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FX Daily: Cash parked on the sidelines
The dollar remains in correction mode and the market is watching the
news from China regarding the approach to its Covid-19 policy.
Today's market focus will be on the US mid-term elections. We expect
the Romanian central bank to raise rates by 50bp to 6.75%, which
may be the central bank's last move in this hiking cycle

Today's market focus
will be on the US mid-
term elections

USD: The known unknowns
The dollar remains in corrective mode as investors, very underweight in both equity and bond
markets, stand ready to adjust positions on the latest headlines out of China. Here, China’s zero-
Covid policy represents a ‘known unknown’ for the market and one where any significant
relaxation could unleash a wall of cash parked on the sidelines in dollars. Active investors would
not want to be caught out by a year-end rally in risk assets.

Some concrete news on China’s Covid policy would probably trigger more of a dollar correction, but
until then FX markets will be dragged around by two key factors: central bank policy and energy
prices. A recent BIS paper looking at this year’s dollar rally picks out those two factors and
concludes that, with real rates still negative in many countries, it would be dangerous to be too
concerned with the over-tightening of monetary policy.

Fears of over-tightening do not seem to be present in the US currently, where money markets are
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continuing to price the Fed cycle higher and later. Perhaps one factor we are underestimating here
– and one we highlighted in our FX Daily last week – is that a more drawn-out Fed tightening cycle
is delivering a drop in volatility and a fillip to the carry trade. Certainly, US interest rate volatility
has started to drop.

For today, the focus will be on the US mid-term results. We discuss the various scenario outcomes
in this article, although the immediate impact on the dollar will be muted ahead of the main event
risk this week – October US CPI data on Thursday.

DXY should continue to find support this week below 110.

Chris Turner

EUR: Staying above parity is no easy task
EUR/USD climbed back above parity yesterday, still driven by a softer dollar and relatively upbeat
risk sentiment. In the eurozone, we continued to hear calls for more tightening, with European
Central Bank president Christine Lagarde and Governing Council member Francois Villeroy de
Galhau both maintaining a hawkish tone. We doubt, however, this is offering idiosyncratic support
to the euro at this stage.

Today, the eurozone data calendar includes retail sales for the month of September, which are
expected to have climbed on a month-on-month basis. ECB Governing Council member
Joachim Nagel is speaking this morning, and we can surely expect more hawkish comments on his
side.

While the US inflation report and the mid-term elections are two key risk events for the dollar,
macro factors continue to point at a weaker EUR/USD, and we doubt that with the economic
uncertainty in the eurozone ahead of the winter and a still hawkish Fed the procyclical EUR/USD
will easily remain above parity in the coming weeks.

Francesco Pesole

GBP: BoE Gilt sales meet lukewarm demand
Lukewarm demand at yesterday’s Bank of England 7-20Y Gilt auction saw Gilts selling off and
dragging other bond markets with them. Our debt strategy has been pointing out that investor
demand is for shorter-dated Gilts and that £6.25bn worth of Gilt auctions later this week will not
have helped the BoE’s gilt auction. Soft demand at the auction and the subsequent Gilt sell-off did
not inordinately hurt sterling, however, which seems to be settling down a little.

For today, the focus will be on some speeches from the BoE’s Huw Pill and Catherine Mann.
Somewhat surprisingly, the pricing of the BoE cycle does not seem to have moved much since the
immediate volatility following last Thursday’s Monetary Policy Committee meeting. And the FX
market may now be wholly focused on the amount of fiscal restraint coming through on 17
November. We continue to favour the view that GBP/USD rallies over 1.15 are not sustainable.

Chris Turner

https://think.ing.com/articles/update-the-us-mid-term-elections-what-you-need-to-know/
https://think.ing.com/articles/fx-daily-bearish-steepening-of-money-market-curve-lifts-the-dollar/
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CEE: National Bank of Romania to raise rates by 50bp
Today we have September industrial production and retail sales in Hungary on the calendar, and in
both cases we expect weaker numbers than in August. Retail sales will also be published in the
Czech Republic and the Czech National Bank will release FX intervention data for September, but
the main event today is the meeting of the National Bank of Romania (NBR), which is the last one
this year.

We expect a 50bp rate hike to 6.75%, which means a slowdown in the pace of tightening
compared to the October meeting. It may also be the last rate hike of this tightening cycle, but we
do not rule out an additional 25bp rate hike in January. We think this week's data should confirm
that inflation peaked in September, and we should see a lower number for October (INGF: 15.2%
year-on-year). Perhaps more important than the rate hike itself will be any hint of an alteration in
the tight liquidity management stance. We see little to no chance of this being changed for now,
though we still have questions about how the NBR will offset the traditional year-end spending
spree of the government.

On the FX side, the Romanian leu has maintained a distance from NBR intervention levels for
almost three weeks now and we believe positive global conditions will keep it below 4.89 EUR/RON
in recent days and see potential to test new gains as we briefly saw yesterday, supported by solid
demand for Romanian government bonds.

Frantisek Taborsky

Authors

Frantisek Taborsky
EMEA FX & FI Strategist
frantisek.taborsky@ing.com

Chris Turner
Global Head of Markets and Regional Head of Research for UK & CEE
chris.turner@ing.com

Francesco Pesole
FX Strategist
francesco.pesole@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.

https://think.ing.com/articles/key-events-in-emea-next-week-041122/
https://think.ing.com/articles/romanian-national-bank-preview-still-in-hiking-mood/
mailto:frantisek.taborsky@ing.com
mailto:chris.turner@ing.com
mailto:francesco.pesole@ing.com


THINK economic and financial analysis

Article | 8 November 2022 4

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 http://www.ing.com.

http://www.ing.com

