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Eurozone inflation in focus today

There was a positive tone to European investor sentiment
yesterday. Market participants appeared to take comfort from the
assessment that the result of the first round of the French elections
meant it was unlikely that the Far Right or Far Left would win an
absolute majority in round two this Sunday. Therefore, the risk of
an overly aggressive programme of fiscal spending has lessened.

Amid the easing of concerns over the sovereign’s fiscal outlook, the
spread between the 10-year French yield and its German
equivalent narrowed. It moved in from its 12-year high on Friday
above 80bps to 74bps yesterday. The main European equity
indices also experienced somewhat of a ‘relief’ rally. The Euro Stoxx
50 gained 0.7% on the day. Lower than expected German inflation
data for June was also supportive of risk appetite yesterday.

Currency-wise, the euro started yesterday’s European session with
some upward momentum as the market reacted positively to the
election results. EUR/USD, which had ended last week above $1.07
due to a softer dollar tone, traded initially higher yesterday to a
peak at $1.077. However, this move was not sustained. The dollar
gained the upper hand amid higher US yields relative to elsewhere.
EUR/USD moved back below the midpoint of $1.07-1.08, while
GBP/USD traded under the halfway mark of $1.26-1.27. The EUR/
GBP pair operated in a tight range just below 85p. Meanwhile,
USD/JPY continued its upward trend, reaching a 37-year high of
¥161.7 yesterday.

Today, we get the key Eurozone macro release of the week, with
the flash June reading of HICP inflation for the currency bloc.
Meanwhile, both ECB President Lagarde and Fed Chair Powell are
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03-Jan 31-Jan 28-Feb 27-Mar 24-Apr 22-May 19-Jun
GBP 5.25 5.19 5.11 4.90 4.78 4.30
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