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FX Outlook 2023: The dollar’s high wire
act

The dollar is tumbling from multi-decade highs. Calling the FX market in
2023 requires taking a view on the Federal Reserve, the war in Ukraine,
Ching, and the overall investment environment. We suspect that the
dollar can stay stronger for a little longer. But the main message in our
2023 FX Outlook is to expect fewer FX trends and more volatility
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Executive summary

Having risen around 25% since the summer of 2021, the dollar has recently taken quite
the tumble. For 2023, the question is whether this is the start of a new bear trend or
whether the factors that drove the dollar to those highs still have a say.

Given that the most liquid FX pair, EUR/USD, was such a large driver of global FX trends in
2022, we use a scenario approach to look at a range of 2023 EUR/USD outcomes -
derived from the expected volatility priced into the FX options market. The range of
scenarios and end-year FX levels extend from ‘Permacrisis’, where EUR/USD could be
trading at 0.80, to ‘Safe and Sound’, where EUR/USD could be closer to 1.20.
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Key inputs to that scenario approach are factors like: i) how aggressive the Fed will be, ii)
Ukraine, Europe, and energy, iii) China, and iv) the overall risk environment. Given ING's
house view of the Fed taking rates to 5.00% in early 2023, four quarters of recession in
Germany amid higher energy prices, relatively weak Chinese growth, and a still difficult
equity environment, our baseline view favours softer EUR/USD levels.

But perhaps the strongest message to get across in our outlook is that FX markets in
2023 will see fewer trends and more volatility. We say this because conditions do not
look to be in place for a clean dollar trend - no ‘risk-on’ dollar decline nor ‘risk-off’ dollar
rally. And central banks tightening liquidity conditions through higher policy rates and
shrinking balance sheets will only exacerbate the liquidity problems already present in
financial markets. Volatility will stay high.

Softening global activity and trade volume growth at less than 2% will likely limit the
gains of pro-cyclical currencies in 2023. EUR/USD could be ending the year near 1.00. If
the positive correlation between bonds and equity markets does break down next year,
it will likely come through a bond market rally. Our forecast for US 10-year Treasury
yields at 2.75% year-end will argue for USD/JPY to be trading at 130 or lower.

EUR/USD will set the tone for European currencies in general. We favour the Swiss franc
to outperform and sterling to underperform. Scandinavian currencies may continue to
struggle with the high volatility environment. Further east, we see scope for the
Hungarian forint to be re-assessed positively, while the overvalued Czech koruna and
Romania leu look more vulnerable as FX intervention slows.

In the commaodity bloc, the uncertain outcome for China continues to place a question
mark on the Australian and New Zealand dollars. We again prefer the Canadian dollar -
although how the housing market correction plays out will be a risk. USD/CNY itself may
struggle to sustain a move sub-7.00. And in a more mixed FX environment, expect local
stories to win out - one of which may be Korean debt being included in world
government bond benchmarks - helping the won.
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part of ING Group (being for this purpose ING Group N.V. 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. 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 authorised by the Prudential Regulation Authority and is subject to requlation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BRO00341) 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.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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