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Morning Comment

AIB Treasury Economic Research Unit

Headwinds remain for the euro

There was a mixed mood on markets yesterday, amid relatively light trading
conditions. A partial market holiday in the US (the stock market was open,
while the bond market was closed), and a sparse macro data calendar on
both sides of the Atlantic, contributed to the muted price action. For the
most part, investors reacted to developments in the Middle East.

Against this backdrop, oil prices increased. Brent crude prices briefly peaked
above $107 per barrel before settling near $106/bbl. The move in oil prices
coincided with renewed concerns of higher inflation. As a result, short-dated
bond yields moved 4-6bps higher in the UK and Germany. At the same time,
the spread between German and French 10-year yields widened by circa
4bps, as negotiations regarding the French budget continued. Despite these
headwinds though, the Euro Stoxx 50 gained a modest 0.5%. Elsewhere,
The S&P 500 inched marginally lower by 0.1%.

On the currency front, the dollar was in the ascendancy, supported by the
rise in oil prices. At the same time, political/fiscal stability concerns in France
continued to weigh on the euro. Overall, the greenback rose by circa 0.3-
0.4% versus the euro, yen and sterling throughout the European session.
However, the dollar handed back some of its gains overnight.

In level terms, the firmer tone to the dollar sees EUR/USD open today back
in the top half of the $1.11-1.12 range. GBP/USD is changing hands lower in
the bottom half of $1.32-1.33. EUR/GBP is operating down at the halfway
mark of the 84-85p band. At the same time, USD/JPY remains in the bottom
region of the ¥158-159 corridor.

Turning to the day ahead, the macro calendar is relatively quiet once again.
The only data release of any note will be US small business optimism for
September. However, barring any major surprises, the release is unlikely to
impact the dollar.

Daniel Noonan, Economist, AIB
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