just a
breather from a crowded short trade

The sharp 2% bounceback in the broad US dollar index has raised some
eyebrows and led to questions whether this is a new trend. But FX
positioning data shows this has all the hallmarks of being another short
USD squeeze - which has historically been short-lived

Key messages: Crowded FX positions unwind

 The sharp 2% bounceback in the broad USD (BBDXY) index over the past week
has raised questions over whether this is the end of the dollar bear trend - or
whether this is merely a pause as investors take stock of what the next big
narrative in global markets will be. We believe it's a classic case of the latter - not
least given that we've had a strange week or so of low Trumpian noise, while the
extremely crowded positioning in G10 FX markets also lends itself to a bit of a
breather in the medium-term USD downtrend.

e When looking at G10 FX price action, we note that there is a clear link between
positioning and year-to-date performance (yes it's not rocket science!). As the
second graphic below shows, those currencies that have had the largest bullish



THINK economic and financial analysis

positioning adjustments in 2018 (Sterling, New Zealand dollar, Japanese yen,
Euro and Mexican peso) have also been the clear outperformers this year.
Equally, the currencies with the biggest net long positions as of mid-April (MXN,
NZD and GBP) have also been the ones that have sold-off the most against the
USD over the past week. The clear link between FX positioning & performance
means that the 2% USD rally has the hallmarks of being nothing more than a
short squeeze - fuelled by (1) local factors (weak data for GBP and NZD;
presidential election risks for MXN) and (2) a lack of impetus in the recent drivers
for USD weakness.

The EUR is a slight anomaly here in that its weakness this week hasn't been as
pronounced as its long positioning would suggest - though we chalk this down to
(1) some focus on this week's ECB meeting and (2) the fact that EUR long
positioning has been a function of growing bullish sentiment amongst real
money investors - who are happy to play the 'long game'. For more see our April
ECB Meeting Crib Sheet.

A sharp squeeze in short USD positions is not surprising given the lack of further
impetus in the array of weak USD drivers - namely US political uncertainty
(stemming from either trade or geopolitical risks), a sell-off in relatively
expensive US assets or a strong Rest of the World growth story. Equally, it seems
that initial dawning of more structural forces like the rising US twin deficit - and
the administration's implicit weak USD policy - has already taken place. These
structural narratives may require something (maybe a policy announcement or
tweet) to once again become active - though we do believe that they will
continue to exert downward pressure on an overvalued US dollar over the
coming quarters.

Looking at previous occasions when we've seen a similar sharp squeeze in short
USD positioning, we note that the follow-through into USD spot price action has
been fairly short-lived. On average the BBDXY index has been 1.1% higher after
two weeks - after which there is no clear pattern to which direction the USD will
take. If we take the most recent episode - October 2017 - as a precedent, then
we could see the USD remain at these elevated levels for around three-four
weeks - before the next wave of weakness kicks in. But given the high degree of
uncertainty around US trade and foreign policy, we're aware that we may be
only one tweet away from this coming much sooner.
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ING FX Positioning Dashboard | Taking a breather from crowded positions

Speculative positioning (% of open interest)
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Currency Week Latest net YTD Weekly Monthly
(USD base) Change positioning  Change Signal Sentiment
NZD +4% +45% +68% Bullish Bullish
CHF +3% -18% +20% Bullish Bearish
CAD +2% -24% -55% Neutral Bearish
EUR +1% +30% +12% Neutral Bullish
usD +0% -19% -12% Bullish Bearish
JPY 0% +2% +47% Neutral Bullish
GBP 0% +23% +21% Neutral Bullish
AUD -8% -10% -39% Neutral Bearish
*Mote: Aggregate USD positioning. Source: CFTC, Bloomberg, ING as of 17 Apr 2017 (data reported with a lag)
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vs. FX perfoermance YTD (y-axis)
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USD rebound screams of positioning adjustment more than anything else...

Change in FX positioning since Dec 2017 (x-axis) Latest FX positionining as of mid-April (x-axis) vs.
FX performance since 18 April (y-axis)
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USD bhear trend since 2017 coincides with a sharp positioning
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Change in BBDXY index following a significant short USD squeeze (at time t)
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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 requlation 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 BRO00341) 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 www.ing.com.
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