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FX Daily: Geopolitics sees pro-risk trades
unwind
US data and Fed commentary is keeping the dollar bid. At the same
time, geopolitics and reports that China is preparing to increase its
support for Russia are also seeing an unwind of 2023 global recovery
trades. February and March are seasonally strong months for the
dollar and 4.50% overnight deposit rates can keep the dollar
supported a little longer 

Incoming Bank of
Japan Governor Kazuo
Ueda

USD: Dollar strength is not just a Fed story
It has been quite surprising to see USD/CNH move back above the 6.90 area and also see USD/KRW
stay bid above 1300. The 2023 narrative was meant to be about US disinflation, China re-opening
and $/Asia playing a major part in the broad dollar decline. That has not been the case. Away from
the US disinflation/Fed story, the rally in USD/Asia and USD/CNH may also be down to a re-
appraisal that: a) Asian trade surpluses may be harder to come by given the slowdown in Europe
and the US, plus b) geopolitics creeping into investment decisions. For example, reports
overnight suggest that China may be preparing to up its support for Russia consistent with recent
briefings out of Washington. The fear of an escalation in US sanctions may be prompting investors
to re-appraise some of their investment holdings along geo-political lines. 

https://www.spiegel.de/international/world/the-war-in-ukraine-china-is-reportedly-negotiating-with-russia-to-supply-kamikaze-drones-a-13909157-4740-4f84-830e-fb3c69bc1dff
https://www.spiegel.de/international/world/the-war-in-ukraine-china-is-reportedly-negotiating-with-russia-to-supply-kamikaze-drones-a-13909157-4740-4f84-830e-fb3c69bc1dff
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This comes at a time of the year when the dollar is seasonally strong (February and March) and
the bar to put money to work outside of 4.50% yielding overnight dollar deposits is not particularly
low. Away from geopolitics, yesterday's US fourth quarter GDP revision saw the core deflator
revised up to 4.3% annualised, from the 3.9% originally reported, and today should see the
January core PCE deflator at a sticky 0.4% month-on-month. In other words, the US
disinflation/bearish dollar narrative will find little from today's data.

DXY looks like it can continue to press 105.00 and should USD/CNH trade back up to 7.00 on
geopolitics, we could be looking at 105.60/106.00 on DXY. 

Chris Turner

EUR: Eurozone core inflation strikes new high
Yesterday's revisions to eurozone January inflation saw core inflation revised to a new cycle high
of 5.3% year-on-year. No wonder ECB officials such as Isabel Schnabel are keen to dispel any ideas
that the disinflation process has started. And a core view slowly permeating through the market is
that the ECB has perhaps another 100bp+ of tightening to do, but crucially will be leaving rates at
those high levels throughout a large chunk of 2024. This should be a key factor in keeping EUR/USD
supported on a multi-quarter view.

 The eurozone calendar is light today, but given the dollar bid on the back of US data/geopolitics,
the EUR/USD bias looks to a press of 1.0575 support and a potential move to 1.0500.

Chris Turner

GBP: A good week for UK data
Following on from Tuesday's strong PMI release, the UK outlook has received another boost today
in the form of a big jump in GFK consumer confidence. This has now returned to levels not seen
since last April. At the margin, this will make the Bank of England's life harder as it seeks to cool
aggregate demand to soften inflation. Markets are now quite comfortable in pricing the BoE's Bank
Rate at 4.50% at the end of this year – pricing 25bp hikes in March and May.

Slightly better growth prospects, sticky inflation and some further monetary tightening are the
story across the US, the eurozone and the UK at the moment – suggesting bilateral FX rates do not
need to move too much. This has seen three-month GBP/USD implied volatility drift under 10% and
would tend to favour more modest moves in the spot. We think support levels at 1.1850/1950 may
hold over the next couple of weeks. BoE dove Silvana Tenreyro speaks at 1730CET today.

Chris Turner

JPY: Few bombshells from BoJ Governor nominee
The Japanese yen event risk has been overcome today in the form of testimony from the nominee
Bank of Japan (BoJ) Governor Kazuo Ueda. The yen and Japanese government bond (JGB) yields
moved little on his remarks that a dovish policy setting was still appropriate, but that
normalisation would be needed were the BoJ to conclude that inflation had achieved 2% on a
stable basis.

The forward market for 10-year JGB yields does, however, price a further widening of the 10-year
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JGB band (+/- 50bp around zero) within the next three months. And the FX options market prices
volatility around the key BoJ monetary policy dates of 10 March and 28 April.

Our view is that this corrective dollar bounce could carry USD/JPY up to the 136/137 area over the
next couple of weeks. But assuming that we are correct with the US disinflation story dominating
again in the second quarter, USD/JPY should be back towards 125/126 into the summer.

Chris Turner

Authors

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

Frantisek Taborsky
EMEA FX & FI Strategist
frantisek.taborsky@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 http://www.ing.com.

mailto:chris.turner@ing.com
mailto:francesco.pesole@ing.com
mailto:frantisek.taborsky@ing.com
http://www.ing.com

