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The end of the implied USD equity hedge?

FX Market and Strategy

US tariff shenanigans continue to dominate the currency markets with
President Trump now looking to dial back on tariff escalation as his ‘Sturm
und Drang’ (Storm and Stress) approach failed to generate trade deals.
Most notably the US and UK have finally agreed a deal (albeit a few years in
the making), whilst China and the US will look for compromise in

upcoming talks in Switzerland.

That being said, there is no return to the previous status quo. The US
economy has to rebalance one way or another — gradually or traumatically.
The US current account deficit has risen to $600bio (51/2% of GDP),
absorbing an unsustainably large percentage of the rest of the world’s

savings.

Over the last month, the USD fell sharply as the tariff escalation backfired
but has recovered ground as the search for some middle ground begins.
Interestingly, our FX models are now broadly neutral USD, after the recent
USD moves, having been negative USD at the start of the year. This seems
broadly fair, with the USD lower but risks are more balanced over the next
month. However, US growth is still at risk, if more balanced trade is
achieved.

Importantly, European investors now own 15% of US stocks, whilst they
have reduced EURUSD and GBPUSD hedges over the past 4 years, as any
risk aversion from lower US equities has driven EURUSD lower - being
underhedged counterbalances US equity returns. However, this did not
work last Summer and the USD has been notably weak during the recent
equity sell-off (see full discussion overleaf). With this correlation reversed,
we note that European investors now find themselves underhedged their

US equity exposure.

It has been a volatile month for FX however the USD held key levels and
recovered from the lows as US trade policy has become more measured.
The longer-term risks remain for USD, as the Administration attempts to

rebalance the US economy, whilst positioning is structurally long USD.

C8 Hedge Overview

C8 Hedge is a stand-alone web platform created to help
corporates, pension funds and fund managers manage
their FX exposures in a consistent and systematic way.
C8 Hedge is managed by Jon Webb who has been active in
the FX markets for 30 years, both in banks and funds,
most recently advising on FX markets as Head of FX
Strategy at Jefferies.

The founding partners of C8, Mattias Eriksson and
Ebrahim Kasenally worked with Jon Webb at HSBC
London in the late 90’s before becoming partners at
Bluecrest Capital Management, building Bluetrend into a
multi-billion dollar systematic fund, with an important
FX component.
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Currency Focus: The end of the implied USD equity hedge?

Why hedge US equity exposure when the USD tends to rise on
a US equities sell-off . This is illustrated in the table to the

right and has been well understood by foreign investors into

USD performance vs EUR in US Bear Markets

S&P500 TR usD
US markets.
Sep-Dec 18 -19.4% 4.2%
However, the breakdown in this correlation has been painful Feb-Mar 20 -33.8% 0.9%
for these investors this year, adding to their losses, with Jan-Jun22 -23.0% 7.7%
equities, bonds and USD all down on the back of Trump trade Jul-Oct23 -9.9% 4.9%
policy. Risk-off was generated by the US Administration, so
) ) Jul-Aug24 -8.49 -0.4%
has had a different impact. The chart below shows that
overseas US equity buyers have limited FX hedges, falling Feb-Apr25 -18.7% -4.6%
from around 40% pre-Covid to a little over 20% now. These
hedge ratios will need to rise again.
Foreign Buyers of US Equities Have Limited FX Hedges
State Street Markets data show hedge ratios remain unusually low
/ Non-US investors' FX hedge ratios on US equities
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Source: State Street Markets, Bloomberg
Key Event Dates
Tues 13 May UK Employment
uUs CPI Unchanged at 2.4%
Weds 14 May GE CPI
Thu 15 May us Retail Sales Expected flat
Mon 02 Jun Us US ISM Manuf. Tariff impact closely watched
Thu 05 Jun EU ECB Expectation of 25bp cut to 2.15%
Fri 06 Jun us Employment Post tariff data
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