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Monetary policy remains in focus this week

Last week’'s ECB meeting proved eventful from a market
viewpoint. Futures markets reacted to the hawkish tone and
guidance by pricing in additional tightening in Q4, with rates now
seen getting to 1% by the end of the year. From a currency
viewpoint, the euro initially moved higher. However, this proved to
be very fleeting with the currency coming under sustained
pressure. In part, this has been attributed to the lack of clarity from
the ECB on how it would deal with any pressure on peripheral
markets from the ending of QE in July.

Meantime, a risk averse mood on markets was supportive of the
dollar. The greenback was also boosted on Friday by a higher than
expected US inflation reading for May. Elsewhere, the yen
remained on the defensive for much of the week. Although, a rare
joint statement from the BoJ and Finance Ministry on Friday
provided some support to the currency heading into the weekend.

The combination of a weaker euro and firmer dollar is reflected in
EUR/USD opening this morning below $1.05, having started last
week above $1.07. Meanwhile, sterling has been pressurised on
concerns over the UK economy. Thus, EUR/GBP continues to trade
within an 85-86p range, while GBP/USD is under the $1.23 level.
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Ahead this week, monetary policy remains in the spotlight. From a -
dollar viewpoint, the Fed is expected to announce another 50bps -
. . . . . Sterling/US Dollar Exchange Rate
rate hike. Attention will centre on its updated interest rate |3
guidance. For sterling, the BoE is anticipated to hike again, by |is7
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