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Improvement in risk appetite

There was some improvement in risk appetite yesterday. Sentiment
was aided by the strong showing from the more ‘pro business’ Joe
Biden in the US Democratic primaries on Super Tuesday. Some
better than forecast US macro data was also helpful.

Expectations of further stimulus to support economic activity to
deal with the evolving risks posed by the Coronavirus was also a
positive. As a result, most of the main equity indices were higher
yesterday. At the closing bell on Wall Street last night, the S&P 500
was up over 4% on the day.

On the monetary policy front, following the Fed’s easing
announcement on Tuesday, the Bank of Canada also cut rates by
50bps at its scheduled March policy meeting yesterday.
Meanwhile, futures contracts are now pricing in a 90% probability
of an ECB rate cut next week (up from 60% on Tuesday) with the
expectation that the depo rate will be cut by 10bps to —0.60%.

Currency-wise, the euro has surrendered some of its recent gains
during the past 24 hours. At the same time, sterling has been
holding a firmer tone. In level terms, the softer euro and firmer
sterling is reflected EUR/GBP in moving back below the 87p
threshold to trade near to the midpoint of 86-87p. The EUR/USD
rate has edged down into the lower half of the $1.11-1.12 range.
Meantime, cable (GBP/USD) is changing hands in the upper half of
$1.28-1.29.

Today, the market's focus will likely remain centred on
developments related to the Coronavirus, as well as the efforts to
mitigate the economic fallout. As a result, market sentiment/action
may continue to be somewhat volatile.

John Fahey, Senior Economist, AIB
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