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FX: Time for a little caution on the euro
On March 4th, Italy goes to the polls and German SPD members vote on a
proposed coalition. We think the latter risk is under-priced. Caution is
advised

Contents
USD: A little consolidation looks likely
EUR: BTP:Bund spreads starting to edge wider
SEK: Riksbank minutes to show dissent
RUB: Russia could see a ratings upgrade today

USD: A little consolidation looks likely
The dollar has found a little support this week, helped by Fed confidence that the economy and
inflation are moving in the right direction. This theme may extend for a few more days given that
later today we’ll see the Fed release its semi-annual Monetary Policy Report ahead of Jerome
Powell’s first testimony as Fed Chair to Congress next Wednesday. Unless the Fed starts drastically
revising its long-term neutral interest rate, however, it’s hard to see this theme driving the dollar
much higher (short-term USD rates 10 years forward are close to the Fed’s current long-term rate
of 2.75%). Instead, we expect investors and corporates to use any 2-3% correction higher in the
dollar to position for multi-year dollar weakness as the US business cycle moves into its later
stages. The US dollar index breaking above 90.56 would warn that the USD correction has further
to run.

EUR: BTP:Bund spreads starting to edge wider
March 4th is a big day for European politics. We’ll see both an Italian election and also German SPD
members voting on whether they support the proposed CDU:SPD coalition. Our team think the
latter risk is under-priced, with a 40-50% chance the coalition deal is rejected. There is a scenario
that sees Chancellor Angela Merkel stepping down. After a very good run for the EUR, this event
risk could see a further scaling back of EUR long positions and a break of 1.2260 in EUR/USD could
warn of a sharpish move towards the 1.2100 area. Caution is advised.

SEK: Riksbank minutes to show dissent
Minutes will today be released of the Feb 14th Riksbank meeting. Our interpretation at the time
was that the Riksbank was pushing back the expected first hike from summer 2018 (we look for a
hike in 4Q18), but dissent was brewing as Dep Gov Henry Ohlsson voted for a hike. Since then
we’ve seen soft CPI data and the market struggles to price in 20bp of tightening by end year. While
SEK is undoubtedly cheap at 10/EUR, it doesn’t look like today’s minutes will turn the trend of a
weak SEK around.

RUB: Russia could see a ratings upgrade today
S&P and Fitch provide a ratings update on Russia’s sovereign rating today. As Dmitry Polevoy notes
, both agencies have Russia on a positive outlook, with any upgrade from S&P today taking Russia
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back into investment grade territory. Russia's 5-year CDS is already trading very tight at around
110bp – warning of a set-back to OFZs and the Ruble if both rating agencies merely retain their
‘positive’ outlook. However, we think there’s a chance that they make a move today and when
combined with firming crude and reports of large Ruble tax payments due Monday, EUR/RUB could
correct under 69.
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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 NV 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. The producing legal entity 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
subject to limited regulation by the Financial Conduct Authority (FCA). 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.
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