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Monday 21:00 BST. The dollar started the week on a steadier note, while US and European stocks rallied as the initial shock from last Friday’s very disappointing non-farm payrolls report began to fade.
Keenly-awaited comments by Janet Yellen prompted only a brief wobble for both the currency and Wall Street stocks.
The Federal Reserve chair expressed some concern about the jobs data, and highlighted uncertainties ahead, signalling that a rate rise at its Open Market Committee meeting next week was unlikely.
But Ms Yellen left the door open to a move later in the year as she repeatedly reiterated her positive overall outlook on the economy.
“Based on her speech today, Ms Yellen might still be in favour of a July rate hike, but it will require a bounceback in June’s employment figures and a vote by the UK to remain in the European Union,” said Paul Ashworth, chief US economist at Capital Economics.
He said that given the reported sharp slowdown in employment growth in May, Ms Yellen’s comments were “surprisingly upbeat”.
“That said, she did not repeat her recent comment that a rate hike would be appropriate in the ‘coming months’. She did warn that ‘recent signs of a slowdown in job creation bear close watching’, but also stressed ‘one should never attach too much significant to any single monthly report’.”
By mid-afternoon in New York, the dollar index, which measures the US currency against a weighted basket of peers, was down just a fraction at 93.99 following a 1.6 per cent slide in the previous session, the biggest one-day decline for six months.
The euro was flat at $1.1361, while dollar/yen was 1 per cent higher at ¥107.54 after falling more than 2 per cent on Friday.
Sterling trimmed an early fall against the dollar but was still down 0.4 per cent at $1.4460 as opinion polls highlighted uncertainties about the forthcoming UK referendum on EU membership.
The dollar’s sharp retreat on Friday came as the May employment report signalled the slowest pace of job creation since September 2010.
Interest rate futures have moved to price in just a 2 per cent probability of a Fed move later this month, down from 32 per cent a week ago, according to Bloomberg calculations.
The report drove the yield on the policy-sensitive two-year Treasury note to its lowest level for more than two weeks while gold had its best day for nearly four months.
There were mixed views in the market about the prospects for the dollar.
“With the Fed less likely to resume rate hikes in the near term it leaves the US dollar vulnerable to the downside,” said Lee Hardman, currency analyst at Bank of Tokyo-Mitsubishi UFJ.
Ian Gordon, FX strategist at BofA-Merrill Lynch, said: “Historically, dollar moves after large negative non-farm payroll surprises are persistent, so we are cautious in the near term, but should data momentum remain healthy we look to scale back into dollar long positions.”
But Steve Barrow, head of G10 strategy at Standard Bank, questioned just how data-dependent the Fed actually was.
“After all, there was nothing particularly stellar about the US economy’s performance before Friday’s payroll release and yet the April FOMC minutes show that the Fed was already talking about a rate hike in the summer,” noted Mr Barrow.
“What’s often missing from the debate in the market is the fact that the Fed is uncomfortable with having such low policy rates. The Fed seems to be in a position to push monetary policy back towards a more ‘normal’ setting and we should not underestimate its desire to do so, even if the economic data are a bit soft.”
Meanwhile, equity markets regained their poise after selling off sharply in the immediate aftermath of the employment report’s release.
The S&P 500 index, which on Friday pared its initial fall, started the new week on an even more bullish note and was up 0.5 per cent at 2,109 at the close on Wall Street. It hit a 2016 intraday high of 2,113.36 and was just 1.2 per cent below the record peak it reached last year.
In Europe, the pan-regional Stoxx 600 index rose 0.3 per cent, although the Nikkei 225 in Tokyo fell 0.4 per cent, largely as a result of Friday’s sharp rise for the yen against the dollar.
Energy stocks were the best performers on both sides of the Atlantic as the weak bias in the dollar supported oil prices.
Brent crude rose 1.8 per cent to $50.55 a barrel, the highest settlement since October. US West Texas Intermediate rose 2.2 per cent to settle at $49.69, the highest level since July 21.
However, there was a more cautious tone to trading in gold following the previous session’s surge. The metal edged up $1 to $1,245 an ounce after jumping $34 on Friday.
Among base metals, copper ended flat in London at $4,688 a tonne after earlier hitting a four-week high of $4,748. Zinc hit a 10-month peak amid persistent supply concerns.
US Treasuries gave back some of the sharp price gains recorded on Friday in the wake of the jobs figures.
The yield on the two-year note, which moves inversely to the price, was up 1 basis point at 0.80 per cent, having earlier reached 0.83 per cent, while that on the 10-year was 3bp higher at 1.73 per cent.
The 10-year German Bund yield held steady at 0.08 per cent.
For market updates and comment follow us on Twitter @FTMarkets
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