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EURUSD Outlook
change

Summary

* There are two key reasons explaining the recent
comeback of the dollar: 1) a revised outlook for
the US central bank (Fed) interest rate path rela-
tive to the ECB and (2) the worsening economic
momentum in the Eurozone relative to the US due
to COVID resurgence in key countries.

*  The recent sharp move from 1.16 to below 1.12
(value of one euro) is likely to be followed by a
temporary bounced but that should be limited in
time and in amplitude. Technical indicators sug-
gested an overbought situation.

* The sharp revisions in our Fed interest rate out-
look suggest a structural rise in yield differentials.
This should act as a powerful support for the dol-
lar over the coming year. We thus decided to re-
vise our 12-month outlook from 1.18 to 1.12.

What explains the recent dollar strengthening?

The value of one euro (EUR/USD) fell from 1.16 to below
1.12 since early November. This was probably due to
higher-than-expected inflation data in the US leading to
market expectations that the US central bank will hike
rates as early as June 2022. Adding to this, the COVID
situation has deteriorated rapidly in the Eurozone. Certain
countries, like Austria or Germany, have already moved
towards lockdowns or are seriously talking about it. In-
deed, hospital admissions have been rising sharply in-
cluding for emergency care. The so-called stringency in-
dex that measures closures at the different levels (school,
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workplace, restrictions on gathering/ public events etc.)
also suggests that restrictions are rising.

Change in outlook for the EURUSD

Our new global economic outlook includes two key as-
sumptions that suggest that any rebound in the euro
should be limited in amplitude and short lived. We thus
expect the dollar strength to be sustained over the coming
guarters. As mentioned, the most important outlook
change is regarding the path of monetary policy in the US
relative to the eurozone. Indeed, we now expect the Fed
accelerate its tapering plan, while using a more hawkish
language to pave the way for a first interest rate hike in
July 2022. In total, we now forecast three 25bp rate hikes
by the US Federal Reserve in 2022, followed by four more
in 2023. A quantitative tightening (net reduction of thre
balance sheet) is expected in March 2023. In contrast, the
ECB is expected to maintain a stimulative monetary policy
for much longer. It should slow its bond purchases during
2022 and end net purchases in the first quarter 2023. We
forecast a first ECB rate hike of 10 basis points in June
2023. The direct consequence of this scenario change is a
sharp widening of the interest rate and yield differentials
between the US and the eurozone.
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Historically this has been a key driver of exchange rates
and suggests a strong dollar for the coming year.

Chart 1: Yield differential and EURUSD

EUR/USD & 2-year yield Differential
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The scope for a short-term rebound of the euro seems
limited due to the economic situation. Indeed, the rising
probabilities of renewed restrictions linked to COVID in
the eurozone has challenged our previous assumption
that a catch up of economic momentum would be immi-
nent. The recent evolution on the pandemic in countries
like Austria, Germany, the Netherlands, and Belgium for
example, suggest more restrictions and thus lower than-
expected growth for the coming weeks. We do assume a
strong rebound in the region but rather from Q2 onwards.
Such an improvement would be already close to the first
rate hike in the US that we expect in July. The economic
momentum remains strong in the US and lockdowns are
less likely despite an expected worsening of the COVID
statistics.
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Chart 2: Economic Momentum in relative terms (based on
business surveys)

EUR/USD and Economic Momentum
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Technical analysis has already suggested a temporary
rebound. Indeed, the fall in the EURUSD (value of one
dollar) has been quite sharp and current levels diverge a
lot from the moving averages (see chart 3). The so-called
Relative Strength Index (RSI) suggested that the dollar is
short-term overbought. We do not expect this rebound to
be lasting over time. We expect quite some volatility but
around a broadly lateral trend. We thus forecast the EU-
RUSD to fluctuate around 1.12 both for the coming 3
and 12 months.

Chart 3: Technical analysis

EUR/USD - Technical analysis
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DISCLAIMER

This marketing document is communicated by the Wealth Management
Métier of BNP Paribas, a French Société Anonyme, Head Office 16 boule-
vard des Italiens, 75009 Paris, France, registered under number 662 042
449 RCS Paris, registered in France as a bank with the French Autorité
de Controle Prudentiel et de résolution (ACPR) and regulated by the
French Autorité des Marchés Financiers (AMF). As marketing material, it
has not been prepared in accordance with legal and regulatory require-
ments aimed at ensuring the independence of investment research and
is not subject to any prohibition on dealing ahead of its dissemination. It
has not been submitted to the AMF or any other market authority.

This document is confidential and intended solely for the use of BNP
Paribas SA, BNP Paribas Wealth Management SA or their affiliates ("BNP
Paribas”) and the persons to whom this document has been delivered. It
may not be distributed, published, reproduced or disclosed by any recipi-
ent to any other person, nor may it be quoted or referred to in any
document, without the prior consent of BNP Paribas.

This document is provided solely for information and shall not constitute
an offer or solicitation in any state or jurisdiction in which such an offer
or solicitation is not authorized, or to any person to whom it is unlawful
to make such offer, solicitation or sale. It is not, and under no circum-
stances is it to be construed as, a prospectus.

Although the information provided herein may have been obtained from
published or unpublished sources considered to be reliable and while all
reasonable care has been taken in the preparation of this document, BNP
Paribas does not make any representation or warranty, express or
implied, as to its accuracy or completeness and does not accept respon-
sibility for any inaccuracy, error or omission. BNP Paribas gives no
warranty, guarantee or representation as to the expected or projected
success, profitability, return, performance, result, effect, consequence or
benefit (either legal, regulatory, tax, financial, accounting or otherwise)
of any product or transaction. Investors should not place undue reliance
on any theoretical historical information regarding such theoretical
historical performance. This document may contain or refer to past
performance; past performance is no guarantee for future performance.
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The information contained in this document has been drafted without
prior knowledge of your personal circumstances, including your finan-
cial position, risk profile and investment objectives.

Prior to entering into a transaction each investor should fully under-
stand the financial risks, including any market risk associated with the
issuer, the merits and the suitability of investing in any product and
consult with his or her own legal, tax, financial and accounting advisors
before making his or her investment. Investors should be in a position to
fully understand the features of the transaction and, in the absence of
any provision to the contrary, be financially able to bear a loss of their
investment and willing to accept such risk. Investors should always
keep in mind that the value of investments and any income from them
may go down as well as up and that past performance should not be
seen as an indication of future performance. Any investment in a prod-
uct described herein is subject to the prior reading and understanding of
the legal documentation concerning the product, and in particular the
one which describes in details the rights and obligations of investors as
well as the risks inherent to an investment in the product. Save as
otherwise expressly agreed in writing, BNP Paribas is not acting as
financial adviser or fiduciary of the investor in any transaction. The
information, opinions and projections expressed herein reflect the opin-
ion of their author at the time of writing; they are not to be relied upon
as authoritative or taken in substitution for the exercise of judgment by
anyone, and are subject to change without notice. Neither BNP Paribas
nor any BNP Paribas Group entity accepts any liability whatsoever for
any consequences that may arise from the use of information, opinions
or projections contained herein.

As distributor of the products described herein, BNP Paribas may receive
distribution fees on which you can obtain more information upon specif-
ic request. BNP Paribas, their employees or administrators may hold
positions in these products or have dealings with their issuers.

By accepting this document, you agree to be bound by the foregoing
limitations.

© BNP Paribas 2021. All rights reserved.
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