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• Dollar gyrations under FOMC meet

Key Market Theme

Macro Analysis

However, Treasuries gave back all of their gains within minutes 

of the start of the press conference, as Powell stressed that the 

cut in the IOER rate was a technical adjustment and 

downplayed the recent slide in core inflation, paring back 

investor expectations of looser Fed policy.

To recap, the Fed left its target for the fed funds rate 

unchanged at between 2.25% and 2.50% in last policy meet 

as was largely expected. More surprisingly, the Fed cut the 

IOER by 5bp. This was initially interpreted by the markets as a 

sign of loosening, prompting the US 10-year Treasury yield to 

fall immediately after the announcement. 

The day has come when Federal Reserve will cut interest rate 

for the first time since global financial crisis. Broadly we laid 

out the post reaction of dollar in today's coverage.

Based on June core PCE which stands at 1.6 percent on an 

annualized basis (Fed's preferred inflation barometer) is still 

below inflation target of 2 percent which we think that inflation 

will not rebound anytime soon. While we doubt the Fed would 

cut rates solely as a result of this, we think that it will make the 

central bank even more likely to cut rates if the US economy 

slows as we expect later this year. Against this backdrop, we 

already forecasted that the 10-year Treasury yield will end this 

year lower than it is now.

While we do agree with the Fed that some factors that have 

been weighing on inflation are likely to be “transient”, like 

methodological changes to collecting clothing prices, others 

are likely to persist for some time. In particular, services prices 

have declined sharply. We think that this reflects a moderation 

in unit labor cost growth brought about by a rebound in 

productivity growth from near-zero to more than 2% in the 

past year. 

Nonetheless, we think that economic growth in the US will 

slow below potential later in the year. In response, we think 

that the Fed will cut rates by 25bp three times by mid-2020. 

While investors have revised down their expectations for US 

interest rates earlier but they have lined-up for 75 bps cut by 

mid-2020.

Rate Cut 25 bps cut  Neutral

Guidance Data-Dependency  Positive

Dissent Boston Fed or Kansas City Fed Negative

Rationale Inflation below 2% target Neutral

Reaction Less clarity in rate path Negative

Categories Outlook  Dollar Impact

Heat Map

USD FOMC Statement 23:30 - - -

USD Federal Funds Rate 23:30 2.25%-2.50% 2.00%-2.25% 2.00%-2.25%

USD ADP Non-Farm Employment Change 17:45 102K 150K 150K

EUR CPI Flash Estimate y/y 14:30 1.20% 1.00% 1.00%

 IST Previous Median  SMC's Forecast

Economic Data
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USD/INR (AUG) 69.00 68.91 68.77 68.68 69.14 69.22 69.37

EUR/INR (AUG) 77.08 76.96 76.76 76.64 77.28 77.40 77.59

JPY/INR (AUG) 63.65 63.52 63.29 63.16 63.87 64.01 64.23

GBP/INR (AUG) 84.07 83.78 83.43 83.15 84.42 84.71 85.06

Currency Previous Close S1 S2 S3 R1 R2 R3

Pivots

FX Majors CMP 1W 1M

EURUSD 1.1156 0.15% -1.09%

GBPUSD 1.2154 -2.64% -3.31%

USDJPY 108.56 0.35% 0.69%

FX Cross INR CMP 1W 1M

USDINR 68.86 -0.16% 0.09%

EURINR 76.82 -0.02% -1.01%

GBPINR 83.68 -2.81% -3.27%

JPYINR 63.43 -0.52% -0.60%

Global Yields 10Y-Yield 1W(bps) 1M (bps)

India 6.40 2.20 -47.80

US 2.05 -0.60 4.51

Germany -0.40 -7.54 7.22

UK 0.64 -9.95 -19.66

FIIs (INR Crs) -644.59 -4372.63 -15373.06

Flows DTD WTD MTD

Note: 1W refers to 1 week change from CMP      1M refers to 1 month change from CMP
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