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Volatile trading conditions across markets

The ongoing war in the Middle East and a slew of central bank policy decisions
led to volatile trading conditions yesterday. Amid Iranian reprisals on gas and
oil infrastructure across the Gulf, commodity prices surged. This saw Brent
crude rise above $119 per barrel, while European natural gas prices jumped to
three year highs, north of €69 per MWh. However, remarks from US Treasury
Secretary Bessent, indicating that the US may remove sanctions on Iranian oil,
and Isreal PM Netanyahu’s pledge to “hold off” on further strikes on Iran’s gas
fields, meant prices declined after the European close.

On the monetary policy front, both the ECB and the BoE left rates unchanged,
as expected. However, both central banks were key to stress that they will be
highly attentive to second round inflation effects caused by a sustained rise in
energy prices. The BoE in particular, struck a hawkish tone. Against this
backdrop, UK market rate expectations firmed somewhat. Current pricing
indicates the market now expects the BoE to hike rates at least twice this year.
The market is also pencilling in two rate hikes from the ECB in 2026.

In a similar pattern to the day prior, there was a risk averse tone to investor
sentiment, as energy prices rose and rate expectations hardened. The Euro
Stoxx 50 shed 2.3%. The S&P 500 recovered some ground late on but ended
the day 0.3% lower. Meantime, bond yields increased sharply, with UK Gilt
yields climbing by 5-30bps.

Currency-wise, the dollar was initially supported by the risk averse mood.
However, as the day progressed, the euro and sterling took the ascendancy.
This sees EUR/USD open this morning in the top half of the $1.15-1.16 range.
GBP/USD is operating north of the $1.34 handle. Elsewhere, EUR/GBP remains
in the lower half of 86-87p.

Looking ahead, the focus will remain on the conflict in the Middle East today.
The macro data calendar is quite sparse.
Daniel Noonan, Economist, AIB
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