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Geopolitics & a busy data calendar in focus this week

For the majority of last week, there was a cautious tone to investor sentiment.
Concerns regarding Fed independence, geopolitical tensions in Iran, Venezuela
and in relation to Greenland, were in focus, albeit their overall market impact
was small. On the week, the Euro Stoxx 50 registered a modest 0.5% rise,
while the S&P 500 fell by 0.4%. Meantime, oil prices finished the week off their
peak, but they were still up by 1.0%, with Brent crude near $64 per barrel.

From a currency perspective, despite starting the week under pressure, amid
the aforementioned concerns in relation to Fed independence, the dollar
moved marginally higher last week. A modest firming in US rate expectations,
following some hawkish rhetoric from Fed officials and decent activity data
supported the greenback. Similarly, UK rate expectations also firmed by circa
5bps, which provided a slight lift for sterling. Meantime, the yen was under
pressure, as rumours of a potential snap election swirled. However, the
Japanese currency recouped its losses late last week.

In level terms, all of the above is reflected in EUR/USD starting this week down
in the lower half of $1.16-1.17. GBP/USD is changing hands below the $1.34
threshold. Elsewhere, EUR/GBP is operating in the upper region of the 86-87p
corridor. USD/JPY is just above the ¥158 handle, having traded north of ¥159
for a period last week.

Turning to the week ahead, a busy UK macro calendar includes updates on the
labour market, inflation, retail sales and consumer confidence. In the US, core-
PCE inflation and the second reading of Q3 GDP will feature. Across the board,
the flash PMlIs for January in the main advanced economies are due. Aside
from the data, investors will also be keeping an eye on geopolitical
developments, and on remarks made at the World Economic Forum in Davos.
In particular, markets will be digesting the weekend threat of Tariffs on a
number of NATO allies announced by President Trump.

Daniel Noonan, Economist, AIB
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