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A slew of central bank meetings due this week

The war in the Middle East remained the main driver of financial markets last
week. A surge in oil prices at the very start of the week, with Brent crude
reaching a peak of $119.5 per barrel contributed to very volatile trading
conditions on Monday. However, remarks from US President Trump, indicating
that the war would be over soon, assuaged markets initially. As the week
progressed though, markets cautious optimism that the war may be winding
down gave way to renewed pessimism that the conflict could be drawn out. As
a result, Oil prices are currently above the key $100 per barrel mark.

Against that backdrop, concerns regarding a potential inflation shock
increased, leading to a further firming in interest rate futures. Overall, market
pricing indicates that rate cuts in the US may be pushed out until 2027. For the
UK, the market is no longer pricing in any cuts, and instead sees the possibility
of a rate hike from the BoE by-mid 2027. In the Eurozone, a rate hike is now
fully priced-in for July.

Amid the hardening in market rate expectations, sovereign bond yields rose by
8-12bps in the US and Eurozone, while UK Gilt yields climbed 12-20bps higher.
Meanwhile, in a similar pattern to the week prior, the dollar was in the
ascendancy due to the risk averse backdrop. Elsewhere, sterling continued to
grind marginally higher versus the euro, supported by the more significant
move in UK rates. In level terms, EUR/USD opens this morning in the bottom
half of the $1.14-1.15 range. GBP/USD is just below the midpoint of $1.32-
1.33. Meantime, EUR/GBP is changing hands in the lower half of the 86-87p
corridor.

Turning to the week ahead, the focus will remain centred on the Middle East.
Aside from that, a slew of central bank meetings, including the latest
gatherings of the Fed, BoE and ECB will garner attention. Investors will be
looking for any remarks regarding how the conflict impacts the policy outlook
for the different regions.

Daniel Nonan, Economist, AIB
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