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Marked hardening in market rate expectations

Equity markets declined yesterday, with the Euro Stoxx 50 down by
1.0%, and the S&P 500 falling by 0.6%. Stock markets struggled as
investors scaled back expectations for rate cuts this year. Above
consensus UK CPI inflation, strong US retail sales, and continued
pushback from ECB officials against market pricing for early policy
easing this year, saw futures contracts harden by 10-20bps.

UK headline inflation rose to 4% in December, while the core rate
remained at 5.1%. Meanwhile, US retail sales rose by more than
forecast in December. Furthermore, the control group sales
measure was revised higher for November, and was much stronger
than expected in December. The data suggest the US economy
remained in robust health in Q4. Elsewhere, ECB President Lagarde
acknowledged that the ECB may cut rates in the summer, but
hinted that policy easing before then is unlikely.

Against this backdrop, investors have reduced bets that the Fed will
cut rates in March, a first ECB rate cut is now no longer fully priced
in for April, and the BoE is no longer expected to ease policy in
May. In total, futures contracts indicate rate cuts of 140bps in the
US, 135bps in the Eurozone, and just 105bps in the UK by year end.

2-year bond yields rose by 5-20bps, led higher by UK Gilts, amid
the firming in futures contracts. The outsize move in UK yields
provided a supported backdrop for sterling. This sees EUR/GBP
open today near 85.7p, its lowest level since the start of December.
Elsewhere, EUR/USD is in the top half of $1.08-1.09.

Later today, the December ECB monetary policy meeting minutes
are due. However, unless markets can glean any new information
from them, the release may not impact the euro.

Daniel Noonan, Economist, AIB
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Today's Opening FX Rates

% Change

Day * End 2023
EUR/USD 1.0884 O.19 -1.38
EUR/GBP 0.8575 -0.46 -1.07
GBP/USD 1.2695 0.67 -0.27
GBP/EUR 1.166 o0.47 1.08
UsSD/JPY 147.81 0.16 4.79
EUR/JPY 160.92 0.37 3.40

* v Previous Day's European Open
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Base Rate 1-Mth 3-Mth 1-Yr 2-Yr 5-Yr
uUsD 5.38 5.45 5.56 5.05 4.48 4.02
EUR 4.50 3.89 3.89 3.56 3.00 2.66 114 i " ; " ; "
GBP 525 519 521 4.89 4.56 4.05 21-Jul 18-Aug 15-Sep 13-Oct 10-Nov 08-Dec 05-Jan
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Euro Sterling Dollar
EUR/GBP 0.8575 GBP/EUR 11658 USD/JPY 147.82
EUR/USD 1.0884 GBP/USD 1.2693 USD/CAD 1.3494
EUR/JPY 160.93 GBP/CAD 17129 USD/CHF 0.8647
EUR/SEK 11.3713 GBP/NZD 2.0759 USD/CNY 7.1965
EUR/DKK 7.458 GBP/JPY 187.63 USD/BRL 4.9349
EUR/NOK 114214 GBP/SEK 13.2584 USD/RUB 88.6
EUR/CHF 0.9414 GBP/DKK 8.6953 USD/INR 83.127
EUR/AUD 1.6607 GBP/NOK 13.3235
EUR/HKD 8.5122 GBP/CHF 1.0978 AUD/USD 0.6554
EUR/CAD 14688 GBP/AUD 19365 NZD/USD 0.6114
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