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Probability of October Fed rate cut rises

Concerns have risen about the health of the global economy in the
past week following a string of weak macro releases. Survey data
in Europe, the UK and the US all surprised to the downside. On
Friday, the US employment report for September was also mixed.
The jobless rate fell to a 50-year low of 3.5%, but payrolls came in
below forecast at 136k and wage inflation slowed to 2.9%.

The softer outlook for global growth saw equities under pressure,
with the main indices recording sharp falls. Although, the prospect
of an easing of monetary policy, particularly in the US, prompted a
partial recovery late in the week. In terms of FX impact, the yen
saw some safe haven demand. The dollar is also a touch softer
following the move by the market to price in an October Fed rate
cut. EUR/USD is in the upper half of $1.09-1.10.

On the Brexit front, the UK government last week released its
alternative proposals for the Irish ‘backstop’. Despite the negative
response to the plans in Europe, the main sterling pairs were little
changed. EUR/GBP remains just above 89p, while GBP/USD
continues to trade down near the $1.23 threshold.

This week, the latest release of UK GDP is due. Growth is forecast
to have edged up to 0.1% in the 3-months to August. However, the
release may have little impact on sterling, given the focus on Brexit.
Meantime, the euro could come under some pressure if German
industrial output for August disappoints.

Across the Atlantic, lower oil prices are expected to have continued
to weigh on headline CPI in September. However, the core rate of
inflation is forecast to have remained at 2.4%. The release of the
September Fed meeting minutes will also attract attraction, while
US-China trade talks get underway at the end of the week.
Conor Beakey, Economist, AIB
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Opening Interest Rates
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