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Market looks to Fed meeting for rate cut timeline

There was somewhat of a mixed tone to investor sentiment
yesterday. In Europe, the Euro Stoxx 50 gained 0.5%. However,
after outperforming the previous day, the S&P 500 was flat at the
close on Wall Street last night. On bond markets, yields edged
higher, reversing some of their falls from Monday.

Data-wise, the main highlights of yesterday’s calendar were the raft
of Q4 GDP readings from the Eurozone, with Spanish, Italian,
French, German and the currency bloc aggregate all being
released. Overall, the GDP numbers showed that the Eurozone
economy was stagnant in Q4 amid a contraction in Germany,
stagnation in France and modest growth in Spain and Italy.

Meanwhile, the timelier EC sentiment indices for January indicate
that the Eurozone economy started the year lacking in momentum.
Elsewhere on the data front, US consumer confidence for January
improved broadly in line with expectations.

On the currency front, there was no noticeable reaction to the
macro updates. The main pairs remained confined to narrow
ranges. As trading gets underway this morning, EUR/USD
continues to trade in the lower half of $1.08-1.09. Meantime, EUR/
GBP is changing hands just below the midpoint of 85-86p.

Attention today will be centred on the conclusion (after European
close) of the US Fed policy setting meeting for January. The
consensus is for no change to rates. Therefore, the focus will be on
the meeting statement and Fed Chair Powell’s press conference for
signals around when to expect a first rate cut. At the moment,
futures contracts suggest the market is envisaging this to occur in
May and rates are seen being around 130bps lower by year end.
John Fahey, Senior Economist, AIB
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