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The dollar: New year, new rules
If there’s one currency suffering from a bout of January Blues, it’s the US
dollar
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Why we're still bearish on the dollar
There are a multitude of factors for our broadly bearish dollar view – the ambiguous economic and
repatriation effects of the GOP Tax Bill, an unsettled US political backdrop ahead of the November
midterm elections and the better goldilocks investment opportunities outside of the US. The latter
two factors, in particular, is seeing the USD lose its role as an investment currency and trading
under new rules where an environment of rising US rates no longer guarantees USD strength.
Greater synchronicity across bond markets, amid a broadening global recovery, is one factor we’ve
touted before. But we also see the Fed as a negligible factor for the USD in 2018 – not least
because of the internal dichotomy of views over the key issues related to the long-run US
economic outlook. This ‘Fed confusion premium’ – which will be clear in the latest FOMC minutes
set for release today – may keep short-term US rates and the US dollar at bay throughout January.

EUR: Bullish momentum may briefly halt but EUR/$ at 1.25 is a matter of
time
The EUR has started the new year pretty much where it left off – on the up and not shy of any
positive catalysts. This is certainly the case when considering the backdrop of thriving economic
activity and above-potential eurozone growth, renewed sentiment over deeper European
integration and the markets’ underestimation of the pace and extent of future ECB policy
normalisation. These positive factors underpin our view for EUR/USD to move up to 1.25 in 2Q18.
However, ahead of this, we do look for stability – not least because of a realisation that a sharp
rally beyond 1.25 in 1Q18 would test the ECB’s ‘pain threshold’ and elicit a relatively dovish
reaction from the central bank. A reality check on EZ inflation data and Italian elections may
implicitly help the ECB’s cause by holding EUR bulls at bay in 1Q18. But EUR/USD making a charge
towards 1.25 is merely a matter of time.

GBP: Looking for GBP/USD at 1.40 in 1Q18 as UK economic pessimism
fades
“Less Noise, More Poise” is our motto for GBP in 2018 and its resilience in recent weeks somewhat
encapsulates this sentiment. While progress during Phase II of Brexit negotiations – and
subsequent clarity over the UK’s new macroeconomic paradigm – will be the overarching theme
dominating GBP’s direction of travel in 2018, we see two factors dictating the pound’s narrative in
the short-term:

3 January 2018

(1) Domestic UK politics and
(2) The Bank of England’s policy path.
On the former, we believe noise around a fragile Conservative government may act as a limiting
factor for the currency – but note that the bar to actively sell the pound on UK politics remains
high. This has been evident in GBP positioning data; while speculative investors have turned net
long in recent months, this adjustment in positioning has been mainly driven by GBP shorts bailing
– which suggests to us that the attractiveness of selling GBP has been fading given the absence of
any factor that could seriously delay Brexit talks and push the UK closer towards the March 2019
cliff-edge.
In terms of UK politics, only a 2018 General Election may feasibly see such risks being priced into
GBP. This is not our base case scenario. Instead, we prefer to focus on potential catalysts for a
positive reassessment of the UK economic cycle and a hawkish re-pricing of BoE policy
expectations. We cite two non-mutually exclusive factors – an agreed Brexit transition deal by
1Q18 and positive surprises in UK economic data. Some combination of these factors could bring
into play a 1H18 BoE rate hike (likely May). Our conviction call is for GBP/USD to rally up to 1.40 on
this story, with EUR/GBP moving to 0.85-0.86.
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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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