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FX: Chasing crude stories
Higher crude prices, thawing US-China relations and a re-steepening of
the US yield curve could give investors a reason to put cash to work after
a shaky start to the new year

Contents
USD: Higher oil prices and US rates can see USD/JPY reclaim losses
EUR: Not very attractive right now
CAD: BoC may re-kindle tightening expectations
PLN: Zloty to look through the NBP meeting

USD: Higher oil prices and US rates can see USD/JPY reclaim losses
On paper, 2019 is stacking up as a bad year for risk assets. Slowing world trade growth, late cycle
economies and rising geopolitical risk all point to caution. However, investors’ cash levels were
reasonably high heading into year-end and a lot of emerging market risk assets were already
trading with deep discounts. We prefer to think investors will be looking for opportunities right
now. Some (at least short term) themes may be: (i) higher crude prices, (ii) thawing US-China
relations and (iii) a re-steepening of the US yield curve. On the first, we think the Saudis may be
limiting oil exports to the US to generate some big falls in the weekly US DoE oil inventory data.
1630CET today could see a much sharper decline in inventories than the 1.7mn barrels consensus
expects. On the second point, the mood music on US-China trade has improved and it should be a
good day for equities. And both of those two factors could contribute to a steeper US yield curve,
with the Fed pause keeping the short-end anchored. What does this mean for FX? We’d favour
USD/JPY back to 110 and as per our FX outlook, we’d see the Latam bloc as the biggest EM
beneficiary of higher oil prices, suggesting the high-yield Mexican peso could make a run at
19.00/USD.

EUR: Not very attractive right now
Despite being cheap, the euro does not look very attractive right now and we doubt investors will
want to take EUR/USD through 1.1485/1500. EUR/GBP also looks sidelined ahead of next Tuesday’s
meaningful vote. Elsewhere, today’s Riksbank minutes should reinforce its dovish stance,
reiterating the next rate hike is likely to come well into the second half of the year. With the
domestic economy slowing, we think even one hike is not guaranteed. Swedish krona upside
limited.
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CAD: BoC may re-kindle tightening expectations
The Bank of Canada meets to set interest rates today and releases a new Monetary Policy Report.
Its last meeting (5 December) was dovish – with its observation that there was ‘additional room for
non-inflationary growth’ helping to wipe out tightening expectations. In fact, CAD money market
rates priced two years out have fallen a huge 70 basis points since November to leave the 1.75%
policy rate priced at flat over the next two years. We think there is some upside risk to CAD over
the near term because: (i) the BoC Winter Outlook survey was reasonably upbeat and the BoC
should re-affirm that policy needs to be tightened at some point, (ii) the cut in Alberta oil
production of 325mn bpd has lifted West Canada Select oil prices and (iii) we’re minded to think we
could get some positive news on US-China trade which could lift equities and the CAD. USD/CAD is
already 3% off its highs, but we think any correction is held at 1.3350 before a move to 1.3150.

PLN: Zloty to look through the NBP meeting
We expect the National Bank of Poland to remain on hold today, with the sharply falling Polish CPI
over the past months (and lately even more disappointing core inflation) fully justifying the
stance. With the market pricing in low odds of any tightening over the next two years (only 15bp
of hikes priced in) and the hike-averse NBP bias well known, the on-hold decision and the likely
dovish comments from Governor Adam Glapinski are unlikely to weigh on the zloty too much.
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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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