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BoE opts for a dovish hold

In line with market expectations, the Bank of England (BoE) left the Bank rate
unchanged yesterday. However, the monetary policy committee was deeply
split on the decision, with five members voting to hold, while four were in
favour of a 25bps cut. However, remarks from Governor Bailey at the press
conference, suggest that if inflation moves in line with the BoE outlook in the
coming months, a rate cut is likely at the final meeting of the year in
December.

Despite the dovish hold from the BoE, UK interest rate futures were little
changed. Current pricing indicates that there is around a 60% chance of a rate
cut in December. At the same time, there is still circa 60bps of policy easing
expected by the end of 2026.

Elsewhere on markets there was a risk-off tone to investor sentiment
yesterday. Ongoing concerns regarding stretched valuations in relation to Al
companies and private sector reports which show the US labour market
remains weak, as well as the US government shutdown, weighed on
sentiment. Against this backdrop, both the Euro Stoxx 50 and the S&P 500
shed circa 1% yesterday.

However, unlike earlier in the week, the dollar did not benefit from safe haven
demand arising from the risk averse mood. Instead the greenback was on the
defensive. Overall though, the main FX pairs were confined to relatively
narrow ranges yesterday. This sees EUR/USD open today in the lower half of
$1.15-1.16. GBP/USD is back above the $1.31 handle. EUR/GBP remains in and
around 88p.

Turning to the day ahead, the macro calendar is rather light. Indeed the only
release of note will be the preliminary reading of the Michigan measure of US
consumer sentiment for November. A slight deterioration from an already
weak level is pencilled in for the month. On the monetary policy front, remarks
from BoE Chief Economist Pill, and a number of Fed officials will be in focus.
Daniel Noonan, Economist, AIB
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