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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.
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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)

The landscape for global markets is pretty murky but here are four potential EUR/USD paths

Four themes for EUR/USD over the next 12 months
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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.
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ING global forecasts
2017 2018F 2019F 2020F

FIRST 20 3Q &% FY 10 2Q 3Q &4Q FY 10 2Q 30 4 FY 10 2Q 30 4&Q FY

QUA

RTER
United States
GDP (% QoQ, ann) EZ R FA 0N AE 20 &0 33 23 29\ pi5E2@giiniad 17 18 18 17 18
CP1 headline (% YoY) 2RI AR 23 27 29 26 2625 LS LEPENGy 23 22 21 19 21
Federal funds (%, 2op)! 075 100 100 125 150 175 200 225 250 250 275 275 300 325 325 3.00
3-month interest rate (3, eop) 115 130 133 156 230 235 262 284 306 299 327 330 355 372 354 346
10-year interest rate (%, eop) 240 230 230 240 300 300 300 320 330 320 320 320 320 310 300 290
Fiscal balance (% of GDF) 35 -40 47 -5.0
Fiscal thrust (% of GDP) 0.0 14 08 0.4
Debt held by public (% of GDP) 761 713 798 230
Eurozone
GDF (% CQoQ, ann) 27330 292824 15 15 17 ‘16 20fd7 346 Lh IF T 17 16 12 09 16
Pl headline (% YaY) 15 1350 15 14 1& 13 17 20 16 17/ 51& 16 16 17 16 17 17 17 17 17
Refi minimum bid rate (%, eop) 000 000 0.00 0.00 000 000 000 0.00 000 000 000 025 025 025 050 050 050 050
3-month interest rate (%, eop) -0.33 -0.33 -0.33 -0.33 -0.33 0.33 -0.33 -0.33 -0.25-0.20-0.10 0.10 010 0.15 030 040 050 050
10-year interest rate (%, eop] 045 040 045 D42 030 030 040 050 060 070 0.70 080 0.80 050 1.00 100 100 100
Fiscal balance (% of GDP) -09 -0s AL -10
Fiscal thrust (% of GDP) 02 02 03 01
Gross public deht/GDP (36) 892 877 861 51
Japan
GDP (% QoQ, ann) 19851 13 1T 06 18 19 10 10FET RSP EIANES 11 11 11 11 06
CPI headline (% YoY) 02 04 06 06 05 13 07 10 06 09 06 22 22 23 18 23 10 10 10 10
Excess reserve rate (%) -01 -01 01 01 {01 01 01 -01 01 -01 01 00 00 00 00 00
3-month interest rate (%, eop) 000 000 0.00 0.00 000 000 000 000 00 00 005 01 01 01 01 01
10-year interest rate (%, eop) 010 010 010 0.10 010 010 010 010 01 01 01 01 02 02 02 03
Fiscal balance (% of GDP) 48 41 36 -30
Gross public debt/GDP (%) 2210 2230 2260 2260
China
GDP (% Yoy} 69 69 68 68 69 68 67 67 68 68 67 67 66 66 67 66 65 65 64 65
CP1 headline (% YoV) 1% 14 16 18 16 25 20 20 21 22 ;19 19 19 20 19 20 19 18 17 20
PBOC 7-day reverse repo rate (% eop) 245 245 245 250 255 255 255 255 255 255 260 265 270 270 270 270 270 275 275
10-year T-bond yield (%, eap) 329 357 361 390 375 354 350 340 340 330 320 310 300 3.00 300 295 295 290 290
Fiscal balance (% of GDP) 37 -35 35 -35
Public debt, inc local govt (% GDF) 500 85.0 100 100
UK
GDP (% QoQ, ann) TSI SI0S 16 815 09 19 15 18 g . S S B 21 17 17 17
Pl headline (% YoY) 2ESAE RIS RN B2 27 25 25 23 2522 INNTONPR NN 21 22 22 21 22
BoE official bank rate (%, eop) 025 025 0.25 0.50 050 050 075 0.75 0.75 0.75 075 1.00 1.00 100 100 125 1.25 150 150 150
BoE Quantitative Easing (Ebn) 445 E4S AAS 445 &S 445 445 445 A4L G5 445 AR5 HA4S AR5 445 4R 445 A4S 445
3-menth interest rate (%, eop) 035 035 035 0.52 0.60 080 0.80 0.80 0.80 0.85 105 105 105 105 130 135 160 165 165
10-year interest rate (%, eopl 115 110 135 120 145 148 170 180 180 190 150 200 200 20 21 22 22 22 22
Fiscal balance (% of GDF) -25 -18 -17 14
Fiscal thrust (% of GDF) -05 04 04 03
Gross public debt/GDP (3) 87.0 865 860 853
EUR/USD (eop) 108 112 120 120 125 117 137 173 £25°130 133 135 136 137 138 140
USDAPY [eop) 112 115 110 113 107 110 110 110 108 105 102 100 980 950 930 500
USD/CNY (eop) 689 678 6.65 6£.51 6.28 6.67 680 7.00 7.00 680 660 650 65 B4 64 B3
EUR/GEP (2op) 087 088 054 089 0.88 088 088 0.86 083 082 0.81 080 08 08 08 08
Brent Crude (USS/bbl, avg) 55 51 52 61 55 67 72 70 68 69 6% 66 67 66 66 610 660 710 660 660
YLower level of 25bp range; 3-month interest rate forecast based on interbank rates
Source: ING forecasts

Source: ING Global Research

Click here to download our global forecasts
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