
The key developments in FX markets, over the traditionally quiet 
summer months, have been the unmistakable deterioration in 
European economic indicators, as well as the ECB’s mounting 
concern over deflationary pressures and lack of economic 
growth. In our July piece (see here) we stated that “We expect 
further [ECB] measures targeted at SMEs as early as the 
September meeting.” At the time, our view was an outlier, and 
most commentators thought the ECB could afford to sit back 
and wait for inflation and growth numbers to improve. Now that 
the improvement has failed to materialise, and President Draghi 
made an extraordinarily dovish speech at the central bankers’ 
annual get-together at Jackson Hole, Wyoming, our view has 
become the new consensus.

Our views on the key drivers for FX moves into 2015 remain 
unchanged. We still expect major currencies to move in reaction 
to monetary policy actions and the relative stands of central 
banks.  Just as in July, this is a recipe for dollar, and to a lesser 
extent, sterling, appreciation (See Figure 1).

• Regardless of the specific policies announced at the 
September meeting, it is clear that the ECB will remain on 
an easing mode for the foreseeable future; given the sharp 
turn for the worse we are seeing in Eurozone data (See 
Figure 2). To the extent that European rate markets provide 
a read on specific ECB actions, no tightening of policy is 
priced in for at least the next 18 months.

• The Federal Reserve and the Bank of England are both 
expected to hike rates in 2015. Futures markets are pricing 
in roughly March as the most likely month for the first BoE 
hike, and July for the Fed. We think this gap is too wide. 
The UK economy will not be able to entirely shrug off the 
weakness across the Channel, given its dependence on 
trade with the Eurozone. By contrast, the US economy is 
showing significant signs of acceleration after the weather-
induced winter trough. Growth of 3-3.5% for the remainder 
of the year is entirely feasible. Unemployment is falling 
fast, and wages have been growing faster than inflation for 
some time now. This is in sharp contrast to the situation 
in the UK, where falling unemployment has gone hand in 
hand with outright contraction in wages. Overall, we look 
at the second quarter of 2015 as the most likely timing for 
both the Fed and Bank of England to hike rates.
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• The Bank of Japan (BoJ) must be somewhat concerned 
by the recent weakening in the Japanese economy. 
Consumption is struggling to recover from the VAT hike 
in April, while industrial production in July was over 7.2% 
below 2Q level. We expect the BoJ to at least mention the 
possibility of further easing at its September meeting.

Overall, we think the stage is set for a continuation of the recent 
trends.

• Strong appreciation of the US dolar vs. most major 
currencies.

• General weakening of the “Greater Europe” currencies, 
with the notable exceptions of sterling and the Norwegian 

kroner, which will outperform in relative terms.

Figure 1: EUR/USD since July 1st, 2014 

Figure 2: European composite PMI and inflation

https://www.ebury.com/wp-content/uploads/2014/09/ESR35-Special-Report-FX-G10-forecast-revision-09-07-2014.pdf


We revise our forecast lower against the dollar, but tweak 
short term forecast higher against sterling

Economic news from the Eurozone throughout the 
summer has been dismal. Growth came to a standstill 
in the second quarter, perfectly exemplifying what 
we termed the “permacession” in which Europe has 
been stuck for the past three years or more. All leading 
indicators (principally the PMI business sentiment indices) 
have turned decisively down, indicating a further loss of 
economic momentum. Inflation continues to inch closer 
to negative numbers, up barely 0.3% YoY in July. This 
average masks the entrenchment of deflation in countries 
where public and private debt loads make it particularly 
dangerous, such as Italy and Spain.

In line with our expectations, the ECB launched a new raft 
of measures at its September meeting, including a further 
cut in rates and the launch of the long-awaited asset-
backed security purchases. Further, it revised down its 
expectations for growth and inflation in 2014. President 
Draghi’s comments were very downbeat throughout 
the conference. We think the ECB remains in easing 
mode, even after the aggressive measures announced 
September 4th.
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The Bank of England has validated our expectations that 
there would be no hikes until well into 2015. The minutes 
of the August meeting suggested that it is focusing 
on wage growth as much as it is on the actual rate of 
unemployment. 

It further stated that it may wait to  “see firmer evidence 
that solid increases in pay growth were in prospect before 
tightening policy”. Given the absence of any remote 
prospect for wage pressure, this seems to indicate that 
the majority of MPC members will be in no hurry to raise 
rates.

We have pushed our expectations for the first hike into 
the second quarter of 2015, and therefore we revise 
moderately down our forecasts for sterling against the 
dollar.

EUR/USD EUR/GBP

Q4-2014 1.24 0.76

Q1-2015 1.20 0.74

Q2-2015 1.18 0.73

E-2015 1.15 0.72

We revise our forecasts higher against all other European 
currencies

Economic data out of the UK has become a tad less 
ebullient since we issued our July forecasts.  The 
PMI business sentiment indicators have turned down 
somewhat, though they remain at historically elevated 
levels. The news from the employment market continues 
to be mixed. Although unemployment continues to drop 
rapidly, wage growth has become even more subdued; in 
fact, nominal wages have contracted since the beginning 
of 2014.

GBP

GBP/EUR GBP/USD

Q4-2014 1.32 1.63

Q1-2015 1.35 1.62

Q2-2015 1.37 1.62

E-2015 1.39 1.60
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We tweak our short-term forecasts higher against the 
dollar

The Japanese economy has not reacted well to the April 
VAT hike. Consumption has dropped off severely, and 
neither investment nor industrial production has so far 
been able to pick up the slack. Growth in the first half of 
2014 averaged to a very weak -0.7%, and it is unlikely to 
print above 1% in the third quarter. We expect that the Bank 
of Japan will react with at the very least dovish rhetoric at 
its upcoming meetings. This will keep downward pressure 
on the JPY and we reiterate our forecasts for a weaker yen 
vs. the dollar, although we are pushing the timetable for 
depreciation a quarter or so into the future.

JPY

USD/JPY

Q4-2014 113

Q1-2015 116

Q2-2015 120

E-2015 125



We maintain our forecasts against the euro

There was no change in the SNB policy of enforcing 
a cap of 1.2 CHF to the euro at all costs. Further, in its 
June Monetary Policy assessment it revised (again) 
downwards the path of expected inflation in Switzerland, 
and suggested that it is worried about downside risks to 
the economic outlook. we therefore leave unchanged 
our forecasts that the CHF will remain near the top of the 
SNB-enforced ceiling.
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We revise our short-term forecasts higher against the USD

While Governor Stevens remains uncomfortable with 
AUD strength, the September statement on monetary 
policy gives no indication that it is prepared to cut rates 
from their current 2.5% level to weaken the currency. With 
the economy set to grow north of 2.5% over the full year, 
and inflation well within the RBA target, there will be no 
need for the central bank to change either rates or future 
guidance. As in the case of JPY, we are therefore pushing 
our timetable for AUD depreciation against the dollar one 
quarter or so into the future.

AUD
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Data since the July meeting has been distinctly 
downbeat. As the Swedish economy is highly leveraged 
to the European business cycle, this is unsurprising. 
Nevertheless, the precipitous drop in the PMI business 
sentiment indicators (down 4.1 points in manufacturing 
and 5.9 in services) is worrisome.

In spite of this weakness, we do not expect further 
aggressive measures from the Riksbank. An upside 
surprise in inflation (0.3% in July vs -0.3% expectations) 
and the prospect for some fiscal stimulus if the left wins 
the upcoming elections, should be enough to keep the 
Central Bank in wait and see mode.

We maintain our forecasts for mild SEK appreciation 
against the euro but significant depreciation against the 
US dollar.

SEK

EUR/CHF

Q4-2014 1.22

Q1-2015 1.22

Q2-2015 1.22

E-2015 1.22

AUD/USD

Q4-2014 0.87

Q1-2015 0.85

Q2-2015 0.82

E-2015 0.78

EUR/SEK

Q3-2014 9.1

Q4-2014 9.00

Q1-2015 8.9

Q2-2015 8.8

E-2015 8.5

We maintain our forecasts for SEK against the euro

After July’s shocker, when the Riksbank surprised markets 
by cutting rates 0.50%, to 0.25%, we do not expect any 
changes out of September 4th meeting.  The repo rate 
should stay at 0.25%, and the expected future path for 
rates should remain unchanged.

We revise our forecasts higher against the euro

NOK is on track to end the third quarter very close to our 
forecast of 8.1 vs. the euro.

We are witnessing a significant divergence in 
macroeconomic performance in the Scandinavian 
peninsula. GDP in Norway grew very strongly in the 
second half (4.9% vs 1.0% in Sweden), and the latest PMI 
manufacturing survey points to further acceleration. In 
addition, inflation surprised to the upside in July, and is 
now up 2.2% YoY. Supported by both its oil reserves and 
the proceeds from its Oil Fund, Norway is becoming a 
clear outlier among the “Greater Europe” economies. 
It presents simultaneously buoyant growth, absence of 
deflationary pressures and above-zero interest rates (1.5% 
key policy rate). We think this unusual combination will 
support NOK, and the krone will trade more in line with 
the US dollar than with the euro into 2015.

NOK
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No change to our forecast vs. the euro

Ever since the Danes rejected joining the euro in the 
2000 referendum, the National Bank of Denmark has 
maintained a more-or-less fixed rate of exchange against 
the euro, keeping it within a band of 2.25%. In effect, 
the DKK is fixed around 7.46 to the euro. Only during 
times of serious market stress have there been significant 
oscillations around the target rate of 7.46 DKK to the 
euro. We do not expect the Danish central bank to have 
significant difficulties maintaining the band over the next 
two years, and therefore expect the rate to hold.

DKK
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EUR/NOK

Q3-2014 7.8

Q4-2014 7.7

Q1-2015 7.6

Q2-2015 7.5

E-2015 7.2

EUR/DKK

Q3-2014 7.46

Q4-2014 7.46

Q1-2015 7.46

Q2-2015 7.46

E-2015 7.46

We trust this information is of interest. If you wish to 
receive a live quote, or want to contact us for any other 
information regarding foreign exchange, please do so 
on the details below.


