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FX: Evaluating the scenarios
This July could prove to be a testing month for FX markets, given the
rise in trade tensions

There’s more value in outlining potential scenarios
This is a particularly uncertain time for FX markets; where the escalation in the global trade war
ends nobody knows. This makes a baseline FX scenario exceptionally difficult.

Rather than delivering back-to-back cuts in our baseline EUR/USD profile (despite mounting
pressure in that direction) this month we believe there’s more value in outlining potential
scenarios. Our full scenario analysis can be found here.

Below we summarise four potential paths for EUR/USD into 2019, all supported by various
assumptions for some of the key inputs, such as rate spreads and risk premia.

https://think.ing.com/uploads/reports/ING_FX_Research_-_EURUSD_Scenario_Analysis_%28July_2018%29.pdf
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Four scenarios for EUR/USD into end 2019 (Click to enlarge)

Source: ING

EUR/USD could potentially see 1.10 this summer
Compared to a tentative baseline of EUR/USD recovering to 1.23 by the end of the year, risks look
clearly skewed to the downside. Were the Trump team to accelerate their review of auto imports
and formally adopt the 20% tariffs on EU auto imports, we could potentially see 1.10 this summer.
A scenario  of 1.05 would, however, require: a) peak rate divergence where the US economy/Fed
pricing is immune to rising trade tensions and b) peak pessimism on German and Italian politics.

It also remains a challenging time for EM FX. Slowing world trade and the Fed potentially taking
policy into ‘tight’ territory could see the headwinds to EM turn into a hurricane.

EUR/USD spot rate projections

Source: ING
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Source: ING Global Research

Click here to download our global forecasts
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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.
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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.
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