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Dollar holding the upper hand

There was somewhat of a see-saw action to markets last week,
with sentiment switching between ‘risk-on” and ‘risk off” at various
stages. Overall though, the more bullish sentiment carried the
week, with most of the main equity indices registering gains of 2-
4% for the period. One supportive aspect to risk appetite was the
generally better than forecast macro data, especially in relation to
consumer spending. This included May retail sales figures from the
US and UK. While still early days, the data suggests that economic
activity may be rebounding at a quicker than expected pace.

Currency-wise, the action remained confined to relatively tight
ranges. Sterling, though, did find itself under some downward
pressure. This was despite a more upbeat tone from the BoE
regarding the UK economy, as well as the aforementioned upside
surprise to May retail sales. The euro also ended the week on the
back foot against the dollar, with the greenback in the ascendancy.

So as the European trading week gets underway this morning, the
softer sterling tone is evident in EUR/GBP opening near to the
midpoint of 90-91p and GBP/USD below the $1.24 threshold.
Meanwhile, EUR/USD starts the week just below the $1.12 mark.

Looking ahead to the coming days, a key focus of the macro diary
will be the raft of survey data for June. The highlight is the flash
PMiIs from the US, Eurozone and UK. These will be looked to for
further signs/insight that economic activity continues to improve
heading into the second half of the year. From an FX perspective,
we have not seen recently any significant directional influence
from the macro diary. Therefore, unless there are major data
surprises, the impact on the main FX pairs may remain relatively
limited this week.

John Fahey, Senior Economist, AIB
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