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USD net positions decline on safe haven flow as Middle East war breaks out
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USD short covering

The most recent CFTC report saw a sharp drop in USD net shorts, the result of a
burst of safe haven flows related to the attacks on Iran led by Israel and the US. We
do not think that this represents a change in sentiment in USD. Instead, we think that
it represents increased geopolitical risks and a shift in exposure to those regions
vulnerable to energy imports from the Middle East.

That said, this was the second straight decline in USD net short positions. However,
positioning had been extremely short USD, so a short-covering rally was growing
more likely. Hence, as downward pressure on USD had run out of steam, some in the
market were motivated to lighten their short positions. This does not mean that they
have changed their view on USD, but they think the market was too heavily tilted
toward further losses. The USD did rally then sparked a further lightening in USD
short positions.

The balance between short-covering/change in sentiment will take weeks to discern
and it will be affected by the evolution of the war in the Middle East. President Trump
might make some statements about the war, but he is not the only person with a view
on the situation.

Largest decline in USD net shorts since January

In the week, aggregate USD net short positions declined by USD15.9bn to
USDG62.0bn. This was the largest weekly decline in USD net shorts since mid-January
2026.

Speculative and real money accounts were the main drivers of the change in USD net

shorts. Speculators USD net shorts declined by USD6.6bn. Over the past two weeks,
speculative net short positions have declined by USD9.6bn to USD12.3bn. Again, this
was from an extreme net short position of over USD20bn -- a situation ripe for short-
covering.

Among currency positions, the changes were in EUR and JPY. (Keep in mind that USD
net positions are the aggregation of net positions in other currencies). In the week,
EUR net long positions fell by USD8.8bn, largely among speculative and real money
accounts. This still left EUR net long positions among real money accounts extremely
high, at almost USD54bn. Meanwhile, even with a decline of USD3.3bn, speculative
EUR net longs remain close to USD20bn.

AUD net positions buck the trend

One currency that stands out is AUD. Unlike most other currencies, AUD net long
positions increased in the most recent CFTC report. This does represent the
evolution of a change in sentiment on AUD triggered by the RBA starting to raise its
policy rate. This is most evident in speculative accounts, which have gone from a
large net short position late last year, to their largest net long position since late 2017.
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Speculative positions

CAD: Speculative positions
(contracts, 000s)
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JPY: Speculative positions
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AUD: Speculative positions
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CAD: Non-commercial net positions
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CAD: Total net positions
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USD: Non-commercial net positions
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Currencies
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US Dollar
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Disclaimer

This report is provided by Watt Strategic Economic Advisors. It is provided for informational purposes only. Opinions, estimates and projections contained in this report are those of Watt Strategic
Economic Advisors as of the date of this report. Views expressed are subject to change without notice based on market and economic conditions, and outcomes might differ from projections. Though,
the information presented in this report has been drawn from sources considered to be reliable, there is no guarantee of accuracy. Watt Strategic Economic Advisors assumes no responsibility for
errors or omissions contained. This material does not constitute investment advice or investment recommendations and is not to be relied upon as such.
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