
 

 

 European Central Bank states that 

there is no reason to overreact to 

currency strength in its policy 

statement, but that the Governing 

Council discussed it at length. 

 Euro shoots up more than 0.8% amid 

the lack of action by the central bank.  

 The common currency is nearing 

US$1.2/euro, a level it has only traded 

over for a short period during the past 

five years and which last prompted 

ECB action.  

 Aside from the ECB, the Swiss 

National Bank is also facing a 

challenge as the US$/franc level 

approaches 0.9. 

 The FAB AAC remains underweight 

equities while favouring gold and 

investment-grade debt. 

 

If European Central Bank (ECB) 

Chairwoman Christine Lagarde was 

expecting to succeed in talking down the 

euro during her press conference, she 

failed. Madame Lagarde said that the 

Governing Council of the ECB discussed 

the currency’s strength and its impact on 

inflation at length during today’s meeting 

and that policymakers are watching that 

closely. However, she did not indicate that 

the currency had reached a level which 

would warrant action, yet.  

The trading after the release of the policy 

statement and following her remarks is 

reminiscent of the bond market reaction to 

her comments in March that the ECB was 

“not here to close spreads.” She had to 

quickly reverse the stance and take the 

opposite path after bond premiums for 

peripheral EU countries spiked.  

This time, Madame Lagarde seemed more 

cautious but it still seems like the ECB was 

hoping that simply by indicating they are 

watching the currency strength they may 

have curtailed it. The fact that it did not 

work suggests that the rhetoric will 

become louder and that some sort of 

additional easing is more likely in the 

central bank’s next policy meeting.  

In the meantime, the euro could continue 

to strengthen and some analysts suggest 

it could move as high as US$1.22/euro. To 

be sure, the currency found significant 

resistance at US$1.2/euro when it 

approached that level last week, but once 

that number is overcome, the currency 

could keep moving. 

Such high levels can be a drag for a 

region which depends heavily on exports 

for economic growth. And this comes at a 

time when the EU is going through its 

worst recession in the bloc’s history. Plus, 

a strong currency makes imports cheaper 

and adds to deflationary pressures.  

Hence, while the ECB’s mandate does not 

directly include paying any attention to the 

currency, the euro’s effects on inflation 

and growth make it meaningful. And when 

former Chairman Mario Draghi cut rates to 

–0.5% a year ago, before his departure, 

he seemed to be targeting the currency. 

Before the ECB acts again to curtail the 

strength of its currency, however, its 

inaction may force another central bank in 

the region to do so. The Swiss National 

Bank is in a tight spot as the US$/franc 

rate is nearing 0.9. A measure of cash that 

commercial banks hold with the SNB, an 

early gauge of intervention, increased by 

US$1.5 billion last week. And until either 

the ECB or the SNB act, the US dollar is 

likely to continue to weaken. 

The stage is set for more central bank currency intervention 
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The euro jumped about 0.8% 

after the ECB failed to say they 

would target euro strength 
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For inquiries related to this article, please contact:   
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Disclaimer: This report has been prepared and issued by Products & Services - Elite & Private Banking (“P&S-EPB”) of First Abu Dhabi Bank PJSC 
(“FAB”) outlining particular services provided by P&S-EPB. This report is for general informational purposes and does not constitute or form part of any offer 
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Anyone proposing to rely on or use the information contained in this publication should independently verify and check the accuracy, completeness, reliabil-
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we have relied upon and assumed, without independent verification, the accuracy and completeness of all the information available from public sources or 
which was otherwise reviewed by us. FAB PJSC makes no representation or warranty, expressed or implied, as to the accuracy, t imeliness or complete-
ness of the information in this report. FAB PJSC shall have no liability to the Customer or to third parties for the quality, accuracy, timeliness, continued 
availability or completeness of any data or calculations contained and/or referred to in this report nor for any special, direct, indirect, incidental or conse-
quential loss or damage which may be sustained because of the use of the information contained and/or referred to in this report or otherwise arising in 
connection with the information contained and/or referred to in this report, provided that this exclusion of liability shall not exclude or limit any liability under 
any law or regulation applicable to FAB PJSC that may not be excluded or restricted. 
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market or other factors. The information contained in this report does not purport to contain all matters relevant to any particular investment or financial 
instrument and all statements as to future matters are not guaranteed to be accurate. Any projections of potential risk or return are illustrative and should 
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into account the objectives, financial situation or needs of particular person. Even when this presentation contains a kind of appraisal, it should be consid-
ered preliminary, suitable only for the purpose described herein and not be disclosed or otherwise used without the prior written consent of P&S-EPB. FAB 
clients may already hold positions in the assets subject to this report and may accordingly benefit from the buying or selling of such assets as referred to in 
this report. This document does not purport to set out any advice, recommendation or representation on the suitability of any investment, transaction or 
product (as referred to in this document or otherwise), for potential purchasers. In receiving this report, the client is fully aware that there are risks associat-
ed with investment activities. Potential purchasers should determine for themselves the relevance of the information contained in this document and the 
decision to purchase any investment contained herein should be based on such investigation and analysis as they themselves deem necessary. Before 
entering into any transaction potential purchasers should obtain the investment offering materials, which include a description of the riks, fees and expenses 
and ensure that they fully understand the potential risks and rewards of that transaction (including, without limitation, all financial, legal, regulatory, tax and 
accounting consequences of entering into the transaction and an understanding as to how the transaction will perform under changing conditions) and that 
they independently determine that the transaction is appropriate for them given their objectives, experience, financial and operational resources and other 
relevant circumstances. Potential purchasers should consider consulting with such advisers and experts as they deem necessary to assist them in making 
these determinations.  
FAB is acting solely in the capacity of a potential arm’s-length contractual counterparty and not as a financial adviser or fiduciary in any transaction unless 
we have otherwise expressly agreed so to act in writing. FAB does not provide any accounting, tax, regulatory or legal advice. FAB is licensed by the Cen-
tral Bank of the UAE.  
London: FAB London Branch is Authorized by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Author ity and 
limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from 
FAB London branch on request. Registered in England & Wales: Company No: FC009142: VAT No: GB245 3301 91.  
Paris: FAB Paris Branch is licensed by the French Prudential Control Authority as a credit institution. FAB Paris is registered in F rance under 
the company number: RCS Paris B 314 939 547.  
Switzerland: This publication is for informational purposes only and is not intended as an offer, or a solicitation of an offer, to buy or  sell any 
investment or other specific product. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted ba-
sis and/or may not be eligible for sale to all investors. This report is for distribution only under such circumstances as may be permitted by applicable law. 
All information and opinions expressed in this document were obtained from sources believed to be reliable and in good faith, but no representation or war-
ranty, express or implied, is made as to its accuracy or completeness. All information and opinions as well as any prices indicated are currently as of the 
date of this report, and are subject to change without notice. The analysis contained herein is based on numerous assumptions. Different assumptions 
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back less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on the price, value or income 
of an investment. First Abu Dhabi Bank PJSC and/or FAB Private Bank (Suisse) SA expressly prohibit the distribution and transfer of this document to third 
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ing to the investment products. 

 

Investment 
Strategy 
Update 


