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EUR/USD back below $1.10

There was a positive tone to sentiment yesterday, following some
better than anticipated US data. The S&P 500 gained 1.6%, while
the Euro Stoxx 50 rose by 1.7%. At the same time, US market rate
expectations hardened. Amid the firming in US market rate
expectations, Treasury yields rose by 5-12bps, led higher by the
front end of the curve. The rise in US yields pushed Eurozone and
UK yields higher also.

US retail sales jumped by 1% in July (vs. +0.3% f’cast). Similarly, the
control group measure rose by 0.3% in the month (vs. +0.1% f’cast).
Meanwhile, the latest weekly initial jobless claims fell to 227k (vs.
+235k f'cast). However, US industrial production fell by 0.6% in July
(vs. =0.3% f’cast). Overall though, the data appear to have eased
some concerns that the US may be heading for a recession.

Following the release of the US data, markets pared expectations
of a 50bps rate cut from the Fed in September. Current pricing is
now leaning more towards a 25bps cut, and a total of 90bps of
easing by year end (compared to 100bps previously).

On the currency front, the yen was on the defensive as rate
expectations hardened elsewhere. Meantime, the euro handed
back some of its gains from earlier in the week. Sterling registered
some gains also. This sees EUR/USD open back below $1.10. GBP/
USD is operating in the top half of $1.28-1.29. EUR/GBP is changing
hands back in the lower half of 85-86p. USD/JPY is up at ¥149.

Already today, UK retail sales have printed in-line with the
consensus, rising by 0.5% in July. The data have not impacted
sterling in early trading. Later on, the main release will be the
preliminary August reading of US consumer sentiment.

Daniel Noonan, Economist, AIB
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