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FX Daily Snapshot

Duration fears intensify but FX moves
remain contained

18" August 2026

USD: US Treasury yields lead the way as sentiment deteriorates

The US dollar has rebounded modestly today with the focus very much on the
deterioration in bond market sentiment. UST bond yields have moved further sharply
higher and the 30-year yield is now 25bps higher since the FOMC meeting on 29t July.
The 30-year yield at 5.32% this morning is the highest since 2007 and curve
steepening is showing clear momentum in the US and elsewhere. What is directly
fuelling this worsening of sentiment now is less clear but the worsening situation in the
Middle East is likely a factor in intensifying concerns over inflation and concerns over
the US fiscal position. There remains zero appetite in the US for addressing the US
fiscal position and that is increasingly weighing on the long-end of the curve. The
unprecedent demand for capital to finance Al investments must also be playing a role
here — this makes sense given a look at breakevens and sovereign yield spreads over
swap rates show no big moves in either.

We should also mentioned Japan here. The decision of the US to join Japan in buying
the yen has left an impression with investors that the US was growing concerned over
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Japan’s need to constantly sell US dollars for intervention through selling US Treasury
holdings. The strange mention of the use of FIMA (US repo facility to swap UST bonds
for cash rather than sell) gave the impression of a growing concern over the stability
of the UST bond market that could turn out to have been a counterproductive move by
the US Treasury.

The US Treasury International Capital (TIC) data for June was released last night and
the data confirmed that Japan was the biggest seller of UST bonds with Japan’s
holdings down USD 26.4bn and that drop followed a USD 66.8bn drop in May. Since
February, Japan’s holdings have declined by USD 122.6bn. The first bout of
intervention by Japan took place at the end of April, start of May so covers this period.
The July TIC data would cover the joint intervention although the sales in June could
have been building cash reserves for intervention. In any case, it is worth mentioning
here that Japan has close to USD 170bn worth of cash sitting in its FX reserves and
hence are not obliged to sell UST bonds to fund intervention — they are choosing to do
so and that reinforces the concerns amongst global investors over the stability of the
US Treasury market. Last night's data revealed China was the next biggest seller of
UST bonds in June.

How this plays out for FX is not straight forward. A US specific sell-off would highlight
a lack of confidence in US assets that could trigger a repeat of episodes like January
when increased US dollar hedge-related selling picks up and the dollar weakens
sharply. The fiscal deficit outlook is dire and that is a real risk. However, if this curve
steepening and general flight from duration is global then this could turn out to be US
dollar bullish. The threat to global equities is certainly getting greater the higher long-
term yields go and increased risk aversion, a vol spike and asset price declines would
likely strengthen the dollar. The strength today of the dollar may suggest the initial FX
reaction would be in that direction although we would expect that to ultimately fade.

ZEW EXPECTATIONS HAVE IMPROVED BUT DOWNSIDE RISKS ARE RISING
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EUR: Watching downside risks

The G10 FX performance so far in August highlights terms of trade and yield as being
key drivers of currency performance — AUD, CAD and NOK are the top three
performing while JPY and CHF are the bottom two performing. The worsening US
dollar sentiment following the data releases last week that has helped ease Fed rate
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hike expectations has not translated into any great sell-off — as mentioned yesterday,
DXY remains supported above the 200-day moving average level of 99.185. A break
of that level could add momentum to this dollar turn and extend the move. With EUR
key in the DXY basket, the equivalent EUR/USD level is close as well — the 200-day
moving average is offering resistance at 1.1630. The best we got to yesterday was
1.1614. We do certainly sense a high level of caution in buying EUR/USD.

We believe this partly reflects concerns over near-term downside risks to growth
stemming from a further surge in energy prices — natural gas prices specifically.
Current storage rates in Europe are running just below the range for natural gas
storage in the years since 2011 highlighting the potential for further upward pressure
on prices. If the refilling period (now) continues to disappoint ahead of winter, a more
severe terms of trade hit is likely. Europe’s original strategy after the onset of the
conflict was to delay winter purchases but that looks to be potentially backfiring now at
a time when increased demand for LNG is coming from Asia as well. Other inflation
risks are apparent as well with low water levels in numerous key rivers across Europe.
The European Commission’s Joint Research Centre last week noted record low water
levels for the Rhine, Danube, Loire and Po. It also highlighted forecasts that point to
warmer and drier weather into September. This is not just a transport issue but also is
increasingly impacting food production and boosting energy demand.

Our short-term regression model for EUR/USD already indicates current spot is about
2.5%-3.0% overvalued and if these factors start to impact sentiment and economic
activity, we could start to see EUR underperform. Yield has played a key role
supporting EUR but that support would likely start to fade if growth concerns pick up
on energy price concerns or signs of broader inflation in for example food. Today’s
ZEW Expectations index will be interesting to see whether any of these risks are
beginning to play a role in dampening sentiment. It could be a signal of building
downside risks for EUR over the coming months.

KEY RELEASES AND EVENTS

Indicator/Event Period Consensus  Previous
UK 09:30 Labour Productivity Q1) -0.5% -0.5% !
GE 10:00 German ZEW Current Conditions (Aug) -68.8 -77.6 I
GE 10:00 German ZEW Economic Sentiment (Aug) 30.0 26.3 m
EZ 10:00 ZEW Economic Sentiment (Aug) 25.4 23.4 !
EZ 12:45 ECB's Lane Speaks - - - I
us 13:30 Housing Starts (Jul) 1.350M 1.427M 1
us 13:30 Building Permits (Jul) 1.370M 1.374M I
us 14:15 Industrial Production (MoM) (Jul) 0.3% 0.1% I
us 14:15 Manufacturing Production (MoM) (Jul) 0.2% 0.0% m
us 14:15 Capacity Utilization Rate (Jul) 76.3% 76.1% !
us 15:00 Pending Home Sales (MoM) (Jul) 0.1% -5.4% I
us 15:45 Atlanta Fed GDPNow (Q3) 4.3% 4.3% !

Source: Bloomberg & Investing.com
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