
 

 
◆ The EUR has outperformed many other currencies so far in 

March… 

◆ …supported by the prospect of Germany’s fiscal boost and 
higher European bond yields 

◆ The ECB cut rates again in March, but the path for future 
easing is still in doubt; the risk of US tariffs looms ever larger  

 
Following Germany’s moves towards looser fiscal policy, the EUR has become 
the second best performing G10 currency so far this month (Chart 1) and EUR-USD 
climbed to a 4-month high (Bloomberg, 6 March 2025). On 4 March, Germany's 
incoming coalition partners, CDU/CSU and SPD, announced a massive fiscal 
programme of infrastructure and defence spending, involving constitutional 
changes. The government aims to table the package in parliament before 25 March. 
The changes will require two-thirds majority in the lower and the upper house, which 
seems likely, in our economists’ view. The EU has potentially created EUR650bn of 
fiscal space for defence by the activation of the escape clause from fiscal rules and 
could provide EUR150bn of loans for defence investment.  

Allocating funds is one thing, but governments may find it difficult to spend it within 
the expected timeframe. It is worth remembering that Germany’s 2022 EUR100bn 
defence fund has almost all been allocated, but less than 25% had been spent by 
January 2025. Looser fiscal policy will support growth but by how much and 
over what period remains uncertain. Meanwhile, the risk of US tariffs looms ever 
larger. A White House announcement imposing trade tariffs on the EU is 
expected by 2 April.  

While the FX market is being dominated by big picture topics, like US trade policy 
and German fiscal policy, EUR-USD has been basically following what its 2-year 
yield differential has implied (Chart 2). This means the key to the EUR remains the 
policy outlook for the European Central Bank (ECB).  

1. G10 currencies vs USD: Month-to-
date performance (as of 6 March) 

 2. EUR-USD and its yield differential 
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On 6 March, the ECB cut its rate by 25bp, taking the key deposit rate and the main 
refinancing rate down to 2.50% and 2.65%, respectively. The decision came as 
expected, bringing the total easing since June 2024 to 150bp. The ECB said, 
“monetary policy is becoming meaningfully less restrictive”, and “especially in 
current conditions of rising uncertainty, it will follow a data-dependent and meeting-
by-meeting approach". Over the past few days, markets have focussed on the 
upside growth and inflation risks from the fiscal boost and now see the ECB 
policy rate ending 2025 at c2.0%, up from c1.80% (Bloomberg, 6 March 2025).  
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investment products mentioned in this document and take into account their specific investment objectives, financial situation or 

particular needs before making a commitment to purchase investment products.   

The value of and the income produced by the investment products mentioned in this document may fluctuate, so that an investor 

may get back less than originally invested.  Certain high-volatility investments can be subject to sudden and large falls in value 

that could equal or exceed the amount invested.  Value and income from investment products may be adversely affected by 

exchange rates, interest rates, or other factors.  Past performance of a particular investment product is not indicative of future 

results. 
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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.  
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