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Dollar weaker post-US CPI

Yesterday’s market action highlighted investors sensitivity to data
releases, which form an important input into central banks policy
deliberations. The key release yesterday was US CPI inflation for October.
The headline rate eased to 3.2% from 3.7% (Sept), which was slightly
below consensus forecasts for 3.3%. Similarly, the core rate slowed to 4%
from 4.1% (vs. f’cast for 4.1%.)

While the CPI numbers for October were only modestly weaker than
expected, there was a notable market reaction. US Treasury vyields fell,
including the 10-year vyield falling below 4.5%. This placed downward
pressure on vyields elsewhere, although not to the same extent.
Meanwhile, futures contracts are no longer pricing in any chance of
another Fed rate hike. At the same time, the market is now anticipating
around 100bps of rate cuts in 2024, versus an expectation of 75bps prior
to the CPI release. Meantime, Wall Street rallied, with the S&P 500 up
1.9% at the close last night.

On the currency front, the dollar weakened amid falling US Treasury
yields and a softening of US Fed rate expectations. The greenback fell
sharply, by around 1%, in the immediate aftermath of the CPI data and is
circa 1.5% lower over the past 24 hours. In level terms, this is reflected in
EUR/USD opening this morning in the upper half of $1.08-1.09 and GBP/
USD above the $1.24 threshold. In contrast, the moves in EUR/GBP have
been less eventful, with the pair straddling the 87p handle.

Inflation data remains a key theme to today’s macro diary. Already this
morning UK CPI inflation numbers for October have been published. The
headline rate printed at 4.6% (f'cast for 4.8%). The other main data
highlight today is the US retail sales report for October.

John Fahey, Senior Economist, AIB
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