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The sell-off linked G10 FX opportunities
Markets have started to stabilise tentatively after the recent sell-off. If this
continues, we identify G10 currencies that over/undershot the most and
in our view NOK against USD seems to offer the most value
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The currency markets seem to be tentatively stabilising following the large moves yesterday and
overnight. Pro-cyclical EUR/USD is back above the 1.2400 level again, while the counter-cyclical
yen weakened above the USD/JPY 109 level.
While it may still be too early to say if the recent sell-off is behind us, but as we wrote in our piece
earlier this morning, G10 low yielders vs commodity FX, we see this as a temporary and natural
correction rather than a start of the long-lasting protracted sell-off. This is partly because the
fundamental global picture hasn't changed much. But below, we look at currencies where moves
could have been exaggerated vs. the levels suggested by their sensitivities to risk.
Read why we don't see this sell-off as the start of a long-lasting trend
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Exaggerated moves: NOK, GBP and CAD
As you can see in the chart below, the actual price action of G10 currencies since last Friday (the
US labour market report) and the modelled returns based on the currencies sensitivities to risk (i.e.,
what would be a model price action based on the 5% fall in the MSCI World, other factors
remaining constant). Purely from the global spill-over effect, the largest undershot occurred on
GBP, NOK and CAD vs the US dollar.
The NOK and CAD are oil-linked currencies, and with the decline in the oil price that accompanied
the equity market sell-off, it doesn't come as a surprise that these currencies saw the most
exaggerated moves.
For GBP, the currency remains tainted by the Brexit uncertainty, and with the vulnerable sterling
doing rather well since the beginning of the year, the correction in GBP should not come as a
surprise. Bear in mind, until last Friday, it was the second-best performing G10 currency.

NOK, GBP and CAD moves look exaggerated the most

Source: ING

NOK, the preferred choice for value chasing investors
Out of the three, we like NOK the most. Not only does its recent move seem exaggerated, but the
currency remains cheap on the medium term basis (based on our BEER model).
Unlike GBP, there is a limited veil of political uncertainty and this week’s data (Norwegian 4Q GDP
and January inflation figures – both on Friday) should also support the currency.

GBP/USD needs more time
We continue to like GBP/USD upside over the medium-term – with our newly revised target of 1.45
by the end of 2018. However, even if this week’s Bank of England meeting provides a hawkish tilt
(with two rate hike dissenters) and global risk sentiment stabilises, we think any material upside
will not be realised until markets have clarity on a Brexit transition deal. Given that this may not
transpire until closer to the 22-23 March EU leaders summit, GBP/USD’s next wave of upside may
be latently observed.
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Equally, with the Bank of Canada tightening story and easing of NAFTA risks all but priced into CAD,
we think USD/CAD around the 1.24-1.25 level looks fair; chasing any CAD upside on a recovery in
global risk sentiment may have reap limited upside.
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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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