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FX Markets: Pressure switches to Europe
Fast-moving financial markets have today seen attention switch from
the (ongoing) banking crisis in the US towards Europe. Credit Suisse
shares have fallen 23% and the Eurostoxx Banks Index is off 8%. Stress
in money markets is moving back to Monday’s levels and the euro is
softening

Markets remain nervous
Earlier today we had described a ‘nervous calm’ returning to financial markets. That has not lasted
long at all as attention has switched to Europe and the pressure on Credit Suisse’s (CS) share price
after The Saudi National Bank, one of CS’s top investors, said it was not open to a further capital
injection into CS. Heavy losses in CS have un-nerved European bank stocks in general at a time
when the failure of SVB, formerly the United States' 16th largest bank, is still being assessed.

Heavy losses in European banks have raised stress levels in money markets. The 3-month USD
FRA-OIS spread has widened back out to +57bp (near Monday’s peak) and the 3m EUR cross-
currency basis swap has widened to 38bp from 15bp at the start of European trading. Remember
that the cross-currency swap represents the extra cost the interbank market is prepared to pay to
secure USD funding using the EUR swaps market. It was a key measure of stress both during the
2008 financial crisis and again during the start of the pandemic in March 2020.
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FX markets switch mode
Having traded for many quarters off the macro influences of the US inflation/Fed tightening story,
FX markets are now trading off financial stress. EUR/USD is selling off today as the dollar benefits
from the extreme (market dislocation) end of its smile curve. The pressure on European banks has
also sparked a repricing of tomorrow’s European Central Bank meeting. What was seen as a solid
50bp hike from the ECB has today been cut to a 35bp hike.

Standout FX performers remain the Japanese yen (global interest rates are now converging on
those in Japan) and to a lesser degree the Swiss franc – although USD/CHF is now higher today as
money market stress is leading to broader dollar strength. As we discussed last week, it seems
investors are still unravelling some of their favourite trades in the Mexican peso and the Hungarian
forint (both off 2%+ today).

Renewed financial stress is clearly not good news for commodity currencies either, where the
Norwegian krone, which along with the Swedish krona trades at the highest volatility in the G10
space, is also off close to 2% against the dollar today.

What next?
Clearly, it looks like it will take some time for financial conditions to settle. The Fed announcing
greater oversight for mid-sized US banks may not be enough and investors may want to hear of
more support from monetary and regulatory authorities. Investors will also be looking out for the
take-up of the Fed’s new liquidity scheme, data on which should be available tomorrow evening.

With the US MOVE index for US Treasury volatility now spiking above March 2020 levels and the VIX
(US equity volatility) heading back to 30%, now is not the time to be looking for carry/yield in FX
markets. Instead, a safety-first approach will dominate until developments in the banking system
become clearer. That should mean the JPY continues to outperform on the crosses and may even
continue to outperform the dollar, too.

But a re-pricing lower of the Fed curve will not take the dollar lower until money market conditions
smooth out and some confidence is restored to the bank sector. In short, do not be too quick to
resell the dollar.  

Author

Chris Turner
Global Head of Markets and Regional Head of Research for UK & CEE
chris.turner@ing.com

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 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),

https://think.ing.com/articles/fx-daily-us-banking-stress-sends-ripples-across-fx-markets2023/
mailto:chris.turner@ing.com


THINK economic and financial analysis

Article | 15 March 2023 3

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 regulation 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 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.

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

https://www.ing.com

