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Dollar momentum

The October round of central bank meetings meant there was a busy
end to the month last week. The ECB meeting was uneventful. As
expected, rates were left on hold, with the ECB emphasising its view
that policy is in a “good place” and therefore any near term
alterations are unlikely. The BoJ also stood pat. The tone of the
communications had a less hawkish leaning, with no signal that it will
hike rates before year end. Meanwhile, the Fed cut rates, in line with
expectations, by 25bps to a 3.75-4.00% range. However, the press
conference had a less dovish tone. Chair Powell opened the door to
a potential 'hold’ in December, commenting that a rate cut is “not a
foregone conclusion...far from it”.

From a currency perspective, the less dovish Fed tone, combined
with positive developments in relation to US trade agreements (China
and Japan) provided a supportive backdrop for the dollar. At the
same time, sterling remained on the defensive, with the upcoming
Budget (Nov 26th) looming on the horizon. Meantime, the yen was
not helped by the less hawkish vibe emanating from the BodJ. In level
terms, all of the above was reflected in EUR/USD falling back below
the $1.16 threshold, GBP/USD declining from $1.33 to nearer $1.31
and USD/JPY up at the ¥154 handle. The softer sterling tone was also
reflected in EUR/GBP testing above the 88p level, to its highest level
since mid-2023. It opens this morning just under the 88p mark.

Looking ahead to this week, it's the turn of the BoE to come under
the monetary policy spotlight. No rate changes are envisaged on
Thursday, but the market will be looking for any signals on the
possibility of a rate cut at its final meeting of the year, in December.
Futures contracts are currently attaching around a 70% probability to
a rate cut before year end. Data-wise, the US schedule remains
impacted by the government shutdown. Jolt job openings (Sept) and
the ISM surveys (Oct) are the main releases of note from the US. The
main highlight from a quiet Eurozone diary are retail sales (Sept).
John Fahey, Senior Economist, AIB
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