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Daiwa’s View 

MOVE index pointing to end of USD appreciation? 

 Reduced interest rate volatility due to recovery of Fed's forward-
looking nature may signal end of strong USD trend  

 
 
MOVE index pointing to end of USD appreciation  

October US CPI, released on 10 November, rose at a smaller-than-expected rate, triggering 
strong selling of the dollar on currency markets (see 11 Nov Daiwa’s View: An end to 
“inflation trade). Those currencies that were heavily sold off since the beginning of the year 
have rebounded strongly (Chart 1) with Japan’s currency appreciating seven yen in just two 
days. 
 
There has been a sudden awareness that dollar appreciation could be nearing its end, ever 
since comments made by Federal Reserve presidents James Bullard (St. Louis) and Mary 
Daly (San Francisco) on 21 October, as well as a Wall Street Journal report, suggesting a 
slower pace of rate hikes at the December FOMC meeting (also ever since MOF’s USD/JPY 
currency intervention). US October CPI data provided strong support for a “slowing of the 
pace of rate hikes” that was clearly on the table for discussion in the November FOMC 
statement, and a 50bp rate hike at the December FOMC meeting seems to be a done deal. 
As a result, the peaking of dollar appreciation, which had been driven by the Fed's hawkish 
stance, is becoming clearer. 
 
According to IMM currency futures positions published by the US Commodity Futures 
Trading Commission (CFTC), long positions held by speculators (non-commercial) involving 
the US dollar and a basket of eight major currencies have been meaningfully scaled back 
over the past three weeks. More recently, there was noticeable repurchasing of the yen and 
British pound, which had relatively large remaining short positions. We think dollar buying 
positions built up on account of expectations for higher US interest rates were unwound all at 
once (Chart 2). 
 

Chart 1: Up-down Ratio of Major Currencies (vs. USD)  Chart 2: IMM Currency Futures Positions 

 

 

 
Source: Bloomberg; compiled by Daiwa Securities.  Source: CFTC, Bloomberg; compiled by Daiwa Securities. 

Note: Positive values indicate buying each currency/selling the USD, and negative values 
indicate selling each currency/buying the USD. USD is sum of net positions in 
each currency. 
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 Daiwa’s View: 15 November 2022 

 

The dollar's strength since the beginning of 2022 has been led by higher-than-expected 
CPI. The higher CPI readings were surprising considering the expectations for further FRB 
rate hikes with market participants intermittently adjusting higher their view of the terminal 
rate (level at which Fed is expected to stop raising interest rates). Naturally, this meant a 
widening of the relative interest rate differentials between the US and other countries, 
which accelerated dollar appreciation. At the same time, difficulty determining the terminal 
rate increased bond market volatility, as seen in the rise of the Merrill Lynch Option 
Volatility Estimate (MOVE) index. In other words, the rise in the MOVE index can be seen 
as a litmus test for the market's willingness to hedge the risk of a terminal rate spike. As 
shown in Chart 3, there has been very strong correlation between the USD index and the 
MOVE index since 2021. 
 
After the coronavirus shock, the FRB fell “behind the curve” (was not raising interest rates 
fast enough to keep up with inflation). In order to rectify that situation, the FRB set inflation 
control as its top priority by making an unconditional commitment to curbing inflation. As a 
result, monetary policy took on a certain backward-looking nature. While influenced by 
recent CPI data, the FRB successfully returned to a forward-looking nature at its 
November FOMC meeting. This means that CPI upturns for individual months are no 
longer likely to produce disorderly terminal rate increases. The rate hikes to date have 
generally brought the terminal rate closer to an appropriate level, and we have now 
entered a phase where smaller adjustments will be made. The remaining issue is how long 
that level should be maintained. The situation has changed to a declining MOVE index and 
a reversal from dollar appreciation to depreciation. 
 
Chart 3: Dollar Index, MOVE Index 

Source: ICE, Bloomberg; compiled by Daiwa Securities. 
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