Morning Comment

AIB Treasury Economic Research Unit

S

AlB

Monday 18 January 2021
07:24 am

Euro loses ground to sterling and the dollar

On the currency front last week, both sterling and the dollar
managed to hold a firmer tone. This meant that the euro lost
ground against both currencies.

Sterling was aided by less dovish soundings from some key BoE
members, including Governor Bailey in relation to the possibility of
negative interest rates. Meantime, Friday’s GDP data for
November, showing a less severe contraction than forecast,
helped to reinforce the view that a negative interest rate policy
from the BoE was less likely.

Meanwhile, the dollar was supported by rising US treasury yields.
This was on the back of the expectation that the incoming Biden
administration (inauguration this week) will implement a significant
stimulus package. Some unwinding of very short dollar positions
may also have helped the currency.

In level terms, all of the above is reflected in EUR/GBP starting this
week down near to the 89p mark. Meantime, the EUR/USD pair is
changing hands below the $1.21 threshold. Elsewhere, GBP/USD
open this morning above the midpoint of $1.35-1.36.

This week, we get the first ECB meeting of 2021. However, no
policy changes are envisaged. Therefore, it could be a non-event
for the euro. Data-wise, the flash PMI’s from the US, Eurozone and
UK are the main highlight. They are expected to show a
continuation of the trend from last year—whereby services
underperforms manufacturing given the disproportionate impact
of the restrictions on firms in this sector. However, unless the data
spring a major surprise versus expectations, the impact on the
respective currencies may be limited.

John Fahey, Senior Economist, AIB
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