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US inflation and Fed Chair speech in focus this week

There was a risk-averse tone to investor sentiment for much of last
week. This was against the backdrop of concerns that the US-Iran
war could develop into a prolonged conflict amid escalatory
remarks from both sides. These concerns were clearly evident in
the renewed upward pressure on oil prices. Brent crude traded to a
high just below $95 per barrel before finishing the week nearer to
$94 p/b. This contrasted with the $88-89 p/b range at the start of
the week. Meanwhile, the risk-off mood was reflected in the falls
recorded by the main equity indices on both sides of the Atlantic. In
Europe, the Euro Stoxx 50 finished the week 1.2% lower over the
period. Meanwhile, by the closing bell on Wall Street on Friday
night, the S&P 500 had posted a 1.4% loss on the week.

Bond markets also featured prominently last week, with the US
Treasury announcing on Wednesday a significantly expanded (at
least a doubling, from $2bn to $4bn) liquidity support buyback
operation for longer dated US government debt. Initially, yields
moved lower on the news. However, this proved short-lived with
the 30-year Treasury yield edging back up again towards the 5.3%
mark as the week came to a close.

From a currency perspective, the dollar was under some downward
pressure amid the news emanating from the US Treasury and
subsequent bond market action. The softer dollar tone saw EUR/
USD briefly test above $1.17, GBP/USD peak at $1.3675 and USD/
JPY fall below ¥159. Elsewhere, EUR/GBP was confined to a tight
range just above the midpoint of the 85-86p band.

Ahead this week, the Middle East conflict remains a potential
source of direction for markets. On the data front, the highlight will
be US core-PCE inflation for July. In terms of monetary policy, the
spotlight will be on Fed Chair Warsh’s speech at Jackson Hole (Fri).
John Fahey, Senior Economist, AIB
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