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Gains for sterling ahead of key week

Sterling was the big mover on currency markets last week. It made
gains of c. 2%. The catalyst for this were positive developments in
relation to reaching a Brexit deal. This reduced concerns of the risk
of a no-deal scenario. It was also noteworthy that UK futures
markets pushed out the timing of a BoE rate cut.

Meanwhile, progress in US-China trade talks helped support risk
appetite during the week. This was evident in gains for the main
equity indices and rising bond yields (ranging from 10-25bps).
Currency-wise, the improvement in investor sentiment coincided
with a weaker tone to the dollar and yen.

As trading gets underway this morning, the firmer tone to sterling
is reflected in EUR/GBP opening below 88p, while GBP/USD is at
$1.257. The currency had been at even stronger levels on Friday.
Weekend newsflow from the UK/EU talks and UK domestic politics
which highlighted the work that still has to be done to achieve a
deal saw sterling pare back some of its gains. Elsewhere, EUR/USD
opens above the $1.10 level.

This week, the focus will remain on Brexit with the EU Leaders’
Summit (Thursday/Friday). If a deal can be agreed or is close to
hand, sterling could make further gains. At the same time, a
breakdown in talks would see the currency under pressure. With
the focus on Brexit, this week’s UK data (incl. labour market
updates and CPI), may not garner the usual attention.

In the US, the main highlight from a busy macro diary are retail
sales and industrial production (both Sept). Recent data have been
somewhat mixed. Although, unless there are significant surprises,
the impact on the dollar may be limited. Instead, any newsflow in
relation to US-China trade relations could be more of an influence.
John Fahey, Senior Economist, AIB
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Opening Interest Rates
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