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Eurozone and US inflation data in focus

The main equity indices recouped some of their recent losses on
both sides of the Atlantic yesterday. The Euro Stoxx 50 rose by
0.7%, while S&P 500 gained around 0.6%. Elsewhere, Brent crude
oil prices eased slightly to circa $95 per barrel.

On bond markets, US Treasury yields fell by 3-6bps. Meantime
German Bund vyields increased by 4-14bps yesterday, although,
they are currently off-their peak in early trading. In the UK, Gilt
yields climbed higher by 9-17bps, as UK rate hike expectations
hardened. Markets are now leaning towards one more rate hike in
Q1 next year, and are pricing in fewer rate cuts by the end of 2024.
However, there was no obvious catalyst for the firming in UK rates.

Indeed, the main macro newsflow yesterday concerned the US and
Eurozone. German flash HICP inflation fell sharply from 6.4%, to
4.3% in September, below the 4.5% consensus. Meanwhile, the EC
sentiment index deteriorated again in September. In the US, the
latest initial jobless claims printed at 204k, below the 215k forecast.

On forex markets, the recent dollar rally paused for breath, amid
the unfavourable move in bond yields for the currency. The dollar
shed around 0.8% against the euro and sterling yesterday. The
softer tone to the dollar sees EUR/USD opens this morning up in
the top half of $1.05-1.06. Meantime, GBP/USD is operating above
the $1.22 threshold. EUR/GBP remains at the midpoint of 86-87p.

Today, the focus will remain on the US and Eurozone, with inflation
data due for both. Eurozone headline and core HICP inflation are
expected to fall to 4.5% and 4.8%, respectively, in September.
Similarly, US core-PCE inflation is forecast to ease to 3.9% in August
from 4.2%. The data pose some event risk for EUR/USD.

Daniel Noonan, Economist, AIB
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