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CAD and EUR: Rate cuts begin in June

¢ The CAD holds steady, after the BoC'’s first rate cut since 2020

¢ The EUR strengthened after the ECB delivered its widely expected
25bp cut, but raised its inflation projections for 2024 and 2025...

¢ . we still see downside risks to the EUR in the months ahead

At the 5 June meeting, the Bank of Canada (BoC) began its easing cycle with a 25bp
cut, taking its policy rate to 4.75%. This was the first rate cut since March 2020. The
BoC noted that inflation is easing, while growth remains subdued. BoC Governor Tiff
Macklem mentioned that it is reasonable to expect further cuts. Indeed, both
markets and our economists expect two more 25bp cuts this year.

Nevertheless, the reaction in USD-CAD was limited. The CAD initially lost close to
0.5% against the USD, but eventually regained most of the lost ground (Bloomberg,
5 June 2024). After all, the rate cut by the BoC was almost completely priced in by
markets ahead of the event and it seems unlikely that the BoC will ease more than
expected this year. Perhaps, more importantly, recent moves in USD-CAD have
largely been driven by its 2-year rate differentials (Chart 1), in particular US rates
developments. We expect USD-CAD to move largely sideways.

1. USD-CAD and its rate differentials 2. Eurozone: Policy rate vs. inflation
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Conversely, the EUR strengthened initially on the European Central Bank’s (ECB) 6
June announcement before paring gains. The ECB cut all policy rates by 25bp, the
first cut since September 2019, taking the deposit rate to 3.75% (Chart 1). The
widely expected decision was not unanimous, with one member voting for rates to
remain on hold. More surprisingly, the ECB removed the explicit easing bias in the
statement, even though inflation forecast revisions for 2024 and 2025 were small
(i.e., 0.2ppts higher to 2.5% and 2.2%, respectively) and the forecast for 2026 was
left unchanged at 1.9%. Meanwhile, the GDP growth forecast for 2024 was nudged
up by 0.3ppts to 0.9%, while the one for 2025 was lowered by 0.1ppt to 1.4%.

ECB President Christine Lagarde stressed that it will remain data dependent. When
describing the data the ECB will need to consider the next cut, the president referred
to “much later in the summer”. Our economists expect two more 25bp rate cuts this
year, while markets currently price in one to two additional cuts. The ECB has also
confirmed that it will reduce the holdings of securities under the pandemic
emergency purchase programme (PEPP) by EUR7.5bn per month on average
over the second half of the year.

Beyond the recent reaction, EUR-USD Is likely to decline in the months ahead on
rate differentials and slowing improvement in the Eurozone’s external balances.
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Canada becomes the first G7
nation to cut rates

USD-CAD is likely to move
sideways, barring a big shift in
its rate differentials

The ECB cut rates for the first
time in nearly five years, but
without an easing bias

Our economists and markets
both see more ECB rate cuts
ahead

We still see downside risks to
the EUR in the months ahead
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day is indicated in the report.

3  HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its
Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of
Research operate and have a management reporting line independent of HSBC's Investment Banking business.
Information Barrier procedures are in place between the Investment Banking, Principal Trading, and Research businesses
to ensure that any confidential and/or price sensitive information is handled in an appropriate manner.

4 You are not permitted to use, for reference, any data in this document for the purpose of (i) determining the interest
payable, or other sums due, under loan agreements or under other financial contracts or instruments, (ii) determining the
price at which a financial instrument may be bought or sold or traded or redeemed, or the value of a financial instrument,
and/or (iii) measuring the performance of a financial instrument or of an investment fund.



Currencies ® Global
m HSBC 7 June 2024

Disclaimer

This document is prepared by The Hongkong and Shanghai Banking Corporation Limited (‘(HBAP’), 1 Queen’s Road Central, Hong Kong. HBAP is incorporated in Hong Kong and is part of the
HSBC Group. This document is for general circulation and information purposes only. This document is not prepared with any particular customers or purposes in mind and does not take into
account any investment objectives, financial situation or personal circumstances or needs of any particular customer. HBAP has prepared this document based on publicly available information at
the time of preparation from sources it believes to be reliable but it has not independently verified such information. The contents of this document are subject to change without notice.

HBAP is not responsible for any loss, damage or other consequences of any kind that you may incur or suffer as a result of, arising from or relating to your use of or reliance on this document.

HBAP gives no guarantee, representation or warranty as to the accuracy, timeliness or completeness of this document.

This document is not investment advice or recommendation nor is it intended to sell investments or services or solicit purchases or subscriptions for them. You SHOULD NOT use or rely on this
document in making any investment decision or decision to buy or sell currency. You SHOULD consult your professional advisor in your jurisdiction if you have any questions regarding the contents
of this document.

You SHOULD NOT reproduce or further distribute the contents of this document to any person or entity, whether in whole or in part, for any purpose. This document may not be distributed to the
US, or any other jurisdiction where its distribution is unlawful.

Greece

In Greece, this document is distributed by HSBC Continental Europe, Greece to its customers for general reference only.

Jersey, Guernsey and Isle of Man

In Jersey, Guernsey and the Isle of Man, this document is distributed to its customers for general reference only by HSBC Bank plc Jersey branch, HSBC Bank plc Guernsey branch and HSBC
Bank plc in the Isle of Man.

Mainland China

In mainland China, this document is distributed by HSBC Bank (China) Company Limited (“HBCN”) to its customers for general reference only. This document is not, and is not intended to be, for
the purpose of providing securities and futures investment advisory services or financial information services, or promoting or selling any wealth management product. This document provides all
content and information solely on an “as-is/as-available" basis. You SHOULD consult your own professional adviser if you have any questions regarding this document.

Hong Kong

In Hong Kong, this document is distributed by HBAP to its customers for general reference only. HBAP is not responsible for any loss, damage or other consequences of any kind that you may
incur or suffer as a result of, arising from or relating to your use or reliance of this document. HBAP gives no guarantee, representation or warranty as to the accuracy, timeliness or completeness
of this document.

Malaysia

In Malaysia, this document has been prepared by HBAP is issued and distributed by HSBC Bank Malaysia Berhad (127776-V) / HSBC Amanah Malaysia Berhad (807705-X) (the "Bank"). The
Bank is not responsible for any loss, damage or other consequences of any kind that you may incur or suffer as a result, of arising from or relating to your use of or reliance on this document.
Singapore

In Singapore, this document is distributed by HSBC Bank (Singapore) Limited (‘HBSP”) pursuant to Regulation 32C of the Financial Advisers Regulations, to its customers for general reference
only. HBSP accepts legal responsibility for the contents of this document, and may be contacted in respect of any matters arising from, or in connection with, this document. Please refer to HBSP’s
website at www.hsbc.com.sg for its contact details.

Taiwan

In Taiwan, this document is distributed by HSBC Bank (Taiwan) Limited, [13F/14F No 333, section 1 Keelong Rd, Taipei] to its customers for general reference only. HSBC Bank (Taiwan) Limited
is not responsible for any loss, damage or other consequences of any kind that you may incur or suffer as a result of, arising from or relating to your use or reliance of this document. Clients of
HSBC Bank (Taiwan) Limited should contact their relationship manager in respect of any matters arising from or in connection with this document.

United Arab Emirates

In the UAE, this document is distributed by HSBC Bank Middle East Limited (‘HBME”) U.A.E Branch, P.O.Box 66, Dubai, U.A.E, which is regulated by the Central Bank of the U.A.E and lead
regulated by the Dubai Financial Services Authority. HBME is not responsible for any loss, damage or other consequences of any kind that you may incur or suffer as a result of, arising from or
relating to your use of or reliance on this document.

India

In India, this document is distributed for general reference by The Hongkong and Shanghai Banking Corporation Limited, India (HSBC India), having its India corporate office at 52/60, Mahatma
Gandhi Road, Fort, Mumbai 400 001. HSBC India is not responsible for any loss, damage or other consequences of any kind that you may incur or suffer as a result of, arising from or relating to
your use of or reliance on this document. HSBC India gives no guarantee, representation or warranty as to the accuracy, timeliness or completeness of this document and clients should contact
their relationship manager in respect of any clarifications arising from or in connection with this document.

United Kingdom

In the United Kingdom, this document is distributed by HSBC UK Bank Plc (‘HSBC”), 1 Centenary Square, Birmingham Bl IHQ United Kingdom which is owned by HSBC Holdings plc. HSBC is
incorporated under the laws of England and Wales with company registration number 9928412 and is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct
Authority and the Prudential Regulation Authority. Our firm reference number is 765112. HSBC gives no guarantee, representation or warranty as to the accuracy, timeliness or completeness of
this video or the information contained within it.

Australia

This document is distributed by HSBC Bank Australia Limited ABN 48 006 434 162, AFSL/ACL 232595 (HBAU). HBAP has a Sydney Branch ARBN 117 925 970 AFSL 301737.The statements
contained in this document are general in nature and do not constitute investment research or a recommendation, or a statement of opinion (financial product advice) to buy or sell investments.
This document has not taken into account your personal objectives, financial situation and needs. Because of that, before acting on the document you should consider its appropriateness to you,
with regard to your objectives, financial situation, and needs.

Miscellaneous

Notwithstanding this document is not investment advice, please be aware of the following for the sake of completeness. Past performance is not an indication of future performance. The value of
any investment or income may go down as well as up and you may not get back the full amount invested. When an investment is denominated in a currency other than the local currency of an
investor, changes in the exchange rates may have an adverse effect on the value, price or income of that investment. Where there is no recognised market for an investment, it may be difficult for
an investor to sell the investment or to obtain reliable information about its value or the extent of the risk associated with it.

This document contains forward-looking statements which are, by their nature, subject to significant risks and uncertainties. Such statements are projections, do not represent any one investment
and are used for illustration purpose only. Customers are reminded that there can be no assurance that economic conditions described herein will remain in the future. Actual results may differ
materially from the forecasts/estimates. No assurance is given that those expectations reflected in those forward-looking statements will prove to have been correct or come to fruition, and you
are cautioned not to place undue reliance on such statements. No obligation is undertaken to publicly update or revise any forward-looking statements contained in this document or any other
related document whether as a result of new information, future events or otherwise.

The Hongkong and Shanghai Banking Corporation Limited, its affiliates and associates and their respective officers and/or employees, may have interests in any products referred to in this
document by acting in various roles including as distributor, holder of principal positions, adviser or lender. The Hongkong and Shanghai Banking Corporation Limited, its affiliates and associates,
and their respective officers and employees, may receive fees, brokerage or commissions for acting in those capacities. In addition, The Hongkong and Shanghai Banking Corporation Limited, its
affiliates and associates, and their respective officers and/or employees, may buy or sell products as principal or agent and may effect transactions which are not consistent with the information
set out in this document.

© Copyright 2024. The Hongkong and Shanghai Banking Corporation Limited, ALL RIGHTS RESERVED. No part of this document may be reproduced, stored in a retrieval system, or transmitted,
on any form or by any means, electronic, mechanical, photocopying, recording or otherwise, without the prior written permission of The Hongkong and Shanghai Banking Corporation Limited.

[1237849]



	Disclosure appendix
	Important disclosures
	Additional disclosures

	Disclaimer

