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Euro under pressure

Georgette Boele

¢ The euro has weakened since September, especially against the yen, US 1
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dollar and Norwegian krone.

e Wider interest rate spreads favour US dollar and sterling over the euro.

¢ Fiscal and political concerns in France, together with high energy prices,
have added pressure on the euro.

e We expect the euro to recover against the US dollar and sterling as
current market expectations adjust.
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Rate spreads, risk concerns and high energy prices weigh on the euro

Since the beginning of September, the euro has been one of the weakest major currencies. It has fallen by around 2% against
a basket of currencies, with the largest declines against the Japanese yen, US dollar and Norwegian krone. EUR/JPY has
dropped by more than 4.5%, EUR/USD by 3.5% and EUR/NOK by more than 3%, with EUR/NOK reaching a level last seen
in January 2023. Speculators now hold their largest net short position in the euro since January 2016 (see graph below).

Why has the euro been so weak? As noted in recent FX Weekly publications, interest rate spreads have been the main factor.
For a start, expectations for rate increases have risen across major central banks, but they have increased more for the
Federal Reserve and the Bank of England (see graph below) - particularly after the UK’s employment data and higher
inflation reading this week — than for the ECB. What is more, concerns about France’s fiscal position, political uncertainty
and civil unrest have also widened the yield spread between French and German government bonds, as investors demand
more compensation for holding French debt. Because France is a major eurozone economy, markets are concerned about
the possible negative impact on the eurozone including a more negative stance towards eurozone institutions (in the event
of a Le Pen victory in next year’s election). Finally, high energy prices have weighed more heavily on the euro than on the
currencies of energy-exporting countries such as Norway and the United States.

Speculative community is net short euro Lower yield spreads have weighed on EUR/GBP
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Together, these factors have pushed the euro lower across the board. EUR/GBP is below 0.84 and is approaching its May
2025 lows. Markets currently price in 67 basis points of Fed rate increases by the end of 2027, 65 basis points for the ECB
and 110 basis points for the Bank of England by September 2027. By contrast, we expect two rate increases from both the
ECB and the Bank of England, and one 25-basis-point increase from the Fed. Overall, we believe markets are too optimistic
about future rate increases by the Bank of England and the Fed so when rate markets adjust, this could support the euro
versus the dollar and sterling. If the budget in France is gets passed (as we expect) there is room for near-term euro relief.
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But currency markets could become nervous on higher political risk in France again towards the French elections in April
2027. This could weigh again on the euro.

Our FX forecasts

21-okt Q42026 Q12027 Q2 2027 Q3 2027 Q4 2027
EUR/USD  1,1229 1,15 1,15 1,15 1,17 1,20
USD/JPY 157,98 154 154 150 146 142
EUR/JPY 177,39 177 177 173 171 170
GBP/USD  1,3389 1,36 1,36 1,36 1,36 1,38
EUR/GBP  0,8386 0,85 0,85 0,85 0,86 0,87
USD/CHF  0,8247 0,83 0,83 0,83 0,81 0,79
EUR/CHF  0,9261 0,95 0,96 0,96 0,95 0,95
AUD/USD 0,7033 0,71 0,70 0,70 0,72 0,74
EUR/AUD  1,5965 1,62 1,64 1,64 1,63 1,62
NZD/USD  0,5691 0,58 0,59 0,60 0,61 0,63
EUR/NZD 1,9732 1,98 1,95 1,92 1,92 1,90
USD/CAD  1,4041 1,39 SIN39) 1,38 1,37 1,36
EUR/CAD 1,5766 1,60 1,60 1,59 1,60 1,63
USD/SEK  9,8943 9,91 10,09 10,00 9,74 9,33
EUR/SEK 11,1101 11,40 11,60 11,50 11,40 11,20
EUR/NOK 10,5116 10,50 10,30 10,40 10,50 10,50
USD/NOK  9,3614 9,13 8,96 9,04 8,97 8,75
EUR/DKK  7,4747 7,45 7,45 7,45 7,45 7,45
USD/CNY  6,6757 6,70 6,70 6,70 6,65 6,60
EUR/CNY  7,4961 7,71 7,71 7,71 7,78 7,92
EUR/PLN 4,3657 4,30 4,25 4,25 4,25 4,25
USD/BRL  5,0280 5,00 5,00 5,25 5,50 5,50

Source: ABN AMRO Group Economics
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