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Euro starts the week on the defensive

Last week, the ECB cut official interest rates by 25bps. However, the
central bank indicated that it remains data dependent and would
not pre-commit to a particular rate path, meaning the market
impact was muted. In contrast, a stronger than anticipated US
labour market report - with both payrolls and wage growth above
the consensus - had a major bearing on risk appetite.

Having softened earlier in the week, US futures contracts firmed in
the aftermath of the US jobs data on Friday. Current pricing is
consistent with circa 35bps of rate cuts by year end (was 50bps of
easing). Similarly, US Treasury yields moved off their weekly lows,
while the dollar gained the ascendancy heading into the weekend.

Despite some volatility on currency markets last week, for the most
part, the main FX pairs remained within their well defined recent
ranges, with EUR/USD in and around $1.08-1.09 and EUR/GBP
close to the 85p threshold. However, the euro has been under
some downward pressure during the APAC trading session today,
as investors digest a poor showing for the Governing political
parties in France and Germany in the EU Parliamentary Elections.

The softer tone to the euro sees EUR/USD operating down at the
midpoint of $1.07-1.08. Elsewhere, EUR/GBP is trading at the
halfway mark of 84-85p. GBP/USD is in the lower half of $1.27-1.28.

Turning to the week ahead, the monetary policy spotlight will be on
the US Fed. The central bank is expected to leave policy on hold,
but the updated economic projections, including the interest rate
dotplot, and the press conference with Chair Powell will garner
significant attention. Data-wise, US CPI (May), as well as UK labour
market and GDP (both April) will be in focus.

Daniel Noonan, Economist, AIB
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GBP/EUR 1.1824 0.77 2.54
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