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Dollar under some downward pressure

There was a positive mood on markets yesterday, supported by
some dovish remarks from Fed officials. This saw the Euro Stoxx 50
rebound by 2.3%, having moved lower on Monday. On Wall Street,
the S&P 500 gained 0.5%.

Since the start of the week, comments from Fed FOMC members
Jefferson, Logan and Bostic, have indicated that the Fed may not
raise rates beyond their current level. Against this backdrop,
markets have scaled back expectations of another US rate hike.
Futures contract pricing now suggests there is around a 30%
chance the Fed will raise rates again.

On bond markets, US Treasury yields were broadly unchanged
during the European session, having fallen sharply before the
open. Meantime, UK Gilt yields fell by 2-5bps along the curve, amid
a softening in UK rate expectations also. In contrast, German Bund
yields edged 2-4bps higher. However, across the board, medium to
long-term yields are well below their peaks from last week.

Currency-wise, the dollar was under some downward pressure
yesterday. The softening in US rate hike expectations and the
firmer tone to risk appetite were unhelpful to the greenback. The
dollar lost around 0.4% against the euro and sterling.

In level terms, the weaker dollar is evidenced by EUR/USD opening
this morning above the $1.06 threshold. At the same time, GBP/
USD is up in the top half of the $1.22-1.23 range. Elsewhere, EUR/
GBP remains tightly range bound, in the 86-87p band.

Turning to the day ahead, the main releases of note will be US PPI
inflation and the Fed FOMC meeting minutes for September.
Daniel Noonan, Economist, AIB
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