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Morning Comment

AIB Treasury Economic Research Unit

US labour market report in focus

There was a risk averse tone to investor sentiment yesterday, amid choppy
trading conditions. Oil prices rose and sovereign bond vyields initially
continued to climb higher, before ending the day lower. Against this
backdrop, the Euro Stoxx 50 shed 1.3%. Meantime on Wall Street, the S&P
500 rallied into the close to register a slight 0.2% gain.

Brent crude prices increased by circa 3% to north of $101 per barrel amid
reports that Chinese refineries had suspended exports due to concerns of
falling diesel inventories. Meanwhile, 10 and 30 year US Treasury vields
reached their highest level since 2002. Similarly, 30-year UK Gilt yields
topped 6% for the first time since 1998. In the Eurozone, the spread
between German and French 10-year yields widened further to circa 140bps.
The move coincided with the French government releasing its draft Budget
proposal for 2027, showing it plans to run a deficit of 5.4% next year.
However, yields declined across the board following a softening in market
rate expectations late on. Market pricing now indicates it is unlikely that the
Fed or ECB will hike rates in October/November.

On the currency front, traditional safe havens such as the yen and Swiss
franc were in the ascendancy yesterday. The dollar also benefitted from the
weaker tone to risk appetite, and it was boosted by the rise in oil prices. At
the same time, the euro was on the defensive. In level terms, this sees
EUR/USD open today at the midpoint of the $1.12-1.13 range, having
recorded a new year-to-date low of $1.1215 yesterday. EUR/GBP is back
near the 85p mark. GBP/USD is just above $1.32. USD/JPY is changing
hands in the top half of the ¥157-158 band.

Turning to the day ahead, the US labour market report for September is due.
Payrolls are forecast to rise by 90k in the month. In the Eurozone, the flash
reading of HICP inflation for September will feature. The headline rate is
projected to rise to 3.6% from 3.2%. The data pose some event risk for the
key EUR/USD pair.

Daniel Noonan, Economist, AlB
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