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Sterling recovers well as dollar rally hits pause

Another volatile week ended a dismal month for financial markets,
which have been battered by a sharp tightening of monetary
policy. Although the Euro Stoxx 50 recouped some ground on
Friday, it finished the week down by circa 1%. The S&P500 fell by
2.6% on the week. Overall, both indices shed 6-9% in September.

However, most of the volatility over the past month has been on
the bond and forex markets. Last week was no different. German
Bund and US Treasury yield curves bear steepened. Meanwhile,
due to longer dated UK gilt yields rising by circa 100bps in the
space of two days, the BoE intervened to calm the market by
postponing QT and purchasing long-dated gilts. Nevertheless, gilt
yields still rose by 30-50bps at the front end of the curve, while
longer-dated yields fell sharply following the BoE’s intervention.

Currency-wise, the BoE’s intervention came to sterling’s rescue
also. The currency started last week at an all-time low of $1.035
versus the dollar, and moved above 93p against the euro.
However, sterling recovered well as the week progressed, with
GBP/USD closing on Friday above $1.12. Meanwhile, the dollar
rally paused for breath on month/quarter-end flows and reports
the PBOC had moved to strengthen the yuan.

In level terms, EUR/USD opens above the $0.98 handle. Meantime,
EUR/GBP is changing hands down in the lower half of 87-88p.
GBP/USD is at the midpoint of $1.12-1.13.

This week, the main data highlight will be the US labour market
report on Friday. Beforehand, a number of speeches from central
bank officials and a critical OPEC+ meeting will be of interest. On
the currency front, the dollar rally could well regain momentum.
Daniel Noonan, Economist, AIB
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Today's Opening FX Rates

% Change

Day * End 2021

EUR/USD
EUR/GBP
GBP/USD
GBP/EUR
UsD/JPY
EUR/JPY

* v Previous Day's European Open

0.9821
0.8729
1.125
1.1451
144.82
142.27

0.23
-1.05
1.31
1.07
0.17
0.42

-13.61
3.92
-16.85
-3.77
25.84
8.71
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Opening Interest Rates

Money Market
1-Mth 3-Mth

Swap Rates

Base Rate 1-Yr 2-Yr 5-Yr

UsD
EUR

3.125
1.25

3.14 3.75
0.68 1.17

4.51
2.48

4.49
2.83

4.08
2.97
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