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In 2022, a strong dollar was one of the best trades of the year until the fourth

quarter. On the back of a rather quick shift in the U.S. bond market over the last

several weeks, currency markets have taken note. In this piece, we examine the technical

positioning in the U.S. dollar, euro, British pound and Japanese yen, which looks

broadly supportive of continued strength in the dollar.

Broad Dollar

After an impressive run for the first three quarters of 2022, the dollar  entered a

corrective phase to start 2023. But sentiment changed as the market saw a strong U.S.

economy and capitulated around the narrative of the much awaited “Fed pivot.”

Additionally, expectations of rate cuts started getting pushed back further in time.

On August 24, the one-month (1m) moving average crossed the six-month (6m) moving

average, signaling a potentially sustained move higher for the dollar.

Even though we’re looking at broad-based measures of the dollar as a signal here,

virtually every currency has weakened versus the U.S. dollar on this move. Additionally,

the dollar has also appreciated in 10 of the last 11 weeks.

Bloomberg Dollar Spot Index Technicals, 1m & 6m Moving Average (MA)

Euro (EUR)

After breaking below parity in 2022, the euro experienced a rather rapid unwinding as

the European Central Bank (ECB) signaled that it would be getting more aggressive to

tamp down inflation across the eurozone. On August 31, 2023, the 1m moving average
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crossed the 6m moving average, signaling the potential for further weakness against the

dollar in the coming weeks.

After the ECB instituted a pause at its last meeting, inflation data appears to have

softened across the eurozone, falling to the lowest levels in a year. As global long-

term rates have continued to rise, we believe Europe may be more vulnerable to this

tightening in financial conditions, ultimately weighing on growth. As long as U.S. rates

maintain their current carry advantage, we believe the trend in the euro may be poised

to continue lower.

EUR Technicals, 1m & 6m Moving Average (MA)

British Pound (GBP)

In 2022, the British pound declined to a record low versus the U.S. dollar. With

concerns about growth and the fact that the U.K. is a large net importer, the pound

declined to 1.0689 on September 26, 2023. In what ended up being a broad-based reversal

in the fourth quarter, the pound also entered a corrective phase. On September 14, GBP

technicals signaled a bearish shift at 1.2607. More recently, JPMorgan released an

update to their fair-value model for GBP of 1.20 versus the dollar, signaling a nearly

5% move from current prices.

GBP Technicals, 1m & 6m Moving Average (MA)
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Japanese Yen (JPY)

The Japanese yen is among the most sensitive currencies to rising U.S. interest rates.

Even as the Fed has signaled a pause in policy tightening, the Bank of Japan has

tolerated a weaker yen. After eclipsing 150 in 2022, the yen is right back up to these

levels.

While it may be difficult to see substantial depreciation from this point, we still

believe hedging exposure to the yen makes sense on account of the massive interest rate 

differentials versus the U.S. At present, that means the yen needs to appreciate

approximately 6% to catch up to the carry earned by hedging.  

JPY Technicals, 1m & 6m Moving Average (MA)

Summary

While many investors continue to view global asset allocation as a means of

diversification, we believe they should also be cognizant of the potential risks present

in the foreign exchange (FX) market. While economic narratives will eventually change,

the technical picture for most foreign currencies versus the U.S. dollar are  signaling

U.S. dollar strength and foreign FX weakness.
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For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)
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 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Bond market   : The bond market—often called the debt market, fixed-income market, or

credit market—is the collective name given to all trades and issues of debt securities.

Governments typically issue bonds in order to raise capital to pay down debts or fund

infrastructural improvements.

Federal Reserve   : The Federal Reserve System is the central banking system of the

United States.

Inflation : Characterized by rising price levels.

Interest Rate Differentials    : The Difference between the 2 Year interest rate swaps

of the United Kingdom vs. the United States.

Foreign Exchange (FOREX, FX)     : The exchange of one currency for another, or the

conversion of one currency into another currency.
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