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GBP: Assurance, reassurances and rejection
The pound looks incredibly vulnerable right now and could fall another
3.5%
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GBP: Another 3.5% decline would see the 2008 and 2016 low re-tested
It is not clear what assurances Prime Minister Theresa May hopes to acquire in her four day trip
across Europe and it would seem unlikely that whatever she secures is enough to win support in
parliament for her withdrawal deal. ING’s James Smith has provided an update of possible
scenarios here. GBP looks incredibly vulnerable to most scenarios and in terms of levels, we can
see the Bank of England's Broad Effective Exchange Rate Index retesting the lows seen in
December 2008 and October 2016 – that means GBP can fall another 3.5%, e.g. EUR/GBP to
0.9350, Cable to 1.21/22.

USD: Impressive dollar performance owes to others' misfortune
Given the 30 basis point fall in two-year US dollar swap rates over the last month, one might have
expected the dollar to be a lot lower. The fact that the DXY is less than 1% away from the highs of
the year largely owes to the misfortunes of other trading blocs – such as the political disarray in
Europe and clear signs of slowing in China. The resignation of Urjit Patel, Governor of the Reserve
Bank of India, on Monday also serves as a reminder that the 2019 political calendar will be no less
fraught - general elections take place in India (April/May), EU (May) and Argentina (October).
Elsewhere, we think the US money market curve is now priced far too flat (70% of a Fed hike 19
December and barely another 25 basis points for the whole of 2019) and a re-pricing of that curve
will take the dollar to new highs in 1Q19 (e.g. 1.10 for EUR/USD and perhaps 117 for USD/JPY.) For
today, expect the market to be dominated by European politics again and assuming the US NFIB
small business survey doesn’t show unexpected weakness, the DXY can retest the highs of the
year at 97.70.

EUR: French concessions pave the way for tougher Italian negotiations
In a surprise move, French President Emmanuel Macron has offered concessions of EUR10-12
billion to address France’s ‘social state of emergency’. Some estimates suggest this could push
France’s budget deficit to 3.6% of GDP next year. Rome will be monitoring events closely and will
be in no mood to commit to a 2% budget deficit target. Europe is struggling to sell itself as an
investment destination right now. EUR/USD is underperforming rate spreads and could easily slip
to 1.12.
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HUF: Fall in CPI and its implication for rates suggests modest downside to
currency
In Hungary, our economists see headline CPI inflation dropping significantly in November, by 0.5
percentage points to 3.3% year-on-year on the back of fuel and food prices, as well as seasonal
factors. If our forecast is right, we expect the National Bank of Hungary rate-setting meeting next
week to be a dovish event for the markets. To the extent to which some investors looked for a
premature NBH tightening which would support the forint, today’s inflation outcome suggests
modest downside to the currency.
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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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