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FX Daily: More downside risk for the euro
and yen

Policy divergence between the Fed and low-yielding central banks
(ECB, BoJ) continues to argue in favour of USD strength. USD/JPY may
soon touch 130, but FX intervention is not assured, while EUR/USD
could test 1.0700 soon as the French election run-off draws closer and
the situation in Ukraine remains highly volatile

@ USD: Further room to strengthen

Hawkish expectations on Fed tightening have continued to offer a supportive narrative to the
dollar, which has retained good momentum after the Easter break. Yesterday, FOMC arch-

hawk James Bullard signalled openness to a 75bp hike, despite acknowledging that this is not his
base case.

The yen is once again emerging as the worst-performing currency in the G10, and with USD/JPY
now at 128.00, the perceived probability of FX intervention in Japan is set to rise. As discussed
here, no intervention at the 130.00 mark could mean that the line in the sand is set at 140.00. So
far, more and more verbal intervention by Japan’s politicians (this morning, the finance minister
warned against the risk of a rapidly depreciating yen) seems to be having less and less impact on
the currency. At the same time, the probability of a rate hike by the BoJ purely to reduce the Fed-
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BoJ policy gap has been ruled out by BoJ Governor Haruhiko Kuroda. We expect USD/JPY to test
130.00 in the coming days.

Back to the US, this week’s data calendar does not include market-moving releases, and most of
the focus will be on Fed speakers in the last days before the FOMC blackout period starts on 23
April. Chair Jerome Powell will speak at an IMF conference on Thursday, while we'll hear from
Charles Evans today and Mary Daly and Raphael Bostic tomorrow.

Allin all, we continue to expect the dollar to find some support (especially against the low-yielders)
this week. DXY should find more room to appreciate above 101.00.

© EUR: Downside risks persist

Last week's European Central Bank meeting clearly fell short of the market's hawkish expectations,
and forced a re-pricing of tightening bets. A key takeaway for FX is that the Fed-ECB gap, which is a
major determinant of EUR/USD moves, is set to remain wide for longer. We'll hear from President
Christine Lagarde this week, but we doubt she will make any significant U-turn on the policy
rhetoric. On the data side, PMIs will be in focus.

Along with the underlying unsupportive policy differential, EUR/USD will face other downside risks
this week, as the second round of the French elections (24 April) draws nearer. Latest polls seem to
suggest a relatively safe lead for President Emmanuel Macron over rival Marine Le Pen, but we
suspect appetite for the EUR will remain low into this weekend's vote.

Incidentally, there is growing concern about developments in Ukraine after missiles hit the city of
Lviv, which had been considered a relatively safe area - partly due to its proximity to the Polish
border.

A combination of these factors continues to argue against a recovery in the euro, in our view, and
EUR/USD may test 1.0700 in the coming days.

@ GBP: Time for a decisive move below 1.30?

The only two releases to keep an eye on in the UK calendar this week are tomorrow’s retail sales
and PMIs, as well as speeches by Bank of England Governor Andrew Bailey and Catherine Mann on
Thursday.

Cable is currently trading around 1.3000: breaks below this level have proven to be very short-lived
in previous instances (March-April), but we think that a supported dollar and the lack of major
drivers for sterling this week could support a more decisive depreciation in GBP/USD.

© AUD: RBA minutes reiterate focus on wages

In the minutes of its April meeting released overnight, the Reserve Bank of Australia reinforced its
message that wage growth remains a key determinant of further policy moves, and that signs of
acceleration in labour costs and underlying CPI will likely bring forward the timing of rate hikes.

Markets are now betting heavily on a rate hike in June, as the May meeting will take place before
the pivotal wage growth data for the first quarter are released. There hasn't been much
speculation, for now, on whether the RBA might follow the likes of New Zealand, Canada and -
most likely - the US in raising rates by 50bp, which arguably leaves some room for further hawkish
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repricing of rate expectations in Australia.

For now, the Aussie dollar remains mostly tied to external factors, and in particular, to commodity
swings and China-related sentiment. The latest GDP data out of China beat expectations and the
central bank announced fresh measures to support businesses, but the uncertainty around the
impact of strict lockdowns remains high, and may keep a lid on AUD appreciation in the near term.

Authors

Francesco Pesole
FX Strategist
francesco.pesole@ing.com

Chris Turner
Global Head of Markets and Regional Head of Research for UK & CEE
chris.turner@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 BRO00341) 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.

Article | 19 April 2022 3


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

