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Euro falls as dollar strengthens

Yesterday’s ECB meeting concluded with no change to interest
rates, as expected. The Governing Council announced that it would
reduce the size of its monthly asset purchases from €60bn to
€30bn from January, holding them at this level until at least
September 2018. Again, this was in line with expectations. The
ECB, though, retained its overall easing bias, stating that it could
increase the size of its monthly purchases, or extend the timeframe
beyond September, if deemed necessary. Therefore, the ECB is
keep its options regarding future asset purchases very much open.

The market reaction to the news saw the Euro Stoxx 50 index rise
by 1.3% on the day, outperforming the US S&P 500, which was
broadly flat. Meantime, sovereign bond yields fell in all Eurozone
countries, with German 10-year bund yields down 5bps.

In terms of the currency reaction, the euro adopted a weaker tone.
This saw EUR/GBP fall below the 89p mark. At the same time,
news reports that current Fed Chair Yellen (who is generally
thought of a being cautious on policy) will not be nominated for a
second term by President Trump provided some support to the
dollar. So too did further progress towards Trump’s fiscal stimulus,
with the House passing a budget ‘blueprint’ last night. EUR/USD
fell from its opening above $1.18 to down near $1.16. Cable (GBP/
USD) moved from $1.325 to close to $1.31.

The focus in the day ahead will be the first reading of US Q3 GDP.
The market expects solid annualised growth of 2.5%. However, it is
hard to estimate the potential impact of the hurricanes on growth
in the quarter. Thus, forecasts have a wider than usual margin for
error. The Fed has stated that it is willing to ‘look through’ weather
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% Change
Day * End 2016

EUR/USD 1.1625 -1.69 10.58
EUR/GBP 0.8863 -0.56 4.05
GBP/USD 1.3117 -1.11 6.33
GBP/EUR 1.1281 0.56 -3.89
USD/JPY 114.2 0.62 -2.28
EUR/JPY 132.76 -1.08 7.81

*v Previous Day's European Open
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