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Dollar firms post US CPI data

Risk appetite remained subdued on both sides of the Atlantic
yesterday, as marginally higher than anticipated US inflation for
September sparked a sharp move higher in bond yields and a
firming in US rate hike expectations. The Euro Stoxx 50 finished flat
for the day, while the S&P 500 lost 0.6%. Meantime, Brent crude oil
prices rose slightly, to $86 per barrel.

US CPI inflation stayed at 3.7% in September, but this was slightly
above the 3.6% rate forecast. Core-CPIl eased to 4.1% from 4.3%, in
-line with expectations. However, the “super-core” rate, which is
closely followed by Fed officials rose by a strong 0.6% m/m.

After the release, futures contracts hardened and current pricing
indicates there is around a 40% chance the Fed will raise rates by
25bps, up from 30% before the release. US Treasury yields also
moved higher after the CPI update, and finished the day up by 9-
14bps along the curve. Rising US Treasury vyields pulled German
Bund and UK Gilt yields upwards by 6-9bps.

Against this backdrop, the dollar gained close to 1% against the
euro and sterling. From a euro perspective, the currency was not
impacted by the ECB policy meeting account for September.

In level terms, the firmer dollar tone sees EUR/USD open this
morning back below the midpoint of $1.05-1.06. GBP/USD is down
below the $1.22 threshold. EUR/GBP remains between 86-87p.

Today, Eurozone industrial production for August will be the
highlight. In the US, the Michigan measure of consumer sentiment
for September is due. However, barring any major surprises, the
data are unlikely to impact on markets.

Daniel Noonan, Economist, AIB
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