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FX Daily: When bad news is good news
Global equity markets are putting in a little run of gains. The positive
story seems to be that Fed Chair Powell's admission last week of the
risk of recession means that global monetary tightening may not be
as sharp as expected - and that's good news for equities. Quarter-end
and half-year-end rebalancing may help equities and soften the dollar
this week

USD: Some respite in equities may help commodity FX in
particular

The S&P 500 is nearly 8% up from its lows at the start of the month and rallied 3% on Friday.
Helping the rally has no doubt been last week's re-pricing of tightening cycles around the world
where 25-50bp of expected tightening were removed from some money market curves in just a
few days. Driving that pricing seemed to be the much broader discussion - including from Federal
Reserve Chair Jerome Powell - over the risks of recession. It is not clear we will get many more
insights into those risks this week, although probably the most important Fed communication will
be Powell taking part in the ECB's central banking forum in Sintra on Wednesday afternoon.

This better equity environment has seen the dollar weaken a little. There is much focus this week
that quarter-end and half-year-end rebalancing by buyside fund managers will give equities a lift
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into Thursday. At the same time, buyside surveys have been showing a lot of cash sitting on the
sidelines looking for a home. Barring fresh shocks and since it is not a big week for US data, it
seems not unreasonable to think equities could post some marginal further gains this week.

Most correlated to equity markets over the last three months have been the commodity FX pairs,
and a benign week for equities could see the likes of the Canadian dollar and Norwegian krone play
catch-up with their hawkish local central banks. This all looks like a slightly negative environment
for the dollar. Yet we doubt the dollar will slump. It is far too early for central bankers to be
signalling the all-clear with inflation. And signs later in the summer that central banks will still be
tightening even as growth slows may trigger another wave of equity selling.

For this week, however, DXY could drift back towards the recent 103.40 lows. 

EUR: Temporary reprieve
EUR/USD traded volatility is dipping towards the lower end of its 8-10% recent range as EUR/USD
starts to show more range-bound trading. Current price action is in keeping with our baseline
scenario of EUR/USD trading in a range through the summer months before making a modest turn
higher at year-end should, as we believe, the market shift towards pricing the start of a Fed easing
cycle in late 2023. For the time being, however, the Fed will continue to sound hawkish and
EUR/USD may struggle to hold gains over the 1.0625/40 area this week.

Elsewhere, the market will be looking out again at the weekly CHF sight deposit data to see if the
Swiss National Bank has been selling FX reserves to engineer a stronger Swiss franc. EUR/CHF made
it as low as 1.0050 on Friday and as we have been saying for the last couple of months, 1.00
should not prove much of a floor in EUR/CHF - now that the SNB wants to drive the nominal CHF
stronger to fight inflation. 

GBP: Equity rally could help sterling
Sterling continues to defy some of the more bearish forecasts - perhaps because some of its
trading partners face equal challenges. For today, headlines could be grabbed this afternoon by
news that Conservatives in the lower house have backed a bill suspending parts of the Northern
Ireland protocol and risking a trade war with the EU. We suspect that news is priced in, even
though it will not be welcome for sterling.

Helping sterling, however, should be the better equity environment where sterling has recently
taken on the characteristics of a growth currency with a decent correlation with equities. In quiet
markets, GBP/USD could edge up to the recent highs at 1.2400, while EUR/GBP could edge back
down to the 0.8550 area. Last week saw 30bp priced out of this year's Bank of England tightening
cycle - but GBP/USD held up well because a similar re-pricing was underway in the US, too. 

TRY: New measures provide temporary support for the lira
Turkish authorities have found a new way to boost the lira. On Friday, regulators announced that
firms with excess holdings of foreign exchange would see access to commercial lira loans curtailed.
The measures seem to be addressing one of the areas of lira leakage where credit growth was
finding its way into FX.

The measures were announced late Friday and triggered a 5% rally in the lira. Most expect that the
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lira will struggle to defy 70% inflation without recourse to more conventional monetary policy,
thus it is not clear how long the lira can sustain these gains close to the 16.00/16.30/USD area.

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

