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EUR: Near term supported, but not convinced structurally
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Even though it is middle of the G-10 pack in terms of performance over the
past two weeks, the EUR has mostly set the tone for this round of USD
weakness. With global risk sentiment showing no signs of easing, the risk-
reward probably still favours positioning against the broad USD, even
though the failure to breach key technical resistance may open the way for
some consolidation for the EUR in the coming sessions.

Beyond the immediate term, we are sceptical of the EUR’s continued rise.
The market seemed to have extrapolated on the Franco-German alliance on
the virus recovery fund, and started to price into the EUR the potential of
deeper fiscal union in Europe. For now, this leap may be too much of a stretch.

More importantly, relative central bank dynamics may turn against the EUR.
Thus far, the relative balance sheet expansion between the Fed and ECB had
favoured the EUR. The Fed’s rapid expansion of its balance sheet early the
crisis has outweighed the ECB’s own purchases. Despite the EUR600b
expansion of the PEPP purchase limits, the actual balance sheet expansion at
the ECB has not risen as quickly. Indicators tracking ECB purchases suggest
only about one-third of the original limit has been utilized prior to the
increase. However, this dynamic may be shifting. The Fed is already slowing
down its weekly asset purchases operations. Meanwhile, the ECB seemed to
have moved further towards the dovish end of the spectrum, with the ECB
balance sheet expansion potentially picking up pace in line to the increase in
limits. Thus, we cannot rule out the possibily of the relative balance sheet
expansion dynamics turning and weighing against the EUR going forward.

Therefore, while the EUR may retain a supported posture in response to USD
weakness, we remain unconvinced that the EUR’s extension higher is
sustainable on a structural horizon.

EUR-USD implied valuations

yoyk
0.20

015
010
0.05

000 -4y

Jun-18

&) ocBC Bank

Terence Wu

FX Strategist

+65 6530 4367
TerenceWu@ocbc.com

Treasury Research
Tel: 6530-8384

yoy, 3m lag

w «Q @0 [=2] D <N D (] (o] 8 (= 8 Q C = WM NN N M M S o 0 N 9 U N X Q
< - - \ -— -— - .= - o~ I R T~ L~ B B B B B B BT~ T B - B R~ R
L 1 L} L 1 (1 A 1 J c I3 e y c 3
8 § ®# 5 § 2 8 g 4 & § Sy S ¢s8s8535¢8585¢85¢5¢5
2 0 g L <« 3 2 0 g o < 3 ~ Q a =] a=a a~S0-=a9 a=a->
: St 11 ) ——Fe-ECB 8/S growth differential {8
— Actual Fitted FUR-USE Fed-ECB 8/S growth differential {RHS)

Treasury Research & Strategy


mailto:TerenceWu@ocbc.com

OCBC TREASURY RESEARCH

FX Dots & Plots
8 June 2020

A0

OCBCBank

Treasury Research & Strategy

Macro Research

Selena Ling
Head of Research & Strategy
LingSSSelena@ocbc.com

Howie Lee
Thailand, Korea & Commodities
Howielee@ochc.com

Tommy Xie Dongming
Head of Greater China Research
XieD@ocbc.com

Carie Li
Hong Kong & Macau
carierli@ocbcwh.com

Wellian Wiranto
Malaysia & Indonesia
WellianWiranto@ocbc.com

Terence Wu
FX Strategist
TerenceWu@ocbc.com

Dick Yu
Hong Kong & Macau
dicksnyu@ocbcwh.com

Credit Research

Andrew Wong Ezien Hoo Wong Hong Wei Seow Zhi Qi
Credit Research Analyst Credit Research Analyst Credit Research Analyst Credit Research Analyst
WongVKAM@ocbc.com EzienHoo@ochc.com WongHongWei@ocbc.com ZhiQiSeow@ocbc.com

This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in whole or in part to any
other person without our prior written consent. This publication should not be construed as an offer or solicitation for the subscription, purchase
or sale of the securities/instruments mentioned herein. Any forecast on the economy, stock market, bond market and economic trends of the
markets provided is not necessarily indicative of the future or likely performance of the securities/instruments. Whilst the information contained
herein has been compiled from sources believed to be reliable and we have taken all reasonable care to ensure that the information contained
in this publication is not untrue or misleading at the time of publication, we cannot guarantee and we make no representation as to its accuracy
or completeness, and you should not act on it without first independently verifying its contents. The securities/instruments mentioned in this
publication may not be suitable for investment by all investors. Any opinion or estimate contained in this report is subject to change without
notice. We have not given any consideration to and we have not made any investigation of the investment objectives, financial situation or
particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is
accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or
opinion or estimate. This publication may cover a wide range of topics and is not intended to be a comprehensive study or to provide any
recommendation or advice on personal investing or financial planning. Accordingly, they should not be relied on or treated as a substitute for
specific advice concerning individual situations. Please seek advice from a financial adviser regarding the suitability of any investment product
taking into account your specific investment objectives, financial situation or particular needs before you make a commitment to purchase the
investment product. OCBC Bank, its related companies, their respective directors and/or employees (collectively “Related Persons”) may or
might have in the future interests in the investment products or the issuers mentioned herein. Such interests include effecting transactions in
such investment products, and providing broking, investment banking and other financial services to such issuers. OCBC Bank and its Related
Persons may also be related to, and receive fees from, providers of such investment products.

This report is intended for your sole use and information. By accepting this report, you agree that you shall not share, communicate, distribute,
deliver a copy of or otherwise disclose in any way all or any part of this report or any information contained herein (such report, part thereof and
information, “Relevant Materials”) to any person or entity (including, without limitation, any overseas office, affiliate, parent entity, subsidiary
entity or related entity) (any such person or entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance or similar. In particular,
you agree not to share, communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity that is subject to
the Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments Regulation (600/2014)
(“MiFIR”) (together referred to as “MiFID II”), or any part thereof, as implemented in any jurisdiction. No member of the OCBC Group shall be
liable or responsible for the compliance by you or any Relevant Entity with any law, rule, regulation, guidance or similar (including, without
limitation, MiFID Il, as implemented in any jurisdiction).

Co.Reg.no0.:193200032W

Treasury Research & Strategy 2


mailto:LingSSSelena@ocbc.com
mailto:XieD@ocbc.com
mailto:WellianWiranto@ocbc.com
mailto:TerenceWu@ocbc.com
mailto:HowieLee@ocbc.com
mailto:carierli@ocbcwh.com
mailto:dicksnyu@ocbcwh.com
mailto:WongVKAM@ocbc.com
mailto:EzienHoo@ocbc.com
mailto:WongHongWei@ocbc.com
mailto:ZhiQiSeow@ocbc.com

