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Risk-off returns to markets

The risk-off tone returned to markets yesterday as concerns over
growing Covid-19 numbers across Europe led to a host of nations
introducing enhanced restrictions. Equity markets moved lower,
bond yields continued to fall, credit spreads widened and the price
of oil fell. On currency markets, safe-haven currencies such as the
yen and dollar outperformed.

Yesterday marked the beginning of the two-day EU summit in
Brussels. As expected the EU agreed to extend trade-talks, and to
step-up no-deal preparations. A host of EU leaders stated the
blocs desire for a deal, while also drawing attention to the fact that
key issues still remain before a deal can be agreed. EU Chief
negotiator Barnier echoed these messages, while also stating that
the EU hopes to trigger the final stage of talks next week.

However, his counterpart for the UK, Lord Frost stated he was
disappointed at the messages emanating from the summit. PM
Johnson is expected to outline his position on the future of trade
negotiations later today. Sterling has been somewhat softer over
the past 24 hours amid the deadlock.

In level terms, the stronger dollar tone is reflected in EUR/USD
opening near the $1.17 handle. Meanwhile, EUR/GBP is changing
hands in the top half of 90-91p. Cable (GBP/USD) is operating
below the $1.29 mark .

Today, US retail sales and industrial production are the main data
releases. However, barring any surprises neither release is likely to
impact the dollar. The conclusion of the Summit and PM Johnson’s
statement due later today may pose some event risk for sterling,
although trade-talk’s are expected to continue.

Daniel Noonan, Economist, AIB
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Euro Sterling Dollar
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