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Brief window for carry trades
The dollar’s downside should be relatively limited against low yielders like
the euro and yen whilst providing a short term window for carry trades
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USD: Dollar steady as investors put money to work
Price action in FX markets suggests investors are trying to put money to work – albeit cautiously in
light of risks – largely coming out of Washington. We’re seeing the higher yielding, activity
currencies perform a little better as equities try and recoup some of the heavy losses seen last
year. Helping that mood remains a firm view that the Fed is now on hold (US money market curve
flat for 2019 and prices a cut in 2020) and some signs that the US and China are talking positively
on trade (senior diplomat Liu He to visit Washington 30-31 January). The US government
shutdown is probably limiting the recovery in equity markets and we suspect investors would
react negatively to President Trump using emergency powers, over-riding Congress, to get his wall
built. For today, the focus will be on US CPI. The sharp fall in oil prices late last year means that
headline inflation will be drifting lower over coming months, but the market will instead be
focusing on the core rate. This should be steady around 2.1/2.2% and support the Fed’s new
narrative of patience. It looks a bit early to expect an immediate re-pricing of the Fed tightening
cycle, but the dollar’s downside should be relatively limited against the low yielders (EUR and JPY),
whilst providing a short term window for carry. DXY may be supported around 95.00, but the big
decline in USD/CNY creates a supportive back-drop for emerging markets in general.

EUR: Still at risk of a short squeeze
EUR/USD remains supported by the soft dollar story. With USD/emerging markets gently softening,
the risk of a short squeeze in EUR/USD remains – perhaps to the 1.1620/25 area. However, negative
EUR rates and a soft macro outlook suggest Europe will struggle to attract rotational flows out of
US markets.

GBP: Emergence of second referendum path yet to help the GBP
If there is a chance of a second UK Brexit referendum – e.g. one path after the presumed failure of
the vote on PM Theresa May’s withdrawal bill next week – it is yet to show up in the pound. We
think that’s because some of the alternative scenarios are very bearish for GBP. We’d prefer
caution at this stage rather than opting for some lottery ticket on a sharp GBP rally.
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MXN: Yield and some sensible hedging helps the peso
The Mexican peso is performing quite well on the back of firmer oil prices and the Fed pause. In our
recent article on the topic of a re-steepening of the US curve, we thought long MXN/JPY could be
the vehicle to express this story, with MXN enjoying 8% carry. This may just be a story for a few
months rather than the year, but worth looking at nonetheless. The news that the Mexican
Finance Ministry has hedged its oil sales at $55 for the year ahead (WTI now $52) should also serve
as a reminder of conservative budgetary policy – a positive.
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Disclaimer
This publication has been prepared by the Economic and Financial Analysis Division of
ING Bank N.V. ("ING") solely for information purposes without regard to any particular
user's investment objectives, financial situation, or means. ING forms part of ING
Group (being for this purpose ING Group NV and its subsidiary and affiliated companies).
The information in the publication is not an investment recommendation and it is not
investment, legal or tax advice or an offer or solicitation to purchase or sell any
financial instrument. Reasonable care has been taken to ensure that this publication
is not untrue or misleading when published, but ING does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), as of the date of
the publication and are subject to change without notice.
The distribution of this publication may be restricted by law or regulation in different
jurisdictions and persons into whose possession this publication comes should inform
themselves about, and observe, such restrictions.
Copyright and database rights protection exists in this report and it may not be
reproduced, distributed or published by any person for any purpose without the prior
express consent of ING. All rights are reserved. The producing legal entity ING Bank
N.V. is authorised by the Dutch Central Bank and supervised by the European Central
Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no.
33031431 Amsterdam). In the United Kingdom this information is approved and/or
communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING
Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of
ING, and which has accepted responsibility for the distribution of this report in the
United States under applicable requirements.
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