Volatility tests the nerve of dollar bulls
The Financial Times

Dollar bulls have hit a rocky patch. Buying the US
currency has been the favoured trade of currency
investors since last year’s “taper tantrum”, when
the Federal Reserve said it would ease its bond-
buying scheme as the economy showed signs of
improvement.

Now, investors are arguing that last week’s “flash
crash” in US bond yields was a wake-up call that
volatility will make buying the dollar a trickier
trade in the weeks and months to come.

“I expect volatility to rise and sentiment to
continue to ebb and flow but ultimately still expect
the dollar to strengthen, albeit with a lot of
disappointment along the way,” says Matthew
Cobon, a currency investor at Threadneedle.

The dollar index rose more than 7 per cent in the
three months to the start of October to hit its
highest level in more than four years, buoyed by
expectations the US would tighten interest rates
sooner than other major economies. The contrast
with the eurozone has been particularly stark, with
the European Central Bank instead stressing a
shift towards asset purchases to stave off the threat
of deflation.

Yet the dollar has hit a rocky patch. Concerns from
Fed officials that the US currency was too strong
at the start of October had already seen the dollar
index fall 2 per cent from its peak this month. Last
week’s flash crash in US bond yields, which
investors say was probably driven by jitters over
the health of the eurozone and gloomy prospects
for global growth, as well as overcrowded trades,
meant it lost more ground.

Yet investors say the bullish case for the US
currency is still hard to ignore. Analysts argue that
even if the Fed raises rates later than previously
expected and the domestic economy is dented by
lower global growth, the economic divergence
between the US and many other major economies
will still hold.

“The good thing is it doesn’t take much tightening
for the dollar to stand out versus zero rates as far
as the eye can see,” says Alan Ruskin, a strategist
at Deutsche Bank.

MiHJMBICTH TECTy€ HEPBH A0JAPOBUX OMKIB

JlonmapoBi OMKHM TOTPANMIN HA CKEJSACTY AUISTHKY.
Kymisins aMEepUKaHChKOI BaJIIOTU cTana
YIIFOOJICHOIO TOPTIBJICK0 BAJIOTHUX I1HBECTOPIB, 3
4yaciB MUHYJIOPiYHOi "KOHYCHOI icTepuku", Koiu
denepanbHa pe3epBHA CHUCTEMa 3asBHJIA, IO
MOJIETHIIMTh CXEMY MOKYIKH 00Jiramiid, OCKUIbKU
€KOHOMIKa T0Ka3ajia 03HAKH MOJIIIICHHSI.

Tenep, iHBeCcTOpHM CTBEpPIIKYIOTh, IO CTpIMKE
naainas goxigHocti obmiramii CIIIA  mMunynoro
THXKHS OYyJO J3BIHOYKOM JIsI MPOOYIKEHHS, IO
MIHJIUBICTh Oy/i€ YCKJIaIHFOBATH MTOKYIIKY JI0J1apa B
HaAMOJIMKY1 TYDKHI 1 MICAL.

" ouikyto, [0 MIHJIUBICTH OyJ€ POCTH 1 HACTPOI
OyIyTh TIPOAOBKYBATH TO ITiTHIMATHUCS, TO MAATH,
asie B KIHIIEBOMY ITiJICYMKY BCE-TaKU O4iKY€EMO, 110
nojap  3MINHUTBCSA, XO04 1 3  BEIUKHM
po3yapyBaHHIM Ha I[bOMY HUIAXY", kKake Matthew
Cobon, BamtoTHU# iHBeCTOp B TpemHiI.

Iamexkc mosapa BUpic OiNbII HiXK Ha 7 BIJCOTKIB
MPOTSTOM TPHOX MICSIIIB 10 TIOYATKY JKOBTHS, 11100
JOCSTTH CBOTO HAMBHUIIOTO PIBHSA 3a OLIBII HIK
YOTHUPU POKH, dYepe3 ouikyBaHHsS wnporo CIIA
MOCWINTh TPOLEHTHI CTaBKM paHille, HDK 1HIII
BeNMKI ekoHOMIKU. KoHTpacT 13 €Bpo30HOI0 0YI10

0cO0JIMBO  MOMITHO, Koiu  €BpONENUChKUI
LEHTpalbHUN  OaHK, 3aMiCTh  TOTrOo, 100
MIJKPECIUTH Tepexis 1O TOKYNKH AaKTHUBIB

3anobirae 3arpo3i gequisiii.

[Ipore, momap moTpamwB Ha CKENACTY IUISHKY.
[To6oroBanust uymHOBHUKIB 3 PPC mpo Te, mio
aMepuKaHChKa BallloTa Oyja 3aHaJATO CUJIbHA Ha
MOYaTKy >KOBTHS BXKE€ MOYaIM OauyuTH TMalIHHSI
1HIEKCY Jo7apa Ha 2 BiJICOTKH BiJ CBOTO MKy B
npoMy wicsii. CTpiMke TaiHHSA JOXITHOCTI
obmiraniii CHIA MuUHYTOTO THXKHSA, SKE, SK
IHBECTOpU  KaXyThb, MMOBIpHO, OOYMOBJIEHO
MepeNsskoM 3a 3/0pPOB'S €BPO3OHU 1 TOXMYPHUX
MEePCIEKTHB 3POCTAHHS CBITOBOI EKOHOMIKH, a
TaKOX TEPENOBHEHUX TOPTiB, O3HAYa€, M0 BOHH
CTaIy MEHII IIHHUMH.

Tum He MeHIl, IHBECTOPU KaXyTh IO 5K 1 paHime
BAXKO ITHOpYBaTH OWyady TEHACHIIIO IS
aMEpPHUKAHCHKOI BAJIOTH. AHATIITHUKHN CTBEPAKYIOTh,
10 HaBiTh 3a yMOBH, mo ®PC migBuiye cTaBKu
Mi3HIIIEe HK OYIKYBaJIOCs, a BITUM3HSAHA €KOHOMIKA
nmoM'sita 4epe3 HU3bKe TJI00aTbHE 3pPOCTaHHSA,



Others are sceptical that problems elsewhere in the
global economy will have such a great effect on
the US. While weak retail sales in September
sparked concern, initial claims for jobless benefits
fell to their lowest level in 14 years and industrial
production last month beat forecasts.

“It’s not persuasive that the US economy is
tanking,” says Stephen Jen, head of hedge fund
SLJ Macro Partners. “The dollar is still a very
clear trade: it is a play on economic divergence.”

Referring to recent suggestions the Fed could
delay the end of its bond-buying scheme, he adds:
“What’s happening in Europe is real. What’s
happening in the US is not real: the fear is not
justified and the Fed is confusing matters.”

In particular, some doubt that the relative strength
in the dollar is really hurting US companies. Win
Thin, a global currency strategist at Brown
Brothers Harriman, says the negative impact of a
stronger US dollar on companies’ earnings has
been “inflated”.

“This week IBM tried to blame the dollar for the
poor results in the past quarter. But frankly, most
companies of that size have very well-developed
hedging strategies in place,” he says.

“This year, the dollar has been strong and the US
stock market has kept challenging new highs,” he
adds, arguing that when the Fed does raise rates, it
will attract investors to US companies and
strengthen the dollar at the same time.

Dismissing the concerns of traders over volatility,
Jack Ablin, chief investment officer at BMO
Private Bank, says: “This is a classic Wall Street
versus Main Street argument. We obsess about
Wall Street, when in fact it is Main Street that
moves this economy and for most American
households, this combination of a stronger dollar
and lower energy prices should be considered as a
tail wind.”

Still, investors are being selective in how they buy
the dollar. Trading it against the pound — with the
Bank of England also looking at rate rises sooner
than other major central banks — or the yen, which
is one of the most likely currencies to benefit from
haven trades if the global economy worsens, is
seen as riskier.

ekoHOMI4uH1 po30ixkHOCTI MK CIHIA 1 Gararbma
IHIIAMHA ~ HAWOUIBIIMMHU €KOHOMIK BCE OJHO
3JIMIIATHCS.

"JloGpe Te, 110 11e He 3aiiMe OaraTo yacy Juis Joiapa
BHJIUIUTHCS BiJ HYJIHOBOI CTaBKH, HACKUIBKH OKO
Moxke Oaumth," kaxke Aman Packin, ctparer
Deutsche Bank.

[H111 cyMHIBaIOTBCS, IO TPOOJIEMH B IHIIOMY MicCIli
B CBITOBIfl €KOHOMIIllI MaTUMYTh TaKHH BEJIUKHI
BB Ha CLHA. VYV Toif vac sk cmabki po3apiOHi
MPOJaXi y BEPEeCHI BUKIMKAIM CTYPOOBAHICTH,
KUIBKICTh 3asBOK Ha JOMOMOry Mo 0e3pobiTTio
BIAJIM JI0 HAMHMKYOTO PiBHSA 3a OCTaHHI 14 poKiB,
a MPOMUCIIOBE BUPOOHUIITBO B MHUHYJIOMY MICSII
MOOMIIO MTPOTHO3H.

"Tesuc, mo exkonomika CIIIA  moBHICTIO
npoBanuiacsa, € HenepekoHiauBuUM" kaxke CTiBeH
JlxeH, rimaBa xemk-pouray SLJ Macro Partners.
"Jlonmap §K i paHille ay>e SICHO TOPTYETHCS: 11€ Tpa
HAa €KOHOMIYHHX PO301KHOCTSIX).

[Tocunarounce Ha HemomaBHi mpono3unii OPC
MOJK€ BIJIKJIACTH 3aKIHUCHHS CBOET CXEMU TOKYITKH
oOmirauiid, nomae BiH: "Te, mo BinOyBaeTbcs B
€Bpomi peanshe. Te, mo BinoOyBaeTses B CILIA He
peanbHe: cTpax He Bunpapnanuit i ®PC 3amnyrye
nuTadHs "

30kpema, JesiKi CyMHIBAIOThCS, 110 BiTHOCHA CHUJIa
nojapa JIHCHO 3aBlae OO0 aMEepPUKaHCHKUM
komnaHisM. Win Thin, cBiToBUIi BamOTHUI
crparer-anamiTuk Brown Brothers Harriman, kaxe,
10 HeTaTUBHUH BILTUB 3MillHeHHs qojapa CIIA Ha
3apo0iTKH KoMIaHiii OyB "po3ayTuit”.

"Ha upomy TrxHi IBM cripoOyBanu 3BUHYBaTUTH
JoJlap Yy TOTaHWX pe3yJbTaTiB B MHUHYJIOMY
KBapTanmi. Ause, BiABEPTO KaxydM, OUIBLIICTb
KOMITaHI TaKoro po3Mipy MaroTh IyXe a00pe
PO3BHHEHI CTpaTerii Xe)KyBaHHS Ha I1ei BUNaJoK",
Kake BiH.

"lporo poky, nomap OyB CHJIBHUM 1 (OHIOBUI
punok CIIA 306epir ckiagHi HOBI MaKCUMyMH',
Jnojae  BiH, CTBepKyroud, 1m0, komu OPC
MIJBUIIYE CTaBKH, BiH OyJe 3alydyaTd 1HBECTOPIB
JUIST aMEPUKAHChKUX KOMIMAHI 1 3MIlHIOBaTH
Joyap, B TOM ke 4ac.

3anepedyodn 3aKI0N0TaHICTh TpeiiepiB OUIBIION
MIHJHUBICTIO, JIKek AOMiH, AUPEKTOP 3 1HBECTHIIIH
B BMO Private Bank, kaxe: "lle knacuuHuit
apryment Wall Street mporu Main Street. Mu



Mr Jen says it makes most sense to buy the dollar
against the euro and commodity currencies
affected by the fall in oil prices, such as the
Canadian, Australian and New Zealand dollars.
Geoffrey Yu, an analyst at UBS, recommends
buying the dollar against emerging market
currencies that are overvalued, especially those
likely to fall in line with commodity prices, such
as the South African rand.

The next big event risk for the dollar will be next
week’s Federal Reserve monetary policy meeting,
which will clarify the central bank’s stance on
ending its bond-buying programme. The effects of
the slowdown in global growth could take longer
to predict. “Dollar bulls need to be patient,” says
Mr Yu.

3BuHyBauyeMo Wall Street , koau HacmpaBai 1e
Main Street, mo pyxae oI EKOHOMIKY 1 IS
OULTBHIIIOCTI aMEPUKAHCHKUX CIMEH, 1€ TO€THAHHS
CHJIBHOTO JI0jIapa 1 3HWKEHHS IiH Ha €HeproHocii
CJIIT pO3IJISIIATH SIK TIOMYTHUH BiTep".

Tum He MeHI, IHBECTOPH B JTaHH Yac rnepedipauBi
B TOMY, SIK BOHU KYIYIOTh J0J1ap. TOPriBiist HUM 1O
BigHOIIEHHIO 10 (yHTa - 3 bankom AHrmii, mo
TaK0’X MOYJIMBO 30UIBIINTH CTYIIHb HIBUALIE, HIK
1HIII BEJIMKI IIEHTpaibHi OaHKH - a0 1€HH, 110 € 11e
OJIHOIO 3 HaWOLIbII WMOBIPHMX BHUTIJHUX BaIIOT
JUIE TIPUTYJKY TOPTiB, SIKIIO CBITOBA €KOHOMIKa
OyJe TMOTipIIyBaTHCS, PO3TIIANAETHCS SK OlIbII
PHU3UKOBaHI,

I'-u JkeH Kaxke, MO Ma€ CEHC KyIyBaTH JoJjap
MIPOTH €BPO 1 CUPOBUHHUX BATIOT, MOCTPAKIATNX
Bil mMaaiHHA IWiH Ha HapTy, HaNpPUKIA,
KaHAJICbKUX, aBCTPATIMCHKUX 1 HOBO3EIAHIACHKUX
nonapis. [xxeddpi YO, ananitux UBS, pexomennye
KyIyBaTH JI0Jap TPOTH BaJIOT pPHHKIB, SKi
3aBMILEHI, OCOOJHMBO Ti, SKI MOXYTh BIACTH
BIJIMOBIHO JIO IiH HA CHPOBHHHI TOBapH, TaKi sIK
MiBJACHHOA(PPUKAHCHKUI paH]I.

HactynmauM BenMKHM pU3UKOM Ui Jojapa Oyne
3yctpiu DenepanbHa pe3epBHOI CHCTEMH MIOAO
IPOIIOBO-KPEUTHOI TONITUKH Ha HACTYITHOMY
TUXKHI, SKa HPOSCHUTH IO3UIII0 LEHTPAIBLHOTO
0aHKy Ha KIHEIlb CBO€i MporpamMu KymiBJi
obmiramiii. Ile moske 3aiiHsATH Oinblne Yacy 106
nepeadaunTu HaCI KU YIOBUIbHEHHS
r7100anbHOr0 3pocTanHs. "JlonapoBi OMKM MOBUHHI
OyTu Teprustunmy,” kaxe na HO.



