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Morning Comment

AIB Treasury Economic Research Unit

EUR/USD opens at a new YTD low

Investor sentiment continued to hold a cautious tone yesterday, despite
some better than anticipated US inflation data. Core-PCE inflation was
revised lower to 3.0% in July and remained at that level in August (vs. 3.4%
f'cast). However, the revision was largely driven by changes in the
methodology used by the US statistics agency.

Elsewhere, US GDP was revised sharply higher for Q2. The final reading of
GDP shows the economy expanded by 2.2% annualised in Q2, compared to
the previous estimate of 1.5%. Meantime, in the Eurozone, the flash readings
of HICP inflation for September came in above the consensus in Germany,
France and ltaly. However, there remained limited evidence still of second
round inflation effects. Energy prices remained the main driver of inflation.

Against this backdrop, US market rate expectations softened in the
aftermath of the core-PCE release. Current pricing indicates there is now
just a 40% chance of a rate hike later this month, with 90bps of tightening
anticipated by end'27. On Monday, pricing was closer to a 70% chance of a
hike in October and 100bps of tightening in total. Short-dated US Treasury
yields declined by 2bps amid the softening in rate expectations, but long-
dated vyields rose by circa 5bps. Elsewhere, German Bund yields moved
lower along the curve, which contributed to a widening in the spread to the
French 10-year yield, to around to 128bps.

On the currency front, the euro and yen were on the defensive yesterday,
while sterling was holding a slightly firmer tone. This sees EUR/GBP open
today in the lower half of 85-86p. Meantime, EUR/USD is operating at a new
year-to-date low, close to the $1.13 threshold. USD/JPY is above ¥158.

Today, the data calendar is sparse. Eurozone unemployment (Aug) and the
US manufacturing ISM (Sep) are due. Remarks from a number of central
bank officials, including ECB President Lagarde will also be in focus.

Daniel Noonan, Economist, AIB
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All rates quoted are indicative market rates

All data sourced from Refinitiv
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