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Shifting Brexit odds help pound
The probability of a more market-friendly Brexit outcome is risingsupporting the pound
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GBP: Rising perceived market probability of Article 50 extension
While the failure of the no-confidence vote was largely expected, sterling continues to reap
tentative benefits from modestly shifting probabilities of the Brexit outcomes. On the latter, with
Prime Minister Theresa May’s willingness to move closely towards a cross-party deal (although
whether this will be achieved is still uncertain) as well as growing opposition towards a hard Brexit,
the odds of a more market-friendly outcome are rising. Indeed, compared to the start of the week,
our probability-weighted outcome for sterling has improved (although only modestly), with the
EUR/GBP probability-weighted fair value declining from 0.90 prior to the meaningful vote (see
GBP: Brexit and the bumpy ride to its eventual recovery) to 0.89 currently. The latter is clearly not
far from the current spot level. As we have argued previously, our base case is for an extension of
Article 50 and the rising perceived market probability of such an outcome should, in turn, keep GBP
away from this year’s lows.

USD: No declining trend in sight
Asian equities and FX came under modest pressure overnight following the news that US
prosecutors have started investigating Huawei. Still, the negative spillover into risk assets has been
rather modest, and a more meaningful escalation in the US-China trade rhetoric would be needed
to weigh on sentiment more aggressively. A cautious Federal Reserve is providing a partial offset
to such negative news at this point. The trade-weighted dollar to go modestly higher today.

EUR: Fading reasons to be upbeat on EUR on good domestic factors
In the eurozone, the final reading of December inflation should confirm fading price pressures
(with headline CPI back well below the 2% target due the fall in oil prices). Coupled with the recent
weak activity data, this suggests the odds of even one 20 basis point deposit hike by the European
Central Bank in 4Q19 are falling. As per our 2019 FX Outlook, for EUR/USD to embark on a more
sustainable uptrend, we have to see structural US dollar weakness as domestic catalysts for euro
strength simply aren’t in place.

HUF: Bracing for a good year
The National bank of Hungary Vice Governor Marton Nagy signalled yesterday an upcoming Bubor
normalisation, dependent on the core CPI dynamics (which we expect to support the rise in the
inter-bank rate). In our view, this a significant positive for the Hungarian forint and has materially
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improved HUF's medium-term outlook as it tackles one of the key negatives that investors have
been concerned about – the NBH being behind the curve. With the NBH now taking back control,
these concerns should ease and lead to a meaningful reversal of the still significant speculative
positioning. Needless to say, HUF benefits from the solid current account surplus while the
currency is cheap on a medium-term basis. We expect EUR/HUF to move to 310 this year and see
the forint as the central and eastern Europe outperformer of the year.
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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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