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EMEA FX Talking: Upside down
In the CEE region, the countries that lost the most during the global
turmoil are now on their way to the biggest gains. In Turkey, the
upcoming May elections will be a major catalyst for FX in the coming
weeks. The rand may rally later, even though the local central bank is
pessimistic

Main ING Emerging Market FX forecasts

 EUR/CZK EUR/PLN EUR/HUF

1M 23.45 ↑ 4.76 ↑ 373.00 ↓

3M 24.30 ↑ 4.72 ↓ 370.00 →

6M 24.20 ↑ 4.67 ↓ 383.00 →

12M 24.20 ↑ 4.60 ↓ 370.00 →

↑ / → / ↓ indicates our forecast for the currency pair is above/in line with/below the corresponding
market forward or NDF outright
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Source (all charts and tables): Refinitiv, ING forecast

EUR/PLN: Negative local situation against positive global backdrop

 Spot One month bias 1M 3M 6M 12M

EUR/PLN 4.6856 Mildly Bullish 4.76 4.72 4.67 4.60

The zloty should remain relatively unattractive in the CEE space for short-term trading.
Much of the positioning seems to have been squared ahead of the European Court of
Justice's (ECJ's) opinion on FX mortgages in February.
The local situation should come to the fore as global financial stresses fade. Domestic data
point toward an economic slump and slowing inflation, maintaining expectations for
National Bank of Poland cuts in the second half of the year, with which we disagree.
Moreover, both the ECJ opinion and the looming statutory solution for FX mortgages may
trigger local banks to increase provisioning in foreign currencies. This will happen against a
positive backdrop of rising EUR/USD though. Hence EUR/PLN is unlikely to exceed technical
resistance at 4.76 in April.

EUR/HUF: Local and global factors make case for a HUF rally

 Spot One month bias 1M 3M 6M 12M

EUR/HUF 376.1800 Mildly Bearish 373.00 370.00 383.00 370.00

After weeks of heightened volatility, the forint has recovered to pre-SVB collapse levels and
posted the best year-to-date performance in the CEE region by the end of the first quarter.
HUF has maintained the highest beta against the global story, which, assuming favourable
global conditions, creates room for further improvement. Together with the CZK, HUF
remains our favourite CEE currency in the current market conditions.
The National Bank of Hungary has made it clear that easing is not on the table now, which
should keep FX carry by far the highest in the region. The decline in risk aversion, higher
EUR/USD and lower energy prices provide perfect conditions for a forint rally in the coming
weeks.
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EUR/CZK: Close to historically high levels

 Spot One month bias 1M 3M 6M 12M

EUR/CZK 23.4240 Neutral 23.45 24.30 24.20 24.20

The koruna visibly welcomed the Czech National Bank's hawkish tone and is once again
attacking historically strong levels. The central bank has confirmed that it is ready to
intervene if needed, but current levels are far from where the CNB was last active.
The central bank's statement is clearly supportive and implies that the koruna is safe in the
event of a global sell-off. Moreover, with the prospect of higher rates for a longer period of
time, a solid FX carry is also guaranteed.
Overall, the koruna is, together with the Hungarian forint, our favourite currency within the
CEE region, offering very decent risk/reward.

EUR/RON: Upside pressures on EUR/RON

 Spot One month bias 1M 3M 6M 12M

EUR/RON 4.9331 Neutral 4.94 4.95 5.08 5.10

As the liquidity surplus remains at historically high levels (we estimate it around RON26bn in
March) money market rates remain anchored closer to the deposit facility. The entire curve
up to 1-year is in fact well below the 7.00% key rate.
The end of March came with upside pressures on EUR/RON. The 4.95 level held again very
well, with the increased turnover around it suggesting official offers protecting the leu.
We believe that mild upside pressures would in fact be rather welcomed by the National
Bank of Romania as it has the chance to mop up some of the excess liquidity. Once liquidity
is more within NBR’s control, an upside move in EUR/RON could be expected.

EUR/RSD: Hiking cycle may have reached the peak

 Spot One month bias 1M 3M 6M 12M

EUR/RSD 117.3000 Neutral 117.30 117.30 117.35 117.35

The inflationary developments in Serbia left few options for the central bank, which
decided to tighten policy again by 25bp at its 6 April meeting, bringing the key rate to
6.00%.
We believe that future policy decisions will be much more data-dependent. We think
inflation peaked in February 2023 at 16.1%, but it is unlikely to get within the National Bank
of Serbia's 1.5-4.5% target range over the next two years.
We maintain our expectations for an essentially flat EUR/RSD profile for the rest of 2023,
with FX interventions likely to occur sideways in a rather narrow range.



THINK economic and financial analysis

Article | 11 April 2023 4

USD/UAH: Short term risks less severe, but longer ones remain high

 Spot One month bias 1M 3M 6M 12M

USD/UAH 36.9320 Neutral 37.00 39.00 39.00 37.00

Pressure on the hryvnia has eased in recent weeks. The monthly cost of FX intervention in
March dipped below US$2bn (vs US$4bn in mid-2022). In tandem with international aid,
including a new multi-year International Monetary Fund (IMF) programme of US$15.6bn, it
helped NBU FX reserves stabilise near US$30bn, relatively close to pre-war levels.
This considerably eases the short-term risks to the hryvnia.
We still remain wary of the UAH prospects around the middle of the year. Improved
weather will encourage larger scale fighting in East Ukraine and possibly another major
Russian offensive. Moreover, with no end to the conflict in sight, pressure on the Ukrainian
economy will further increase in the coming months.

USD/KZT: Higher volatility, in line with commodities

 Spot One month bias 1M 3M 6M 12M

USD/KZT 451.0000 Mildly Bearish 440.00 465.00 460.00 470.00

USD/KZT ended March at 445-450, close to the end of February levels and in line with our
expectations. But the intra-month volatility was high, as KZT traded in a wide 430-465
range, reflecting Brent falling from US$86 to US$73/bbl and then recovering recently to
US$85.
The positive momentum on the oil market following the OPEC+ production cut and calmer
global financial markets has set the stage for further KZT appreciation in the near term.
We remain constructive on the Kazakhstani tenge in the medium term, given the expected
increase in exports. However, exposure to geopolitical risks in the region could be a source
of two-way volatility.
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USD/TRY: May elections key catalyst for the outlook

 Spot One month bias 1M 3M 6M 12M

USD/TRY 19.2930 Mildly Bullish 19.70 21.40 23.10 25.00

At the March meeting, the Central Bank of Turkey hinted that it would maintain a wait-and-
see mode, while we can expect further macro-prudential measures to maintain favourable
financial conditions with the objective of minimising the effects of the earthquakes.
Recently, we saw a signal to reduce the maturity of FX-protected deposits supported by the
CBT down to one month and the removal of the interest rate cap in Treasury-supported FX-
protected deposits. In this environment, the CBT is likely to maintain its control over locals'
FX flows to sustain low rates.
Given elevated inflation and ongoing upside risks, the real value of the exchange will likely
remain in focus ahead of the elections.

USD/ZAR: Even the SARB thinks the rand will weaken

 Spot One month bias 1M 3M 6M 12M

USD/ZAR 18.3920 Mildly Bearish 18.25 18.00 17.50 17.00

The South African rand has been doing a little better recently, helped by the softer dollar
environment and the surprise 50bp hike from the South African Reserve Bank in late March.
The SARB felt that it had no other alternative than to hike by so much given that inflation
expectations were on the rise and inflation looked unlikely to return to the target until late
2024.
In a brutally honest statement, the SARB said that “further currency weakness looks likely”.
The SARB hangs this on load-shedding/power outages hitting growth, upside inflation risks
and the current account deficit widening on softer commodity prices.
We think the rand can rally a little on the softer dollar story in the second half of the year,
but the shorter-term risks in USD/ZAR lie to the upside. 
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USD/ILS: No signs of political tension easing

 Spot One month bias 1M 3M 6M 12M

USD/ILS 3.6266 Mildly Bearish 3.60 3.50 3.35 3.20

The Israeli shekel has recovered a little over the last month, but that looks entirely down to
the softer dollar. Domestically, the situation remains very tense: the Netanyahu
government so far is showing no signs of backing down in its push for judicial reforms. The
Bank of Israel’s research department recently presented scenarios as to what this tension
may mean for growth, inflation and Israel’s sovereign risk premium.
A quick resolution to the crisis could knock 0.8% off GDP per year over the next three years.
Lasting effects/structurally higher sovereign risk premium could knock 2.8% off GDP per
year.
The macro fundamentals for the shekel are good, but unless the crisis is resolved, USD/ILS
may not head down to 3.50 after all.
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