Economic and Financial Analysis
FX
14 January 2019
14 January 2019
Article

GBP: Bracing for a volatile week
An eventual extension of Article 50 is our base case but we don't think
that will happen this week, and with no short-term risk premium priced
into sterling, UK markets could be in for a volatile week
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USD: China trade data to have temporary effect on risk sentiment
Risk assets and higher beta FX dipped overnight in response to the soft China trade data. While the
December trade balance improved, the meaningful fall in both import and export components
points to a further trade slowdown. Yet we note that the number already reflects a very downbeat
market outlook for trade from late last year/very early this year but doesn’t reflect the latest
tentative signs of improvement in the US-China trade rhetoric. With the Federal Reserve already
signalling a pause in the tightening cycle and signs of improvement in the US-China trade rhetoric
so far this year, we don’t expect today’s numbers to have a long-lasting negative impact on
sentiment and risk assets.

EUR: Range bound EUR/USD
We expect EUR/USD to remain broadly range-bound during the week, with the possible reversal in
optimism about an Article 50 extension (see below) likely to have a modest negative secondary
impact on EUR/USD, keeping it below 1.1500.

GBP: Bracing for a volatile week
The key focus of the week is the meaningful vote on the Brexit deal tomorrow (likely to be voted
down by the Parliament). Although sterling started moving last week on rumours of Article 50
being extended, we note that events this week may tame such expectations somewhat. Although
an eventual Article 50 extension is now our base case, we see it as likely that after losing the vote
on the Brexit deal tomorrow, Prime Minister Theresa May will not immediately suggest extending
Article 50, but instead may intend to bring back an enhanced version of the deal (i.e. a May Deal
2.0) aiming to receive more assurances from the EU. Should this be the case, current hopes for an
extension of Article 50 may cool somewhat and EUR/GBP move could above the 0.90 level again particularly given there is no short-term risk premium priced into GBP at this point (vs 3-4% last
autumn) as our models suggest. While an eventual extension of Article 50 is our base case, we
note that not all scenarios under which Article 50 is extended would be sterling positive (recall,
there must be a legitimate reason for it). For example, early elections would bring EUR/GBP to 0.95
in our view.
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SEK: Low core CPI supporting Riksbank cautious stance
In Sweden, our economists expect headline inflation in December to remain around the 2% target
but core inflation will remain low at 1.4%. This means no change to the cautious Riksbank stance
(which already delivered a hike in December, albeit a dovish one). We now see Swedish krona
upside as largely exhausted and look for EUR/SEK to converge into the 10.30/40 area. Our shortterm model suggests that EUR/SEK undershot its fair value (SEK being 2% rich vs EUR). This should,
in turn, limit any further SEK gains.
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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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