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Volatility turnaround to drive asset class returns 
NOK and GBP to outperform 

 
 

Summary 

 

 Investor uncertainty remains elevated. However, investors 

differ with consumers, with consumer sentiment on an 

uptrend, lifted by jobs and low energy prices. 

 Currency volatility expected to moderate as investors 

convinced by underlying strength, helping support a ‘risk 

–on’ environment. 

 The British Pound has historically had a strong inverse 

correlation with volatility. 

 Currencies battered by volatility to turnaround, with 

Norwegian Krone and British Pound leading the way 

higher.  

Sentiment divergence 

Investor uncertainty, which manifests in greater asset return 

volatility, has been driven primarily by uncertainty 

surrounding US central bank policy, the softer growth outlook 

for China, and plunging oil prices. However, investor sentiment 

stands in stark contrast to consumer sentiment. As a result, 

there appears to be a fundamental disconnect between returns 

for cyclical asset classes and the underlying economic 

fundamentals, particularly in the US. While market 

participants appear to be focussing on softening metrics like 

manufacturing and industrial production, consumer sentiment 

is breaking higher and likely to underpin activity in both the 

services and manufacturing sectors. 

Source: Bloomberg, ETF Securities  

While there has been a divergence in recent months between 

the leading economic indicators and consumer sentiment, 

there has been strong direct correlation historically. The 

improving trend in consumer sentiment (buoyed by rising jobs 

and wages and falling energy prices) suggests that the 

slowdown in manufacturing and services from survey evidence 

has the potential to reverse in coming months. We expect that 

such a development could be the catalyst for a reduction in 

market volatility as investors become more confident in the 

solid underlying economic fundamentals. 

 

Source: Bloomberg, ETF Securities  

Nonetheless, asset market volatility has been at multi-year 

highs for many asset classes in 2016. Although volatility has 

continued to rise in recent weeks for oil (OIV) and for 

currencies (FXVIX), it has begun to moderate for equities 

(VIX). During periods of elevated (or depressed volatility), 

movements tend to be consistent across asset classes. 

However, one indicator that could be the herald for more 

market stability is the volatility of volatility. The volatility of 

volatility has been moderating for all asset classes, indicating 

that volatility is lessening. This means that the investor 

uncertainty might be waning and could lead to a reversal of the 

‘risk-off’ trend that has been in vogue in 2016.  -20
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Sentiment divergence

Developed economy leading economic indicator(lhs)

Developed economy consumer sentiment index (rhs)
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Source: Bloomberg, ETF Securities 

What does this mean for currencies? 

Certain currencies perform better in high volatility 

environments while others perform better in low volatility 

environments. During 2016 thus far, there have been several 

key currency trends that are worth highlighting as volatility 

begins to decline to more historical norms. (See relative 

performance tables below).  

 Source: Bloomberg, ETF Securities  

The British Pound has been the worst performing G10 

currency, with the exception of the New Zealand Dollar. The 

poor performance is not surprising as GBP tends to be 

inversely related to volatility. However, in coming months we 

expect this weakness to moderate as market volatility gradually 

fades. 

 

Source: Bloomberg, ETF Securities  

The best performing currency by far in 2016, has been the 

Norwegian Krone, following the sharp rebound in oil prices. If 

oil prices stabilise in line with volatility, this could be the 

beginning of a sustained rise for NOK (and its oil counterpart 

CAD, which has lagged the oil bounce thus far). Indeed, while it 

has outperformed in 2015, it is still well below its levels of a 

year ago, with plenty of upside potential. 

Implications for the US Dollar 

Investor optimism over the strength of the US Dollar is 

beginning to fade ahead of the key March FOMC meeting. 

 

Source: Bloomberg, ETF Securities 

We continue to believe there is modest upside to the US dollar 

in coming months as the underlying robust economic 

fundamentals reappear, but then we see a peak as the 

improving economic backdrop is fully priced into interest rate 

expectations for the FOMC in 2016. 

 

Source: Bloomberg, ETF Securities  

 Source: Bloomberg, ETF Securities 
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Investor positioning

Net Non-Commerical USD futures positions (lhs)

USD Basket Index (rhs)

Year-to-Date 12 Mth

NZD -4.41 -3.78

GBP -4.14 -2.21

AUD -4.01 -3.3

USD -2.82 2.83

SEK -2.23 0.34

CHF -2.13 -5.53

CAD -2.08 -6.57

JPY -0.13 2.61

DKK -0.03 -0.79

NOK 0.99 -8.57Norwegian Krone

Swedish Krona

Swiss Franc

Canadian Dollar

Japanese Yen

Danish Krone

G10 (per EUR) (%chg)

New Zealand Dollar

British Pound

Australian Dollar

United States Dollar

Year-to-Date 12 Mth

NZD -0.22 -1.03

AUD 0.2 -0.54

USD 1.45 5.76

SEK 2.06 3.21

CHF 2.16 -2.83

CAD 2.21 -3.9

JPY 4.26 5.54

DKK 4.36 2.04

EUR 4.38 2.81

NOK 5.43 -5.96Norwegian Krone

G10 (per GBP) (%chg)

New Zealand Dollar

Australian Dollar

United States Dollar

Swedish Krona

Swiss Franc

Canadian Dollar

Japanese Yen

Danish Krone

Euro
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Important Information 

This communication has been issued and approved for the purpose of section 21 of the Financial Services and Markets Act 2000 by ETF Securities (UK) 
Limited (“ETFS UK”) which is authorised and regulated by the United Kingdom Financial Conduct Authority (the “FCA”).   

The information contained in this communication is for your general information only and is neither an offer for sale nor a solicitation of an offer to buy 
securities. This communication should not be used as the basis for any investment decision. Historical performance is not an indication of future 
performance and any investments may go down in value.  

This document is not, and under no circumstances is to be construed as, an advertisement or any other step in furtherance of a public offering of shares 
or securities in the United States or any province or territory thereof. Neither this document nor any copy hereof should be taken, transmitted or 
distributed (directly or indirectly) into the United States.  

This communication may contain independent market commentary prepared by ETFS UK based on publicly available information. Although ETFS UK 
endeavours to ensure the accuracy of the content in this communication, ETFS UK does not warrant or guarantee its accuracy or correctness. Any third 
party data providers used to source the information in this communication make no warranties or representation of any kind relating to such data. 
Where ETFS UK has expressed its own opinions related to product or market activity, these views may change. Neither ETFS UK, nor any affiliate, nor 
any of their respective officers, directors, partners, or employees accepts any liability whatsoever for any direct or consequential loss arising from any use 
of this publication or its contents. 

ETFS UK is required by the FCA to clarify that it is not acting for you in any way in relation to the investment or investment activity to which this 
communication relates. In particular, ETFS UK will not provide any investment services to you and or advise you on the merits of, or make any 
recommendation to you in relation to, the terms of any transaction.  No representative of ETFS UK is authorised to behave in any way which would lead 
you to believe otherwise. ETFS UK is not, therefore, responsible for providing you with the protections afforded to its clients and you should seek your 
own independent legal, investment and tax or other advice as you see fit. 341 
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