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Softer tone to sterling

There was a cautious tone to investor sentiment yesterday. There
was no macro news to impact risk appetite. Indeed, the calendar
was sparse on both sides of the Atlantic. Instead, the news was
dominated by the results emerging from the US mid-term
elections.

Overall, the main equity indices moved lower but to differing
degrees. In Europe, the Euro Stoxx 50 fell by 0.3%. Meanwhile, at
the closing bell on Wall Street last night, the S&P 500 was 2%
lower on the day. The engagements on fixed income markets saw
the main 10-year European benchmark yields decline by around
10bps. The 10-year US Treasury yield registered more modest
moves, falling by 4bps.

On the currency front, sterling found itself on the defensive for
much of yesterday, without any obvious catalyst. It was down
around 1% on the exchanges. Meantime, the dollar was generally
firmer against the other majors. In level terms, the weaker tone to
sterling is reflected in EUR/GBP opening this morning up at the
88p mark. Cable (GBP/USD) has gone from being above $1.15 to
trade down below $1.14. Elsewhere, the action in EUR/USD has
been mostly confined to a tight range just above parity.

Looking ahead to today, we get the main data event of the week,
with the release of US CPI inflation figures for October. The
headline rate is forecast to slow marginally from 8.2% to 8.0%.
Meanwhile, the consensus expectation for the core rate is also for
a modest slowing, to 6.5% (from 6.6%). If the data were to surprise
significantly versus forecasts, it could be a source of volatility for
the dollar.

John Fahey, Senior Economist, AIB
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Day *
EUR/USD 1.002 -0.48 -11.86
EUR/GBP 0.8802 0.87 4.79
GBP/USD 1.1379 -1.34 -15.89
GBP/EUR 1.1353 -0.86 -4.57
UsSD/JPY 146.29 0.35 27.12
EUR/JPY 146.62 -0.10 12.03

* v Previous Day's European Open
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Opening Interest Rates
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Base Rate | 1-Mth 3-Mth 1-Yr 2-Yr 5-Yr 113
usD 3.875 3.88 4.63 5.18 4.97 4.31
EUR 2.00 1.42 1.79 2.79 2.95 2.88 111 i i i i i i
GBP 3.00 596 3.47 4.47 4.60 431 13-May 10-Jun 08-Jul 05-Aug 02-Sep 30-Sep 28-Oct
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