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Volatile trading conditions on bond markets

A feature of the action on markets last week was volatile trading
conditions on bond markets. This was especially in relation to US
Treasuries. Stronger than expected US data put upward pressure
on yields. The 10-year yield Treasury yield tested above 5%. Overall
though, yields were lower over the week, with the 10-year US
Treasury yield unable to sustain the 5% mark, falling below 4.9%.
Elsewhere, the German 10-year yield edged back nearer to 2.8%.

The volatile trading conditions on fixed income markets impacted
currency markets. The dollar tended to benefit from the periods of
higher Treasury yields and lost ground to the euro and sterling,
when yields fell back. EUR/USD traded in a $1.052-1.069 range last
week, while GBP/USD operated in a 1.207-1.228 corridor.
Meanwhile, USD/JPY broke above the closely watched ¥150 mark.
Elsewhere, EUR/GBP was in a very tight 86.8-87.4p range.

There has been no major changes to most of these FX pairs over
the past 24 hours. The dollar has been slightly softer against the
euro and sterling. EUR/USD opens this morning up at $1.06, while
GBP/USD is changing hands near the midpoint of $1.21-1.22. EUR/
GBP has held onto the 87p threshold. Meanwhile, the yen has
weakened after the BoJ tweaked its yield curve policy overnight.
USD/JPY is above ¥150 and EUR/JPY is above ¥159.

Looking ahead to the remainder of this week, the focus is very
much on monetary policy. Both the Fed and BoE are expected to
keep their key policy rates unchanged. However, the meetings still
entail some event risk for the respective currencies. From a dollar
viewpoint, there is also the release of some key labour market
metrics (incl. Non-farm payrolls). Meanwhile, for the euro, inflation
numbers (Oct) and Q3 GDP are the main releases of note.

John Fahey, Senior Economist, AIB
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