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FX Talking: Too much of a good thing
We think this USD rally is a bear market bounce and are invested in a 2Q
story of a global recovery, which should lift all currencies – including the
EUR. Our call is that the current correction will provide some attractive
entry levels for rejoining core bull trends against the USD given that the
reflation story and equity & commodities gains have further to run
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Executive summary

Supreme confidence in the global recovery and central banks in no hurry to tap the
breaks have combined to deliver a sizeable bond market sell-off. The adjustment has
erred to the disorderly and prompted some adjustment in positioning – especially in FX
markets. The currencies most susceptible to this correction have been the low-yielding
JPY and CHF – both currencies the least positively correlated with a global recovery.

While March could prove a rocky month for risk assets as US Treasury yields try to find
their ‘right level’, our macro team do not buy into the permanence of the much-
discussed inflation threat. This means that at some point, a sufficient inflation premium
will be priced into bond yields and pro-cyclical currencies allowed to advance again.

In short, this means we regard the current dollar rally as a bear market bounce and
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remain fully invested in a second-quarter story of a broadening global recovery, which
should lift all currencies – including the EUR. A corrective dip in EUR/USD to 1.17/18
should still be followed by a recovery to 1.25 this summer. In Europe, we very much like
GBP and CZK.

In the emerging market space, the high yield world looks better placed to withstand a
bond tantrum than it did in 2013. Here, the Indonesian rupiah and the Mexican peso are
perhaps the most exposed to a further US yield rise in March.

Yet our call is that the current correction is going to provide some attractive entry levels
for rejoining core bull trends against the dollar – given that the reflation story, including
equity and commodity gains, have much further to run.

Author

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

Francesco Pesole
FX Strategist
francesco.pesole@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), 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

https://think.ing.com/articles/timing-the-tantrum-a-qa-on-when-a-big-treasury-sell-off-might-occur-and-its-implications/
mailto:chris.turner@ing.com
mailto:francesco.pesole@ing.com


THINK economic and financial analysis

Report | 8 March 2021 3

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

