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SUMMARY OF THE DISCUSSION

1. Review of recent FX developments and outlook

Following the presentation by Gregoire Chazeau (BNP Paribas), the group discussed recent
FX market developments against the backdrop of geopolitical tensions, energy-price
shocks, and shifting monetary-policy expectations. Participants agreed that interest rate
differentials have been dominant driver of FX markets, particularly in recent weeks, with
exchange rate performance closely tracking changes across the yield curve. The latest FOMC
meeting was seen by most as reinforcing Fed credibility and supporting USD strength.
However, views diverged on how hawkish the outcome truly was, with some participants

noting that the Fed’s future policy direction remains uncertain.

Looking ahead, there was a consensus that focus in FX markets is likely to shift from purely
monetary policy expectations toward broader macro drivers, notably fiscal dynamics.
Increasing US fiscal concerns and the potential role of the US Treasury in shaping market
outcomes were highlighted, alongside the importance of upcoming US economic data
(especially labour market releases) and the mid-term election cycle. These factors could
influence whether upward pressure is concentrated at the short or long end of the yield curve,
with corresponding implications for US dollar direction. One member emphasised on the
importance of anchoring the long end of the US vyield curve, seen as a priority for both the Fed

and the US Treasury, even at the expense of short-end flexibility.

Structurally, the shortage of compelling substitutes for US assets, especially equities,
continues to support demand for the US dollar. However, a distinction was made between
continued US dollar dominance and a potential but gradual shift away from US Treasuries
(“de-Treasurisation”), driven by fiscal concerns. This shift may alter global funding patterns,
driven also by Middle Eastern investors, who could increasingly influence currency choices in

funding markets.

On developments in Asia, members highlighted the record speculative short positions in
Japanese yen futures, raising the probability of further official interventions. Views on Asia and
China were somewhat mixed. Some participants argued that Al-related investment flows have

primarily benefited South Korea and Taiwan rather than China, while noting that a broader



ECB-PUBLIC

pattern of capital allocation continues to favour US assets, potentially weighing on Asian
currencies despite strong equity market performance. Others highlighted China's strategic
efforts to internationalise the renminbi, pointing to growing cross-border usage and a gradual

shift towards more structural, rather than purely speculative, demand for the currency.

Another key theme discussed was the decline in US dollar hedging activity compared to last
year, reflecting lower volatility, increased appetite for unhedged US dollar asset exposure and
correlation effects providing natural portfolio hedges. Hedging decisions were seen as
spanning two approaches: strategic hedging, which is longer-term, gradual, and driven by
correlations, and tactical hedging, which is shorter-term, more reactive to market
developments, and often quickly unwound. Corporate FX hedging remains short-term and
opportunistic, with limited visibility for long-term positioning. Some members highlighted that
hedging costs and market conditions strongly influence behaviour, while passive investment
flows require dynamic hedging adjustments. There was also evidence of a shift in funding

currencies for carry trades toward EUR.

With regards to the structure of the market, members noted that FX futures markets continue
to expand rapidly, gaining relevance vis a vis the dominant role of FX forwards, supported by
increased participation from non-bank financial institutions (NBFIs), mainly on public venues.
Moreover, FX futures are gaining traction due to margin efficiencies and cross-asset offsets,

although structural constraints still limit broader adoption.
2. The international role of the euro

Following a presentation by Linda Rousova (ECB), the group discussed the recently published

International role of the euro report.

The discussion highlighted that enhancing the euro’s global role would require
strengthening Europe’s competitiveness and deepening capital markets integration.
Participants emphasised that the international use of the euro is largely an outcome of
investment attractiveness, with Europe currently lagging behind the United States in terms of
growth prospects, innovation capacity, and return opportunities. As a result, capital inflows
into the euro area are often recycled into higher-yielding US assets, in particular equities,
limiting the euro’s ability to gain global traction. At the same time, some positive developments
were noted, including the euro’s increasing tendency to behave as a safe-haven currency in
certain risk-off episodes, which was a sign of gradually improving investor perception and

maturity.

A central theme in the discussion was the persistence of structural fragmentation within
Europe, which continues to weigh on the euro’s appeal. Investors still perceive the euro area
as a collection of national markets rather than a fully integrated financial system, reflecting the

absence of a common safe asset, fragmented market infrastructure, and differing legal and
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institutional frameworks. In contrast, diversification flows in a more fragmented global
environment have increasingly favoured gold or alternative currencies. Nevertheless,
Europe’s strong institutional foundations, such as rule of law and central bank independence
were highlighted as important comparative advantages. Overall, the discussion converged on
the view that strengthening the euro’s global role requires deeper capital market integration,
stronger domestic investment opportunities, and greater competitiveness, without which

meaningful progress is likely to remain limited.

3. The evolving role of Non-Bank Financial Institutions (NBFIs) in FX liquidity

provision: Implications for market functioning and resilience

Following a presentation by Paul Houston (CME) and Simon Jones (LSEG), the group

discussed the role of NBFIs in FX market.

The discussion highlighted that NBFIs have become important players in FX spot
markets, particularly in liquid G10 pairs, but their activity is increasingly concentrated
among a small number of large firms. Participants broadly agreed that NBFIs contribute to
market efficiency by providing fast, continuous pricing and supporting price discovery.
However, their liquidity is typically limited to small trade sizes and is often described as
“conditional,” raising concerns about how reliably it would be available in periods of severe

stress.

A key conclusion was the emergence of a complementary two-tier market structure, where
NBFls dominate rapid price formation while banks remain essential for providing depth,
absorbing risk, and intermediating client flows. In this context, banks are increasingly relying
on internalisation to manage flows and reduce information leakage. At the same time,
participants raised concerns around growing concentration, limited transparency for end-
users, and uncertainty about market resilience in stress scenarios, particularly given the
limited visibility of underlying liquidity sources and the potential for amplified market moves if

key participants withdrew.



