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FX Daily: Reflation trade returns with
conviction
Investors are refusing to hang around for a U-shaped recovery and are
putting money to work straight away. The US Treasury curve is
steepening and money is flowing back into emerging markets. This is a
bearish environment for the dollar
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USD: Market has the reflation bit between its teeth
This has been a huge week for the reflation trade as investors refuse to hang around for a U-
shaped recovery and are putting money to work straight away. After all, the point of
quantitative easing is to drive investors out along the credit curve. This story has been most
evident this week in the 15 basis point steepening in the US 2-10 year curve – reminiscent of
the moves seen in March 2009 when confidence finally returned to the market. IIF data also
shows the biggest weekly portfolio inflow into Emerging Markets since early February. A return
of investors into EM had been one of our key tenets for our bearish 2H20 view on the dollar –
this story now seems to be unfolding. This environment will favour pro-cyclical currencies and
favour equity over bond markets (UST 10 yields to 1.00%), suggesting Asian FX (ex JPY) may be
due a catch-up if US-China tension can stay contained (as it has this week). This is a bearish
environment for the USD and the JPY as we outlined in our Road to Recovery framework. Given
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that reflationary conviction is rising, there is a chance the dollar sells off whatever US jobs
number we see today. Poor data will be read as the need for Federal Reserve to keep printing,
better data as positive for the global recovery story. The decisive breakout in EUR/USD makes
the case for DXY to extend to 95.00.

EUR: Europe helps not hinders the global reflation trade
Just over a month ago we were concerned that Europe would derail a global recovery story, as
it belatedly did in 2010/12. Now, however, the mood has changed dramatically with aggressive
fiscal and monetary support and even some progress on financial burden sharing – a story
which should grow into the June 18/19 EU summit. The European Central Bank's extension to
its Pandemic Emergency Purchase Programme into 2021 certainly suggests fiscal risk premia
can be contained for 2020 at least. EUR/USD has come a long way in a short space of time, but
it looks as though the reflation trade and the emerging dollar bear trend can sustain the rally.
We are also closely watching the options market for signs of active buying of upside
structures, which would add another layer of confidence to our view for 1.15/16 and possibly
higher if those hoarding dollars are forced to unload.

GBP: Weakness mainly against the EUR
EUR/GBP is back to 0.90 and could trade a little higher if confirmed later today that both sides
have made little progress in Brexit talks.

KRW: Won should play catch-up
Reflation trades favour equities – an asset class normally associated with Asian FX. US-China
trade tension has been holding Asian FX back, but if EUR/SEK can trade at 10.38, we would
expect USD/KRW to be trading nearer 1150. For those, like us, who feel the reflation trade has
legs, then KRW/JPY should be a 9.40 story.
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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 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.
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