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EUR and ECB Crib Sheet
With expectations running high, it will be very difficult for the ECB to
reverse the EUR/USD uptrend. The weak dollar dynamics are too
powerful and despite more ECB easing expected this week, EUR/USD
should head higher next year. We target EUR/USD 1.25 in 2021, with a
strong upside risk to 1.30

Expectations are running high
With President Lagarde building high expectations in the October meeting and largely pre-
committing to the ECB easing in the December meeting, it will be a very difficult task for the
central bank to weaken the euro. If anything, there is a risk is that that the press conference bias
pushes EUR higher, particularly if the forward guidance beyond the December easing package is
not overly strong.

In fact, we look back to the ECB meeting in September 2019 for guidance / road map. At that time,
the ECB did not exceed the high expectations built up prior to the meeting and failed to push
EUR/USD lower back then despite it cutting the depo rate and restarting QE. In the absence of a
rate cut or meaningfully larger asset purchases, the impact of the upcoming ECB easing on EUR is
likely to be limited.
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It will be difficult to over-deliver
In our view, the mix of an increase in the Pandemic Emergency Purchase Programme by up to
EUR500bn, an increase of the monthly Asset Purchase Programme purchases from EUR20bn to
EUR40bn (open-ended), an extension of Targeted Longer Term Refinancing Operations, an increase
in the tiering facility and potentially including Fallen Angels into the corporate bond purchasing
programme (see the ECB Preview for more details) won’t be enough to push EUR/USD persistently
lower and outweigh the very strong bearish USD dynamics (which is the key driving factor behind
our bullish EUR/USD forecast). As per our 2021 FX Outlook: Back on track, we target EUR/USD 1.25
in 2021, with a strong upside risk to 1.30.

ECB attentive to the euro, but no aggressive verbal intervention
expected
As for the exchange rate, with the trade weighted EUR not exceeding its summer highs (which in
the time led to verbal interventions from some ECB officials) and just modestly trading above its 4-
month average (ie, 0.5% higher), it looks to be too soon for the ECB to embark on more aggressive
verbal intervention. The ECB being  "very attentive to the exchange rate’’ is likely to be reiterated in
the press conference, but it should fall short of Trichet’s brutal-like comments.

As for the short-term valuation, our models suggest no meaningful EUR/USD mis-valuation, with
the pair only trading modestly above its short-term fair value and comfortably within its 1.5
standard deviation band.
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The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
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Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.
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