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FX Markets: Moving to a war footing

War in Europe has understandably taken its toll on currencies in the
region and the implementation of Russian sanctions now questions
the rouble’s deliverability. Both the US dollar and the Chinese renminbi
have proved beneficiaries

A currency exchange in
Moscow showing just
how far the rouble has
| fallen

European FX: In harm’s way

President Putin's surprise invasion of Ukraine has hit European FX hard. The Russian rouble, quoted
offshore, has fallen around 35%. Most of that decline was driven by the announcement that the
Central Bank of Russia (CBR) would face western sanctions, making a large part of its FX reserves
unusable for a defence of the rouble. Instead, Russia has resorted to rate hikes and capital controls
to protect its currency.

The path for the rouble looks very uncertain but likely lower. There is substantial foreign cash
trapped in rouble assets that is looking for an exit. And what seems more clear is that full rouble
deliverability (the ability to swap currency balances internationally) has been compromised. Based
on sanctioned counterparty risk, we have seen the emergence of a two-tier rouble market:
onshore trading with onshore names, offshore with offshore. The development of a Non-
Deliverable Forward market seems just a matter of time.
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Understandably, European currencies have been hit hard - especially those with borders on
Ukraine. In the G10 space, liquidity, geography and the energy independence of the US all make
the dollar a preferred safe haven - also backed by a strong economy and central bank justifiably
ready to tighten. Expect the dollar to stay bid over the coming months.

In addition to the other traditional safe havens of the Japanese yen and the Swiss franc, the
Chinese renminbi is also performing well. Local policymakers no doubt welcome the strong
renminbi performance - worthy of a currency that is a privileged member of the IMF’s Special
Drawing Rights. But trade and portfolio flows - perhaps including some Russian activity as well -
may also be helping here.

FX performance against the dollar since 1 Jan 2022
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EUR/USD: The hedge against a European war

The decline in EUR/USD has been relatively modest so far - just around 3% over the last month.
The drop will have been restrained by lingering expectations of a hawkish European Central

Bank on 10 March. Yet activity in the FX options market has been far more dramatic. The buying of
downside protection in EUR/USD and the cost of a euro put option (right to sell) over an equivalent
euro call option (right to buy) is the most one-sided since March 2020. That is when EUR/USD
briefly traded down to 1.0650.

We cannot know how far this war will escalate, but what we can say is that pressure is building for
a sizeable break in EUR/USD below 1.10 this spring.
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EUR/USD: FX options market braces for a move sub 1.10

125 4 S
2
1.20
1
115 114 My s .‘uz‘."““"’\.:
e 4 i 0
N W
bl
iR
o
1.10 i ! .
bE-2
105 i g
i -3
1.00 . -4
Jan 18 Jul 18 Jan 19 Jul19 Jan 20 Jul 20 Jan 21 Jul 21 Jan 22
EUR/USD  ------ 3m EUR Risk Reversal % (RHS)

Source: Refinitiv, ING

Author

Chris Turner
Global Head of Markets and Regional Head of Research for UK & CEE
chris.turner@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 requlation 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 www.ing.com.

Article | 3 March 2022 3


mailto:chris.turner@ing.com
https://www.ing.com

