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A week of two halves

It was a week of two halves on financial markets last week. In the
early part of the week, risk appetite was soft, as US Treasury yields
maintained strong upward momentum. However, sentiment
improved as we headed into the weekend, with benchmark equity
indices recouping some of their losses. Overall, the Euro Stoxx 50
fell by 0.8%, while the S&P 500 declined by 0.7%.

On bond markets, medium to-longer dated yields rose sharply in
the US and Eurozone last week. The 10-year US Treasury yield hit a
16-year high of 4.68%, while the 10-year Bund rose to a high of
2.98%. Furthermore, the 10-year Italian-German yield spread briefly
widened to 200bps. Encouraging inflation data, though, for both
economies, on Friday, saw yields move off their peak, and core-
periphery spreads tighten. Meantime, UK Gilt yields rose sharply by
10-20bps along the curve, as UK rate hike expectations hardened.

Against this backdrop, the dollar was firmly on the front-foot during
the first half of the week. EUR/USD fell to a low of $1.049, while
USD/JPY climbed to a YTD high of ¥149.7. However, the dollar
handed back some of its gains as the week progressed. Elsewhere,
sterling recorded some slight gains against the euro.

In level terms, EUR/USD opens this morning in the top half of $1.05
-1.06. GBP/USD is just below the $1.22 threshold. Meantime, EUR/
GBP is in the 86-87p range. USD/JPY is trading between ¥149-150.

This week, the main release will be the US labour market report for
September on Friday. The non-manufacturing and manufacturing
ISMs for September are also due. Today though, the more upbeat
mood on markets may continue, as a deal was struck over the
weekend to avoid a Government shutdown in the US.

Daniel Noonan, Economist, AIB
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