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 Why is the euro currently so weak? 
 
Since the beginning of the year, the euro has come under strong pressure 
against the US dollar, the Swiss franc and the yen. In our opinion, several 
factors have contributed to the weakness of the euro: 
 

- Weak economic data - contrary to expectations, the downturn in 
Eurozone manufacturing continued unabated in 4Q19. As a result, 
GDP growth in the same period was also disappointing. The 
persistently weak utilization of resources is dampening inflation 
expectations and thus also interest rate expectations in the 
Eurozone. As a result, the euro is becoming less attractive to global 
investors for investment purposes, but is becoming more attractive 
for borrowing, thereby increasing the selling pressure on the euro. 
 

- Coronavirus - given the importance of China as an export market 
for the Eurozone (German exports to China amount to around 2.7% 
of GDP), we expect the measures taken in China to contain the 
virus to have a negative impact on Eurozone industry in the short 
term. For example, car sales in China in January have already fallen 
by 22% y/y. In contrast, any potential damage to the US economy 
should be significantly less. 
 

- Political turbulence in Germany - after the resignation of Kramp-
Karrenbauer as chairman of the governing CDU party, the danger of 
early elections in Germany has increased. Given the deep-rooted 
structural problems facing German industry, the political turbulence 
in Germany comes at an inopportune time. 

 
The current situation is complex. On the one hand, important leading 
indicators (EC Industry Sentiment, Ifo Index, manufacturing PMI) have 
already stabilized or have been on a slight upward trend since the end of 
2019. On the other hand, however, it is to be feared that measures to 
contain the coronavirus will put leading indicators in the Eurozone under 
renewed pressure in February and March. This would further delay a 
possible recovery of Eurozone industry. With this in mind, the market will 
focus on the release of the flash manufacturing PMI data for the Eurozone 
next week (February 21). We expect sentiment to suffer from current 
developments. 
  
Unfortunately, the political situation in the Eurozone is likely to remain 
unstable for some time to come. Among the four largest countries in the 
Eurozone, only France, under President Macron, currently has a stable 
government. We therefore believe that the political environment will continue 
to weigh on the euro in the longer term. However, political uncertainty in the 
US could also increase in the second half of the year during the hot phase of 
the election campaign for the US presidency. 
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Assuming that the political situation does not deteriorate further (no early 
elections in Germany or Italy), the euro should recover in small steps 
against the Swiss franc and the US dollar from its current lows in the coming 
months. However, this is also conditional on an emerging recovery of 
the Eurozone economy. Manufacturing sentiment as well as production data 
will therefore be the focus of the markets in the near future. On the global 
level, there have already been initial signs of a cyclical upturn since the end 
of 2019 (OECD composite leading indicator, commodity prices). We assume 
that the emerging upturn in the global economy will have a positive impact 
on the Eurozone economy sooner or later, depending on how severe the 
effects of the coronavirus will be.  
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Economic calendar 
 

 

 

 
 
Central bank events 
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Ctry Date Time Release Period Consens Prior

Eurozone

EA 21-Feb 10:00 PMI Index Feb P 47.2 Index 47.9 Index

DE 21-Feb 9:30 PMI Index Feb P 45.0 Index 45.3 Index

FR 21-Feb 9:15 PMI Index Feb P 51.1 Index

USA

China

Date Time Event

ECB 21-Feb 18:00 Philip Lane, Keynote speech, U.S. Monetary Policy Forum, New York  

Fed 19-Feb 20:00 FOMC Minutes, Meeting 28/20, 2020

21-Feb 16:15
L. Brainard, Monetary Policy for the Next Recession, U.S. Monetary Policy 

Forum, New York
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Forex and government bond markets 
 
 

 
 

 
 

 

  

Exchange rates EUR: USD, CHF, GBP and JPY 
Changes compared to last week 

Eurozone spreads vs. Germany 
10Y government bonds 
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US Treasuries yield curve 
Changes compared to last week 

DE Bund yield curve 
Changes compared to last week 
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Forecasts1 
 

 
 
 
 

 
 
 
In case of changes to our forecasts compared to the previous issue, arrows show the direction of the change. 
Source: Market Data Provider, Erste Group Research 

 
 
  

                                                      
1 Note: In accordance with regulations, we are obliged to issue the following statement: 
Forecasts are not a reliable indicator of future performance. 

GDP 2018 2019 2020 2021

Eurozone 1.9  1.2  1.2  1.2

US 2.9  2.3  1.9  2.2

Inflation 2018 2019 2020 2021  

Eurozone 1.7  1.2  1.3  1.5

US 2.4  1.9  2.1  2.1

Interest rates current Mar.20 Jun.20 Sep.20 Dec.20

ECB MRR 0.00 0.00  0.00  0.00  0.00  

3M Euribor -0.41 -0.40  -0.40  -0.40  -0.40

Germany Govt. 10Y -0.38 -0.20  -0.20  -0.10  -0.10

Swap 10Y -0.04 0.10  0.10  0.20  0.20

Interest rates current Mar.20 Jun.20 Sep.20 Dec.20

Fed Funds Target Rate* 1.58 1.63  1.63  1.63  1.63

3M Libor 1.70 1.90  1.90  1.90  2.10

US Govt. 10Y 1.61 2.00  2.00  2.10  2.20

EURUSD 1.08 1.11 $ 1.13 $ 1.15  1.15

*Mid of target range
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Disclaimer 
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subsidiaries "Erste Group") independently and objectively as general information pursuant. This publication serves interested 
investors as additional source of information and provides general information, information about product features or 
macroeconomic information without emphasizing product selling marketing statements. This publication does not constitute a 
marketing communication pursuant to Art. 36 (2) delegated Regulation (EU) 2017/565 as no direct buying incentives were 
included in this publication, which is of information character. This publication does not constitute investment research pursuant 
to Art. 36 (1) delegated Regulation (EU) 2017/565. It has not been prepared in accordance with legal requirements designed to 
promote the independence of investment research and it is not subject to the prohibition on dealing ahead of the dissemination 
of investment research. The information only serves as non-binding and additional information and is based on the level of 
knowledge of the person in charge of drawing up the information on the respective date of its preparation. The content of the 
publication can be changed at any time without notice. This publication does not constitute or form part of, and should not be 
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contract or inclusion of a security or financial product in a trading strategy. Information provided in this publication are based on 
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instruments is not indicative for future results. No assurance can be given that any financial instrument or issuer described 
herein would yield favorable investment results or that particular price levels may be reached. Forecasts in this publication are 
based on assumptions which are supported by objective data. However, the used forecasts are not indicative for future 
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position or may transact in the financial instrument(s) referred to herein or may trade in such financial instruments with other 
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copyright of Erste Group and may not be copied, distributed or partially or in total provided or transmitted to unauthorized 
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