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G10 FX strategy — key views and themes

« USD cyclical depreciation to continue — c5% more to go
o Growth convergence from extremely divergent expectations can continue
o Less scope for sizable capital inflows to the US / modest outflows possible
o Risk of greater USD selling for FX hedging purposes

« High conviction directional trade ideas

o Short USD/JPY — target 135 (entry 144.90, 6 June 2025)

o Long EUR/GBP —target 0.8750 (entry 0.8430, 6 June 2025)
o Long EUR/CHF —target 0.9650 (entry 0.9340, 9 May 2025)
o Long NZD/CAD - target 0.8520 (entry 0.8240, 30 May 2025)

o Long NOK/SEK - target 0.9650 (entry 0.9340, 9 May 2025)
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Normalisation of expected US growth exceptionalism
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US policy choices creating stagflation risks

US new orders have declined relative to prices... ...but in the euro area orders have held up much better
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US stagflation risks weigh on USD
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Yield movements no longer the dominant USD driver ...
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... but USD correlations with other assets have flipped
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Positive USD-equity correlation is rare
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How short USD is the market?

Speculative community has unwound long USD ...
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... and options are pricing USD weakness in G3 FX
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ETF flows have slowed into US, not reversed
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Scope for asset inflows to stall/reverse

Sizable inflows into US assets from overseas ...
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... especially from euro area domiciled investors
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US net investment position is a weak point
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Government debt dynamics could be an issue

US debt position is somewhat concerning ...
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... but foreign ownership of US debt has declined

Pre-COVID pandemic (Q4 2019)

Share to total debt outstanding
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USD strength was not driven by reserves manager buying
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High conviction directional trade ideas
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Short USD/JPY
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JPY to benefit from de-dollarization

Portfolio inflow to Japan is increasing ... ... and there is lots of scope for increased FX hedging

Inward portfolio inflow from overseas to Japan
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Short USD/JPY
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Macro suggests areturn to BOJ normalisation

Wage growth remains sticky ... ... and rates still matter for USD/JPY
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Long EUR/GBP
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Cyclical and structural factors support the pair

Stagflation challenge much greater in the UK ...
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... and limited fiscal capacity to turn the ship around
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Long EUR/CHF
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Risk of more aggressive SNB easing in June

Swiss inflation continually undershooting ... ...and CHF has outperformed since US election
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Long NZD/CAD
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Commodity prices and potential policy divergence

Notable divergence of relative commodity prices NZ economy is rebounding after rate cuts, Canada is not
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Long NOK/SEK
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Central bank activity becoming more important

Gradual shift in Norges Bank FX activity ...
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... should allow NOK/SEK to realign closer to yields
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G10 FX strategy — key views and themes

« “Cyclical” USD depreciation; some “structural” risks are rising

« High conviction directional trade ideas

o Short USD/JPY — target 135 (entry 144.90, 6 June 2025)

o Long EUR/GBP —target 0.8750 (entry 0.8430, 6 June 2025)
o Long EUR/CHF —target 0.9650 (entry 0.9340, 9 May 2025)
o Long NZD/CAD - target 0.8520 (entry 0.8240, 30 May 2025)

o Long NOK/SEK - target 0.9650 (entry 0.9340, 9 May 2025)
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