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FX Daily: Sweet spot for cyclical
commodity FX

With equities and commodity prices going higher and the US
Treasury curve steepening, it is the cyclical commodity FX that leads
the gains

e

@ USD: Sweet spot for cyclical commodity FX

The reflation theme dynamics are fully manifesting themselves in the G10 FX market. With
equities and commodity prices going higher and the US Treasury curve steepening, it is the cyclical
commodity FX that leads the gains, while only the Japanese yen, with its negative correlation to
UST yields, is losing ground vs the dollar. The outlook for: (1) the strong 2Q rebound in the global
economy; and (2) a cautious Federal Reserve remains too appealing to change the current trend.
The strength of the reflation theme is also very evident in the rouble, which continues to shrug off
the foreign policy risk and is now close to the 73.00 level. With the Central Bank of Russia turning
modestly hawkish last week (in turn providing a cushion to RUB's real rate), the currency’s positive
exposure to commodity prices and the supportive seasonality in the first half, we expect USD/RUB
to head to the 72.00 level.
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EUR: Staying supported

The focus today is on the February German ZEW survey and 4Q20 eurozone GDP. The latter is
widely expected to contract by 5.1% year-on-year while the former should see a modest dip.
Given the general market sentiment, this is unlikely to affect EUR much and EUR/USD should stay
above the 1.2100 level today.

@ GBP: Pushing ahead

Sterling continues to push ahead as the dividend of rapid vaccination and the currency’s relative
high beta among the three majors (USD, EUR and JPY) both help in the current reflationary
environment. We expect the EUR/GBP medium term valuation gap to continue closing (we
estimate EUR/GBP medium-term fair value at 0.82, based on our BEER model) this year and next.
But with the GBP showing signs of a modest overvaluation based on our short-term financial fair
value model, the pace of near-term appreciation may slow from here.

@ HUF: High growth and high inflation

The focus is on Hungarian GDP today, with risks clearly tilted to the upside, especially due to
government spending, as it is hard to measure whether the spending spree in December impacted
GDP or not. In the upside risk scenario, we might see a 0.0-0.1% quarter-on-quarter growth rate in
4Q20. The solid growth outlook, coupled with the clear inflation pressures (we expect April/May CPI
to be around 4%, with clear upside risks), has already been translating into market pricing in rate
hikes (around 40bp by the year end). But unless the forint embarks on a more pronounced
depreciation trend, we see a high bar for the National Bank of Hungary to hike interest rates, in
effect eventually taking some support from HUF. We don't expect EUR/HUF to dip below the 355
level, and underscore our forecast of EUR/HUF 363 by the end of 2Q. HUF remains our least
preferred CEE currency.

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

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

Article | 16 February 2021 2


mailto:chris.turner@ing.com
mailto:francesco.pesole@ing.com

THINK economic and financial analysis

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 | 16 February 2021 3


http://www.ing.com

