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FX Viewpoint

USD, EUR, and CAD: Growing risks

¢ FX remains driven by geopolitics and central banks’ next steps

¢ After the ECB’s stagflation rate increase, the EUR was broadly
unchanged, though downside risks are building

¢ The BoC faces limited pressure to hike, but trade risks remain

FX is effectively caught in a spin cycle between geopolitical uncertainties and
central banks’ next steps. For EUR-USD, market sentiment often matters more
than interest rate differentials. At the moment, risk appetite is closely linked to events
in the Middle East, which means sentiment can shift quickly and unexpectedly.

EUR: ECB’s stagflation hike

On 11 June, the European Central Bank (ECB) increased interest rates by 25bp,
taking the deposit rate to 2.25%. As markets had already expected this move, the
EUR showed little immediate reaction. The ECB’s latest economic projections
suggest a more challenging outlook amid “major energy shock”, with slower
growth and higher inflation - a situation often described as a stagflation dilemma.

Markets are still expecting two further 25bp hikes by end-2026 (Bloomberg, 11
June). If the ECB signals fewer hikes than expected, the EUR’s support from rates
may fade. As such, downside risks for EUR-USD are increasing, and the outlook
will depend on both geopolitical developments and US monetary policy outlook.

USD: Fed rates to remain higher for longer?

In the US, market expectations have shifted away from interest rate cuts and
towards the view that rates may stay higher for longer, with a meaningful possibility
of further tightening. Even so, the USD has not strengthened significantly so far
(Chart 1). For the USD to gain more support, markets are likely to need a clearer
signal from the Federal Reserve (Fed) - particularly through its forward guidance. If
the Fed provides a hawkish signal, it could be a key turning point for the USD.

1. US Dollar Index (DXY) and market 2. USD-CAD and its rate differentials
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CAD: No urgency for rate hikes, but trade risks remain

Compared with the ECB, the Bank of Canada (BoC) appears less exposed to a
severe stagflation scenario. Recent data point to an improving labour market and
limited evidence of broader inflation pressures. Our economists expect the BoC to
hold policy steady this year. The CAD is trading somewhat stronger than rate
differentials imply (Chart 2), but it remains sensitive to uncertainty around a
potential review of the US-Mexico-Canada Agreement (USMCA) after July.
Overall, USD-CAD is likely to edge lower in the months ahead.
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The EUR largely unmoved after
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expected rate hike
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Disclosure appendix

Important disclosures

This document is for information purposes only and it should not be regarded as an offer to sell or as a solicitation of an offer to
buy the securities or other investment products mentioned in it and/or to participate in any trading strategy. Information in this
document is general and should not be construed as personal advice, given it has been prepared without taking account of the
objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on it, consider the
appropriateness of the information, having regard to their objectives, financial situation and needs. If necessary, seek professional
investment and tax advice.

Certain investment products mentioned in this document may not be eligible for sale in some states or countries, and they may
not be suitable for all types of investors. Investors should consult with their HSBC representative regarding the suitability of the
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.

HSBC and its affiliates will from time to time sell to and buy from customers the securities/instruments (including derivatives) of
companies covered in HSBC Research on a principal or agency basis.

Whether, or in what time frame, an update of this analysis will be published is not determined in advance.

Additional disclosures
1  This report is dated as at 12 June 2026.

2  All market data included in this report are dated as at close 11 June 2026, unless a different date and/or a specific time of
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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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
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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. HBAP is not responsible for such use or reliance by you. 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, Canada 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.
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Bank plc in the Isle of Man.
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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.
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In Malaysia, this document has been prepared by HBAP, which 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.
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. is not meant to offer accounting, legal or tax advice. Before making any investment decision, consider consulting a financial adviser. If you decide not to seek advice, carefully assess if the
investment product is suitable for you. It is recommended to obtain appropriate professional advice when needed.

Investing overseas can lead to changes in the value of your investments due to currency exchange rates, which may cause them to rise or fall. Emerging markets are riskier and more unpredictable
compared to established markets. These economies often depend heavily on international trade and can be adversely impacted by trade barriers, currency controls, adjustments in currency values,
the economic conditions of their trading partners and other protective measures imposed by those partners.

We are not responsible for the accuracy and/or completeness of any third-party information obtained from sources we believe to be reliable but have not independently verified.
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For more information related to investments in the securities market, please visit the SEBI Investor Website: https://investor.sebi.gov.in/ and the SEBI SaaZthi Mobile App.
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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
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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
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Miscellaneous
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