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Cross currency swaps: USD premium to
remain intact
Even as the US dollar comes off its highs post the Fed funds rate peak,
the dollar cross-currency basis should maintain a decent premium
versus the euro and the yen. But the dollar premium should still edge
lower in 2023, and all-in spreads (incl. the basis) should be falling
in the second half. Sterling paves a different path, on tight spreads to
dollar rates

All-in spread into USD to come off highs by the second half
A USD premium on the cross-currency basis remains thematic versus the likes of the euro,
Japanese yen and British pound. This is equivalent to a basis discount on the latter three
currencies, with the most extreme version attached to the Japanese yen. For 2023, we doubt there
will be a huge amount of change here. Effectively that means rate differentials that manifest in a
pickup into dollar rates continue to be amplified by the basis to give a larger all-in spread.

We see from the US side a tightening in liquidity 

When we look at drivers, we identify from the US side a tightening in liquidity dominating for most
of 2023. This will be tempered by our call for rate cuts in the second half of the year, but balance
sheet roll-off can technically continue in tandem, at least for a period. This may appear
contradictory, but the balance sheet roll-off towards a better liquidity equilibrium can be viewed as
a separate exercise to interest rate cuts to cushion the economy.
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The eurozone and Japan lag this process

Both the eurozone and Japan lag this process, although the UK is primed to be more in line. That,
in part, helps explain why the UK basis and all-in spread remain relatively tight to the US. In
contrast, the euro and yen spreads remain relatively wide for the first half of 2023, but are likely to
tighten in the second half. This tightening could come from a combination of the narrowing in
absolute spreads and a de-compression of respective basis discounts.

All-in spreads to tighten

For example, the all-in spread between the SOFR 5yr and the TONAR 5yr is in the area of 4.5% in
the first half of 2023, but this narrows to 3% in the second half, including some 20bp in basis
decompression. For the euro, the equivalents are 175bp in the first half versus 100bp in the second
half, with a more moderate basis compression of some 5-10bp. For the UK, there is a more
balanced spreads scenario in play, but one that maintains a basis discount in sterling versus the US
dollar on the cross-currency swap.

Dashboard of cross-currency components for EUR, GBP and JPY
(vs USD)

Source: Macrobond, ISDA and ING estimates



THINK economic and financial analysis

Article | 10 November 2022 3

Author

Padhraic Garvey, CFA
Regional Head of Research, Americas
padhraic.garvey@ing.com

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 N.V. 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. 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 authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. 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.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.

mailto:padhraic.garvey@ing.com
https://www.ing.com

