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Fed deeply divided on rate outlook

The Fed cut by 25bps last night, leaving the fed funds target range
at 1.75%-2.00%. The central bank continued to guide that it will “act
as appropriate to sustain the expansion”. However, the updated
‘dot plot’ pointed to no further rate cuts by end-2020, though there
is a large degree of division within the FOMC on this issue.

This means that the Fed’s central view for the likely path for rates
remains out of line with the markets. As a result, the dollar
strengthened in the aftermath of the meeting, though it has
handed back nearly all of these gains overnight. At the same time,
there was limited impact on equity or bond markets.

Overnight, the BoJ also held its September policy meeting. The
central bank appeared to lay the groundwork for a rate cut. As a
result, the yen has come under some slight downward pressure.

In level terms, the marginally firmer dollar tone sees EUR/USD
open near the middle of the $1.10-1.11 band, while GBP/USD is
close to the $1.245 mark. Meanwhile, EUR/GBP continues to
change near to the midpoint of the 88-89p band.

Today, the BoE will round off a busy calendar of central bank
meetings. However, given ongoing uncertainty related to Brexit,
the MPC are expected to leave rates on hold. Therefore, sterling
reaction could be muted. The UK Supreme Court may also issue its
decision on PM Johnson’s proroguing of Parliament later today,
which could provoke some volatility in the currency.

Elsewhere, the action in the dollar could see markets continue to
react to last night’'s Fed meeting. August existing home sales and
the September print of the Philly Fed index are unlikely to impact
the currency. There is little out to influence the euro.

Conor Beakey, Economist, AIB
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