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Risk appetite continues to firm

There were limited moves on FX markets yesterday despite a
positive risk backdrop. Sterling softened slightly but there was no
standout reason for this and its main pairs remained well within
their recent trading ranges. In level terms, this is reflected in EUR/
GBP opening this morning near the 89.5p mark. At the same time,
GBP/USD is in the lower half of the $1.25-1.26 range. Meanwhile,
EUR/USD has so far held above the $1.12 level.

Elsewhere, equities made some further gains yesterday. Investors
remain bullish about the possibility of a vigorous recovery in
activity as economies emerge from lockdown. The main European
indices gained 2.5-3.5%, while the S&P 500 was up 1.4%. The
improvement in sentiment also saw bond yields move higher.

Yesterday’s US ADP report for May, which showed a 2.8m fall in
private payrolls (f'cast —9m), helped aid this optimism. The data,
which align with the continuing jobless claims figures, suggest
Friday’s payroll report may be considerably better than expected.

Today, a key focus for markets will be the ECB’s June policy
meeting. No change to the depo rate is expected given that at its
last two meetings the central bank has lowered the rate on
TLTROs. However, the market does expect a sizeable expansion in
the ECB’s €750bn PEPP asset purchase program. Updated macro
projections that account for the Covid crisis will also be released.

A potential increase in the bank’s QE programme has been well
signalled in advance by Governing Council members. However,
today’s meeting does still pose some downside risk to both the
euro and Eurozone periphery debt if the ECB disappoints.
Elsewhere, there is little out to impact either the dollar or sterling.
Conor Beakey, Economist, AIB
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