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FX: Nowhere to hide (apart from the dollar)
Emerging market policymakers are struggling to contain losses. Our
worry is that even good quality currencies could start to come under
pressure
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USD: Pressure on EM broadening as local policy makers struggle to react
Emerging market currencies remain very fragile as an asset class, with local policymakers
struggling to contain losses. The pressure is geographically diverse. Argentina leads losses in Latin
America, where rate hikes, intervention and IMF support have done little to contain losses. In Asia,
the focus is very much on the Renminbi, where the People's Bank of China may well reintroduce
counter-cyclical fixing measures to prevent a 7-handle printing on USD/CNY. Indonesia may well
hike again today and has recently introduced measures to address its Achilles heel of the trade
balance. And in EMEA, those with large current account deficits such as Turkey and South Africa
remain vulnerable. And our worry is that even good quality stories like the Polish zloty and Czech
koruna start to come under pressure as deleveraging escalates. The decisive break lower in
EUR/USD is only adding to the pain for emerging market investors and looks to be generating a
self-reinforcing loop. This all seems far removed from the happy place which is the US, where
consumer confidence remains strong and should result in another solid retail sales reading today.
We are worried that the outlier here is the US equity market. We could see the Japanese yen
outperform should US equities start to suffer – or President Trump tries to talk the dollar down – or
even threatens intervention. The US dollar index remains on course for 97.80 – threatening 1.12 in
EUR/USD.

EUR: Poor price action
If the options market is anything to go by, all that euro bullishness after the French election last
May has evaporated. The one-year risk reversal, or the price the market is prepared to pay for a 25
delta euro put versus an equivalent euro call, is now at 1.36% in favour of EUR puts – the most EUR
bearish since April 2017. With emerging markets on the back foot and de-leveraging triggering
broad dollar demand, EUR/USD seems on course for 1.1200. If Turkey is adding to EUR
underperformance, then we should look out for some potential key events such as: i) will US pastor
be released by a deadline tomorrow and ii) will Turkish authorities offer anything new in an
investor call on Thursday? But ultimately the strong dollar and US trade policy is driving FX markets
right now.

GBP: Sideshow
GBP is playing second-fiddle to events in emerging markets and the strong dollar right now. The
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UK’s large current account deficit and exposure to the financial sector typically sees GBP trading as
a risk-sensitive currency, warning of downside risks in GBP/USD given the current climate. Cable
could see 1.2600/2620.

AUD: We’re surprised AUD hasn’t fallen further
With a nearly flat US yield curve and copper breaking to a new low this week, we’re surprised
AUD/USD has not fallen further. Expect a test of 0.7160, 2016 low.
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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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