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Will geopolitics eclipse the focus on Jackson Hole?
The USD gained slightly last week. Commodity currencies also gained even though the CRB commodity index fell. CAD
was the best performing G10 currency but correlated financial prices suggest it should have fallen a bit. The biggest
event on the docket for this week is the Jackson Hole Symposium. Both Draghi and Yellen are slated to speak. We
would lean in the direction of USD strength this week, although the calendar doesn’t suggest a lot of volatility is due.

Brief summary of last week
Last week’s key happenings included a step back from US-NK brinksmanship, another round of US political drama and
rd
another tragic terrorist attack in Europe. The confluence of the Barcelona event and US political discord triggered the 3
biggest down day for global equities in 2017. However, even with Thursday’s 0.8% slide, the USD-denominated MSCI
World equity index still posted only a 0.4% decline on the week. MSCI World (USD) is still up 10.7% year-to-date
(YTD).
The CRB commodity index quietly fared worse that equities with a 1.2% decline for the week that brings the YTD
return to -6.7%. Despite the equity decline, the USD-denominated 2Y swap rate ended the week 2bps higher at
1.57% after Fed’s Dudley offered remarks that were more hawkish than expected. The corresponding EURdenominated swap rate rose by 1bp to -0.16%.
In FX, Bloomberg’s liquidity-weighted USD index (BBDXY) rose 0.1% last week to bring its YTD return up to -8.6%, as
shown in Figure 1. The lack of USD movement belies the variation across the spectrum of currencies, which was a bit
more dramatic, as shown in Figure 2. Among the G10 currencies, CAD was the best performer with a +0.7% weekly
return. GBP was the worst performing G10 currency with a -1.1% return.
Local market currencies were generally quiet. ZAR and BRL were the exceptions with 2.3% and 1.5% gains. In Asia,
CNH slid by 0.1% while KRW only gained 0.2% even after the calming in North Korea-related rhetoric.
Figure 1. Bloomberg dollar index daily and YTD returns

Figure 2. Spot returns against USD for week ended Aug. 18
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FX market positioning
According to the most recent Commitment of Traders report by the CFTC (for the close of Tuesday August 15), the
biggest currency position in notional terms was the short side of JPY, which was worth USD11.0bn. To factor in the
liquidity of the various IMM currencies, we like to scale positions by comparing each currency side to its respective 3Y
maximum. By this metric, this week’s JPY short stood at 71% of its 3Y max. As shown in Figure 3, other currency
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sides can also be compared to their 3Y extremes. Although the long-AUD side (worth USD7.5bn) isn’t as big as the
short-JPY side in USD notional terms, it is bigger in percent-of-max terms at 99%. Long-CAD, at 91% of max, is also
an exceptionally large position. Other currency sides that are bigger than 50% of max are long-EUR at 79%, longNZD at 72%, long-CHF at 56% and short-GBP at 55%.
To gauge broad positioning in the USD, we look at the aggregate of {AUD,EUR,CAD,CHF,GBP,JPY,NZD}. For that
aggregate, the short-USD side was worth USD36.5bn, which is 92% of the three-year maximum (which occurred
the prior week). The long-USD side was worth USD 31.0bn, which is 51% of the 3Y max. As shown in Figure 4, the
net position in the USD against the aggregate was short-USD by 5.5bn. Leveraged funds’ open interest (sum of
shorts and longs) in the aforementioned currency futures stood at 67.6bn, which is 106% of its 3Y average.
Figure 3. IMM leveraged funds’ positions by side and
currency relative to historical extremes (USDmn)

Figure 4. IMM leveraged funds’ aggregate net position in USD
against the 7 currencies in Figure 1 (USDbn)
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Janet at Jackson but USD unlikely to shimmy
With the market now short-USD, and with market participants knowing that the preponderance of positions is shortUSD, the pace of downward movement almost invariably had to slow. And in fact, the USD is three weeks removed
from its cycle low (based on the BBDXY index as shown in Figure 1). We expect further USD downside in coming
months, but we expect something like 0.5% of upside over the next week or two.
It seems too much like astrology to try to predict the US’s next political firestorm, which will almost certainly eclipse
economic data in terms of market impact. However, we will note that Friday is the key economic event day. The July
Durable Goods report will be released and then Fed Chair Janet Yellen will deliver her Jackson Hole Symposium
speech later in the morning.
Her topic has been announced as ‘financial stability’ so the scope for moving markets seems limited. However, we do
point out that ‘financial stability’ (or at least proactively discouraging asset bubbles) is the key argument for further
Fed tightening at this stage, so there may be a subtly hidden message buried within Yellen’s remarks.

CAD a market darling but the financial fundamentals don’t back much further appreciation
Although CAD was the top performing G10 currency last week, its fundamentals weren’t all positive. West Texas crude
was down 0.2% on the week, while the WCS grade of oil was down 0.3%. Interest rate differentials (IRDs) are more
correlated with USDCAD than commodities right now and the financial factor that is the most correlated of all is the 10Y
swap rate differential.
The 10Y IRD was flat last week, while the 2Y IRD moved 1bp in the USD’s favor, as shown in Figure 5. Our rotating
financial factor model’s fair value for USDCAD rose by 55 pips last week to 1.2537, even as spot USDCAD fell 92 pips
to 1.2585 (see Figure 6). Fair value is close to being in a 1M uptrend, which would trigger our model to exit its short
USDCAD position.
One catalyst for CAD outperformance was Friday’s CPI reading for July, which showed total CPI accelerating by 2
tenths to 1.2% YoY and an average of the three core measures rising by 1 tenth to 1.5%. That result kept a September

6 rate hike by the BoC on the list of potential risks, although our economists continue to expect the next hike to
come October 25 (see page 6 of 18Aug2017 Focus for more). For the week ahead, the key data point is June Retail
Sales, which our economists expect to come in at +0.2% MoM (in line with the Bloomberg median).
Figure 5. USDCAD and the 2Y swap rate differential

Figure 6. BMO model’s fair value and spot USDCAD
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Given the fact that USDCAD bottomed out 3 weeks ago and had bounced nearly 3% of its lows as of the time of the
CFTC survey, we expected to see the net long-CAD (short USDCAD) position of IMM leveraged funds shrink
substantially. However, the data showed only a slight reduction in USDCAD shorts that was essentially offset by a
similar reduction in USDCAD longs, as shown in Figure 7.
As a result, the data shows IMM leveraged funds still holding a large net short-USDCAD position, as shown in
Figure 8. We think this data somewhat exaggerates the positioning that we are able to observe in the bigger OTC
market, but the market is still somewhat short USDCAD and therefore vulnerable to pain if USDCAD moves higher. Our
view for this week, given how little data is on the calendar, is that USDCAD is more likely to move 1% higher
than lower. But we’d still be longer-term sellers of USDCAD if we saw an entry point as good as 1.2780.
Figure 7. Positions of IMM leveraged funds in CAD

Figure 8. IMM LF net CAD position and USDCAD (inverted)
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EUR struggling to make further gains
Although ECB ‘sources’ attempted to downplay the importance of Draghi’s Jackson Hole speech on Friday, they will
still remain a focal point for FX investors this week, especially after last week’s ECB minutes. We think the ECB ‘sources’
headlines were probably genuine, largely because they echoed the tone of the official account of the minutes of the July
ECB meeting.
Therefore, we expect Draghi to bend over backwards to avoid saying anything that could push EUR higher. In
addition to ECB verbal intervention, the force that should continue to work against EURUSD upside is positioning, with the
market substantially long EURUSD. FX markets tend to seek pain when there is a paucity of news to trade, as seems

likely to be the case this week. We expect EURUSD to remain within its downward trend channel this week (drawn
from the August 2nd high). We would look for resistance in the 1.1800 area and support in the 1.1630/70 range. Despite
this short-term bearish stance on the EUR, we are still medium-term bullish and would view a dip into the 1.1550/1.1650
range as a 3-6M buying opportunity.

GBP in Brexit limbo with risk aversion weighing
The GBP should trade in a sideways fashion this week vs the EUR and the USD. Two weeks of thin August vacation
trading remain, but September is the month packed with event risks for the GBP. However, it is worth noting that as
equity market risk aversion surfaced last week, the GBP was the worst-performing G10 currency. Perhaps the
GBP’s correlation with risk appetite is tenuous, but based on the recent price action we would avoid being long
GBPUSD in the event of a further uptick in risk aversion.
With the exception of the second estimate of Q2 GDP (Thursday), tier-1 data are noticeably absent from the UK
calendar this week. Even though leveraged funds are already net-short of the GBP, a downward revision would
probably have the bigger impact on FX market psychology and the GBP than an upward revision.
The UK government is also scheduled to provide the public with a series of Brexit position papers this week, with possible
details on the government’s vision for the EU/UK trading relationship post-Brexit. We think it’s too early in the cycle for
Brexit details (or the scarcity of details) to have a dramatic effect on the GBP, but there hasn’t been any real
progress from Brexit negotiators on shifting the discussions from exit conditions over to trade. This lack of progress is
unlikely to change next week regardless of how the government’s position on Brexit is evolving, and we would
therefore look for any GBP rallies inspired by the papers to be short-lived.
GBPUSD appears to have moderate resistance in the 1.2950/1.3000 range. However, regardless of what happens with
risk appetite and UK data, the forthcoming political risks in September should deter GBP gains north of 1.3050. Near-term
support is in the 1.2800-12830 range.

RMB likely to experience a further sell-off
We would caution against expecting a continuation of USDCNH downside this week. Not only have offshore rates
been edging lower, but the CNH is also trading at a small discount to its onshore counterpart. Moreover, the CNY has
already appreciated vs the USD at annualised pace of roughly 6.0% thus far in 2017, and US President Trump’s
latest remarks towards China on trade have been less than conciliatory. We expect PBoC to maintain a tight relationship
between the broad value of the USD and the trade-weighted RMB (CFETS CNY Index).
In view of the stabilisation and slight appreciation of the USD in August, there should be limited downside in the CFETS
CNY Index for the time being, although we would expect the Index to underperform the USD slightly, yielding modest
upward pressure on USDRMB. Amidst a dearth of tier-1 mainland data this week, we expect strong USDCNH support in
the 6.6550/6.6600 range. We would view a break of the 6.7050/6.7100 range as a confirmation of our bias to remain
long the pair.

Weekly Economic Diary: G10 (and China)
Europe

st

nd

rd

th

th

Tuesday (22 )

Wednesday (23 )

Thursday (24 )

Friday (25 )

-

EZ Aug ZEW Survey,
SP Jun Trade
Balance, ECB’s
Constancio speaks

EZ Aug Preliminary
Markit PMIs, EZ Aug A
Consumer
Confidence, ECB’s
Draghi speaks at
Lindau Meeting

FR Aug Manuf.
Confidence, SP 2Q F
GDP, Bank of Italy
Governor Visco
speaks

GE Jul Import Price
Index, GE 2Q F GDP,
FR Aug Consumer
Confidence, SP Jul
PPI, GE Aug IFO
Survey, ECB’s Draghi
speaks at Jackson
Hole Symposium

U.K.

-

Jul Public Finances,
Jul Public Sector Net
Borrowing, Aug CBI
Trends

-

2Q P GDP, Aug CBI
Retailing Reported
Sales

-

Sweden

Q2 Industrial Capacity
Utilization

-

-

Jul Unempl.,
Riksbank’s Jochnick
speaks

Jul PPI, Jul Household
Lending

Norway

-

3Q Consumer
Confidence

Jun Unemployment
rate AKU

2Q GDP

-

Switzerland

Total & Domestic
Sight Deposits

Jul Trade Bal.

-

2Q Industrial Output

-

North America

Monday (21 )

Tuesday (22 )

Wednesday (23 )

Thursday (24 )

Friday (25 )

United States

Jul Chicago Fed Nat.
Activity Index

Jun FHFA House
Price Index, 2Q
House Price
Purchase Index QoQ,
Aug Richmond Fed
Manuf. Index

Weekly MBA Mortgage
Apps., Jul New Home
Sales, Fed’s Kaplan
speaks

Weekly Jobless
Claims, Jul Existing
Home Sales, Aug
Kansas City Fed
Manufacturing Index

Jul P /Durable
Goods Orders, Fed’s
Yellen Speaks at
Jackson Hole
Symposium

Canada

Jun Wholesale Trade
Sales, Ireland PM
Varadkar visits
Canada

Jun Retail Sales

-

-

-

Asia

Monday (21 )

Tuesday (22 )

Wednesday (23 )

Thursday (24 )

Friday (25 )

Japan

Jun All Industry
Activity Index, Jul
Nationwide Dept.
Sales

BoJ Outright Bond
Purchases

Aug P Nikkei Manuf.
PMI, Jul F Machine
Tool Orders

Weekly Int'l Sec.
Transactions, Jun F
Leading Index

Jul National CPI, Aug
Tokyo CPI, Jul PPI

Australia

-

-

Jul Skilled Vacancies

-

-

New Zealand

Jul Credit Card
Spending

-

-

Jul Trade Bal.

-

China

Jul Foreign Direct
Investment

Conference Board
China July Leading
Economic Index

-

-

-

Eurozone

Monday (21 )

st

st

nd

nd

rd

rd

th

th

th

th

DISCLAIMER
This material has been prepared with the assistance of employees of Bank of Montreal (“BMO”) who are involved in derivatives sales and marketing efforts.
Accordingly, it should be considered to be a solicitation of derivatives business generally and not a research report that reflects the views of disinterested research
analysts.
Notwithstanding the foregoing, this material should not be construed as an offer or the solicitation of an offer to sell or to buy or subscribe for any particular product or services
(including, without limitation, any commodities, securities or other financial instruments).
We are not soliciting any specific action based on this material. It is for the general information of our clients. It does not constitute a recommendation or a suggestion that any
investment or strategy referenced herein may be suitable for you. It does not take into account the particular investment objectives, financial conditions, or needs of individual clients.
Nothing in this material constitutes investment, legal, accounting or tax advice, or a representation that any investment or strategy is suitable or appropriate to your unique
circumstances, or otherwise constitutes an opinion or a recommendation to you. BMO is not providing advice regarding the value or advisability of trading in commodity interests,
including futures contracts and commodity options or any other activity which would cause BMO or any of its affiliates to be considered a commodity trading advisor under the U.S.
Commodity Exchange Act. BMO is not undertaking to act as a swap advisor to you or in your best interests and you, to the extent applicable, will rely solely on advice from your
qualified independent representative in making hedging or trading decisions. This material is not to be relied upon in substitution for the exercise of independent judgment. Any
recipient of these materials should conduct its own independent analysis of the matters referred to herein, together with its qualified independent representative, if applicable. Any
discussion of tax matters in these materials (i) is not intended to be used, and cannot be used or relied upon, for the purposes of avoiding any tax penalties and (ii) may have been
written in connection with the “promotion or marketing” of the transaction or matter described herein. Accordingly, the recipient should seek advice based on its particular
circumstances from its own independent financial, tax, legal, accounting and other professional advisors (including, without limitation, its qualified independent representative, if
applicable).
These materials are confidential and proprietary to, and may not be reproduced, disseminated or referred to, in whole or in part without the prior consent of BMO. Information
presented in this material has been obtained or derived from sources believed by BMO to be reliable, but BMO does not guarantee their accuracy or completeness. BMO assumes
no responsibility for verification of the information in these materials, no representation or warranty is made as to the accuracy or completeness of such information and BMO
accepts no liability whatsoever for any loss arising from any use of, or reliance on, these materials. BMO assumes no obligation to correct or update these materials. These
materials do not contain all information that may be required to evaluate any transaction or matter and information may be available to BMO and/or its affiliates that is not reflected
herein.
BMO Capital Markets is a trade name used by BMO Financial Group for the wholesale banking businesses of Bank of Montreal, BMO Harris Bank N.A. and Bank of Montreal Ireland
p.l.c., and the institutional broker dealer businesses of BMO Capital Markets Corp., BMO Nesbitt Burns Trading Corp. S.A., BMO Nesbitt Burns Securities Limited in the U.S., BMO
Nesbitt Burns Inc. in Canada and Asia, BMO Nesbitt Burns Ltée/Ltd. in Canada, BMO Capital Markets Limited in Europe and Australia, BMO Advisors Private Limited in India and
Bank of Montreal (China) Co. Ltd. in China.
® Registered trademark of Bank of Montreal in the United States, Canada and elsewhere.
TO U.K./E.U. RESIDENTS: In the UK, BMO Capital Markets Limited is authorised and regulated by the Financial Conduct Authority. The contents hereof are intended solely for
clients which satisfy the criteria for classification as “professional client” under Annex II, Part 1 of the E.U. Markets in Financial Instruments Directive (2004/39/EC) and as
implemented in relevant domestic legislation of each member state of the E.U. Any U.K. person wishing to effect transactions in any security discussed herein should do so through
Bank of Montreal, London Branch or BMO Capital Markets Limited; any person in the E.U. wishing to effect transactions in any security discussed herein should do so through BMO
Capital Markets Limited.
TO PRC RESIDENTS: This material does not constitute an offer to sell or the solicitation of an offer to buy any financial products in the People’s Republic of China (excluding Hong
Kong, Macau and Taiwan, the “PRC”). BMO and its affiliates do not represent that this material may be lawfully distributed, or that any financial products may be lawfully offered, in
compliance with any applicable registration or other requirements in the PRC, or pursuant to an exemption available thereunder, or assume any responsibility for facilitating any such
distribution or offering. This material may not be distributed or published in the PRC, except under circumstances that will result in compliance with any applicable laws and
regulations.
TO HONG KONG RESIDENTS: This material has not been reviewed or approved by any regulatory authority in Hong Kong. Accordingly the material must not be issued, circulated
or distributed in Hong Kong other than (1) except for "structured products" as defined in the Securities and Futures Ordinance, in circumstances which do not constitute it as a
“Prospectus” as defined in the Companies Ordinance or which do not constitute an offer to the public within the meaning of that Ordinance, or (2) to professional investors as defined
in the Securities and Futures Ordinance and the Securities and Futures (Professional Investor) Rules made thereunder. Unless permitted by the securities laws of Hong Kong, no
person may issue in Hong Kong, or have in its possession for issue in Hong Kong this material or any other advertisement, invitation or document relating to the products other than
to a professional investor as defined the Securities and Futures Ordinance and the Securities and Futures (Professional Investor) Rules.
TO SINGAPORE RESIDENTS: This document has not been registered as a prospectus with the Monetary Authority of Singapore and the material does not constitute an offer or
sale, solicitation or invitation for subscription or purchase of any shares or financial products in Singapore. Accordingly, BMO and its affiliates do not represent that this document
and any other materials produced in connection therewith may lawfully be circulated or distributed, whether directly or indirectly, to persons in Singapore. This document and the
material do not and are not intended to constitute the provision of financial advisory services, whether directly or indirectly, to persons in Singapore.
TO THAI RESIDENTS: The contents hereof are intended solely for the use of persons qualified as Institutional Investors according to Notification of the Securities and Exchange
Commission No. GorKor. 11/2547 Re: Characteristics of Advice which are not deemed as Conducting Derivatives Advisory Services dated 23 January 2004 (as amended). BMO
and its affiliates do not represent that the material may be lawfully distributed, or that any financial products may be lawfully offered, in compliance with any regulatory requirements
in Thailand, or pursuant to an exemption available under any applicable laws and regulations.
TO KOREAN RESIDENTS: This material is not provided to make a recommendation for specific Korean residents to enter into a contract for trading financial investment instruments,
for investment advising, for discretionary investment, or for a trust, nor does it constitute advertisement of any financial business or financial investment instruments towards Korean
residents. The material is not provided as advice on the value of financial investment instruments or any investment decision for specific Korean residents. The provision of the
material does not constitute engaging in the foreign exchange business or foreign exchange brokerage business regulated under the Foreign Exchange Transactions Act of Korea.
™ - “BMO (M-bar roundel symbol) Capital Markets” is a trade-mark of Bank of Montreal, used under licence

