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ECB on hold, focus on summer. EUR/USD bias is to drift higher near term 

 ECB to leave rates unchanged, lower 2024 CPI forecast. Longer-term forecasts little changed  

 FX volatility is near multi-year lows, our policy forecasts suggest it will remain so for much of Q2 

 The path of least resistance for EUR/USD seems to be higher, as the risk backdrop remains +ve… 

 …but gains are likely to be limited as the US macro backdrop remains solid.  

June remains the most likely date for the start of the ECB easing cycle  
A number of ECB members have been quite open in marking June as the meeting most likely to see the start of the 
easing cycle. Most of the doves seem on board with waiting until summer, although one or two are muttering about 
data dependence, which they think would mean an April cut. Many ECB members have noted that they see the 
outcome of annual wage bargaining in Q1 as the key development for the policy outlook. Such data will not be 
available at the time of the 11 April ECB meeting, pushing the first move to the June meeting. In the January press 
conference recall that President Lagarde tied the unit wage outlook to the unit profit outlook saying that she expected 
to see wages rise as profits normalised. Comments from Greece’s Stournaras (“The latest deceleration in wages 
gives hope that we are on track…But we won’t have enough information to decide on rate cuts before the end of the 
second quarter — so June”) are typical. As such a change in policy rates is highly unlikely at this week’s ECB meeting. 
 
New ECB forecasts the focus 
The March meeting will come with new ECB forecasts. It is likely that these will detail lower inflation and lower 
growth for 2024. The longer-term forecasts are likely to change less, if at all. The ECB’s view that the labour 
market will remain solid through the forecast period is on track for now, with unemployment remaining at the 
cycle low, despite sluggish growth in H2 2023. We note that the EC Commission’s labour hoarding index still 
shows some degree of hoarding, even if its has eased sharply from the peak.   
 
The consensus GDP forecast for 2024 is down 0.1pp to 0.5% since the Dec-23 ECB meeting. The activity data 
remain disappointing, with Q4 GDP coming in a little lower than the ECB expected. This suggests a downward 
revision to the ECB’s 2024 GDP forecast, which currently sits at 0.8%, towards the 0.5~0.6% region. There has been 
a 0.2pp drop in the consensus 2024 CPI forecast since the Dec-23 ECB meeting and it was already below the ECB’s 
forecast. The ECB’s 2.7% forecast for 2024 is likely to see a large downside revision, especially as gas prices have 
continued to push sharply lower. The consensus 2024 CPI forecast is 2.3% and we expect the ECB’s forecast to be 
close to that. The 2025 forecasts are likely to be little changed, although the risks are to the downside.  
 

Unemployment seen remaining near record low…  …despite sluggish activity 
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Positioning and valuation both mixed for EUR 

Both asset managers and speculative investors have been trimming long-EUR positioning in recent months but 
positioning in general remains a hurdle rather than a help for EUR, albeit a modest one. We sense the path of least 
resistance for EUR/USD is higher but with the US economy and credit/equity markets continually seeing upgrades, 
investors look to be losing patience and cutting positions. Note that positioning remains positive. On balance most 
investors still expect that EUR will appreciate against USD, although expectations are now more muted that they 
were through most of 2023.  

 
In nominal NEER terms EUR looks anything but cheap but on a REER basis its much cheaper, having failed to 
appreciate much despite low inflation. It is also somewhat cheap on a number of PPP measures. That said, valuation 
metrics do not argue for any significant moves.   
 

Both asset managers and speculative investors are less upbeat 

  

Source: Bloomberg 

At 4.0% the ECB’s deposit rate, the de facto policy rate, is relatively elevated for a currency that in the past has been 
seen as a funding currency alongside JPY and CHF. G10 FX volatility is low and equity and credit markets are 
buoyant. Such a backdrop suits carry trades. EUR total return is lagging only USD and GBP in G10 FX in the year to 
date, which when the soft macro backdrop of recent months is considered looks to be a decent performance.      
 

ECB policy rate too high to be a funding currency for now  

  

Source: Bloomberg 

    
Our forecasts suggest limited change in G10 central bank policy rates over the next few months. Market pricing of 
near-term policy changes now seems much more reasonable to us than it did at the start of the year and thus volatility 
seems likely to remain low. Against this low volatility, positive risk asset backdrop, we would expect EUR/USD to drift 
mildly higher in coming months but see large gains as unlikely.  
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Important Information 

This publication has been prepared by Mizuho Bank, Ltd. (“Mizuho”) and represents the views of the author.  It has not been prepared by an independent research 

department and it has not been prepared in accordance with legal requirements in any country or jurisdiction designed to promote the independence of investment 

research and is not subject to any prohibition on dealing ahead of the dissemination of investment research.  

 

Disclaimer 

Unless otherwise stated, all views or opinions herein are solely those of the author(s) as of the date of this publication and are not to be relied upon as authoritative 

or taken in substitution for the exercise of judgement by any recipient, and are subject to change without notice.  

 

This publication has been prepared by Mizuho solely from publicly available information. Information contained herein and the data underlying it have been obtained 

from, or based upon, sources believed by us to be reliable, but no assurance can be given that the information, data or any computations based thereon are 

accurate or complete. This publication provides general background information only. It is information in summary form and does not purport to be complete. This 

publication has been prepared for information purposes only and is not intended by Mizuho or its affiliates to constitute investment, legal, accounting, tax or other 

advice of any kind and all recipients of this publication are advised to contact independent advisors in order to evaluate the publication, including, without limitation, 

the suitability of any security, commodity, futures contract or instrument or related derivative (hereinafter, a “financial instrument”), product or strategy herein 

described. This publication is not intended to be relied upon as advice to investors or potential investors and does not take into account investment objectives, 

financial situation or needs of any particular investor. It is not intended for persons who are Retail Clients within the meaning of the United Kingdom’s Financial 

Conduct Authority rules nor for persons who are restricted in accordance with US, Japanese or any other applicable securities laws. 
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enter into any contract or commitment whatsoever.  Neither the author, Mizuho nor any affiliate accepts any liability whatsoever with respect to the use of this 

report or its contents. 
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recommendations contained herein or have positions or make markets or act as principal or agent in transactions in any securities mentioned herein or derivative 
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All of the information contained in this publication is subject to further modification without prior notice and any and all opinions, forecasts, projections or forward-
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may not be current due to, among other things, changes in the financial markets or economic environment. Past performance is not indicative of future performance.  
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