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EUR/GBP below 85p

Currency markets retained a relatively subdued tone yesterday.
Attention remained on the UK, where rate cut expectations were
scaled back slightly. Markets are now pricing in around a 60%
probability of a rate cut in January. At the same time, sterling has
also experienced some support over the past 24 hours.

These moves coincided with the release of better than anticipated
UK labour market data for the 3 months to November. In the
period, employment growth picked up to 1.1% YoY (f'cast for 0.8%).
This helped the jobless rate hold at 3.8%. Underlying wage inflation
did moderate to 3.4%, but this was in line with expectations.
Overall, the data suggested that the labour market remains on a
reasonably solid footing.

In level terms, the firmer sterling tone is reflected in EUR/GBP
opening this morning below the 85p threshold. At the same time,
cable (GBP/USD) is trading up at the midpoint of the $1.30-1.31
range. Meanwhile, EUR/USD is changing hands in the upper half of
the $1.10-1.11 band.

Elsewhere, market sentiment remained cautious amid concerns
surrounding a virus outbreak in China. Equities moved modestly
lower as a result. The S&P 500 was down 0.3% at the close on Wall
Street last night. However, in overnight trading risk appetite
improved, with the main Asian indices making some gains.

Turning to the day ahead, the calendar has a very sparse look to it.
Indeed, the only items of any note on the schedule are second tier
releases in the US and the UK. Overall then, we could be in for
another muted session on currency markets.

Conor Beakey, Economist, AIB
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