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FX sensitivity to central bank/inflation newsflow

A feature of the action on currency markets last week, was some
increased volatility amongst the majors. The first notable move
involved the dollar on Tuesday. Comments from the Fed’s Waller
on possible early rate cuts captivated the markets attention given
he is regarded as one of the FOMC’s more hawkish members.

This prompted a fall in US Treasury yields and a softening in US
rate expectations. The market moved to price in around 120bps of
rate cuts next year, compared to the start of the week where
pricing was consistent with circa 80bps of cuts. Against this
backdrop, the dollar came under pressure. EUR/USD briefly tested
the $1.10 threshold, while GBP/USD moved up into $1.27 territory.

However, from mid-week onwards, it was the euro that was on the
defensive, while the dollar recovered. Better than expected
inflation readings in the Eurozone for November prompted some
weakening of the single currency. At the same time, a number of
Fed speakers espoused a more hawkish tone in contrast to their
colleague’s comments earlier in the week. Likewise, comments
from a couple of BoE speakers were also on the hawkish side.
Overall then, EUR/USD ended the week back below $1.09.
Meanwhile, EUR/GBP declined from near 87p to below 86p.

Last week’s volatility on interest rate futures and FX markets
highlighted the increased sensitivity to central bank/data newsflow
as markets turn their attention to when interest rate cuts may start
to materialise. From an FX perspective, it was also noticeable that
the $1.10 level remains a key near term barrier for EUR/USD to
break above. For the week ahead, the main data focus will be on
the US macro diary, with a raft of labour market updates due,
including the November payrolls figure.

John Fahey, Senior Economist, AIB
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Today's Opening FX Rates
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Day * End 2022 06-Jun 04-Jul  Ol-Aug  29-Aug  26-Sep  24-Oct  21-Nov
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EUR/GBP 0.8573 -0.63 -3.06 Sterling/Euro Exchange Rate
GBP/USD 1.2673 0.25 4.76 118
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USD/JPY 146.7 -0.91 11.89 ] N
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EUR 4.50 3.87 3.96 3.68 317 2.80 114 w w w w w w
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GBP 5.25 5.18 5.21 5.09 4.92 4.38
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