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Uncertainty prevails on quantum of first rate cut by Fed inmore thana decade

By Dr R Seetharaman

Gold was at $1.425 37 /ounce and silver at
$16.1989/cunce by end of last week. Gold
and siiver had strengthened on hopes of
rate cut by Fed this month end. Gold has
also been in demand from central banks
over the past few weeks, from China and
Russia in particular, who have been diver-
sifying away from the LIS dollar with the
current trend for central banks to weaken
thelr currency to gain competitiveness,
With gold priced In US dollars, any weak-
ness in the currency gives a boost to the
price of the precious metal. There are
fears that equity valuations are becoming
stretched and hence gold's safe haven
status has become attractive yet again,
WTI was at 55.63/barrel and Brent at
6247 barrel by end of last week. Oll
prices jumped |ast Friday, mainly driven
by renewed tensions between the US
and Iran, However, it lacked the vigour to
extend the upside, as investors continued
to weigh In the recent comments by the
International Energy Agency (IEA) chief
Birol, Birol said the IEA Is revising down

the 2019 global oll demand growth fore-
cast, in light of slowing global economy,
especially China.

Copper was at $6,055,25/tonne, alu-
minfum was at $1,823/tonne and nickel
was at $14.680/tonne by end of last week.
Nickel had surged by more than 38% YTD
as stockpiles continue to diminish and the
electric vehicle and lithium-fon battery

revolution picks up pace. It remains to

be seen whether the price will continue
rising or falter again.

Corn price was at $4.35/bushel, wheat
price was at $5.02/bushel and soyabean
was at $9.01/bushel by end of last week
respectively. The winter wheat harvests
had pressured wheat prices. Corn futures
fell on forecasts of cooler weather affer
gains the past two weeks cutminated in

a five-year high last week. Forecast rain
pelsed to benelit Midwest crops sent
graln and soybean lower. Cocoa was at
$2.467/tonne, coffee was at $107.30/pound
and sugar was at $11.59/pound. Concerns
of oversupply have brought down the
prices of these commoadities this year.
The euro was at 11221 against dollar by
end of last week and had weakened by
more than 2% YTD. Euro s expected

to weaken versus the LS dollar as euro
liquidity rises after October 2019, The
miain driver of this change in lguidity

Is the European Central Bank which is
expected to increase monetary easing
after October 2019, The British pound
was at 1.2502 against doliar by end of last
week and had weakened by close to 2%
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¥TO. The British pound has been grinding
steadily lower since May when it became
clear Prime Minister Theresa May's EU
Brexit deal would not pass through
parliament and her position had therefore
become untenable. The prospect of a new
prime minister who is open to leaving the
EU without a deal has risen sharply as the
Conservative Party looks set to anaint
Boris Johnson as [ts next leader, and the
country’s prime minister. If the new prime
minister strike a more constructive ap-
proach with Europe, Pound might be able
to recover further.

The yen was at 107.71 against the US dallar
by end of last week and has strengthened
by more than 2% YTD. The US dollar has
gone back and forth durlng the week
against the Japanese yen Just below the
¥108 |level, as the market continues to
show a lot of indecision,

The Swiss franc was at 0.9819 against the
U5 dollar. The Australian dollar was at
07042 against the US currency by end of
last week, Both the currencies were flat
¥TD against the dollar.

Maost of the emerging economy curren-
cles have strengthened this year against
the dollar on account of fall in oll price,
trade tensions, and hopes of rate cuts

by Fed. The Indian rupee was at 68,8075
against the US dollar by end of last week.
The South African rand was near 14 levels
by end of last week,

The Brazilian real was at 3.75 levels
agalnst the dollar by end of last week.
The Chinese yuan was at 6.88 levels
against the dollar by end of last week.
The Russian rouble was at 63.0267 against
the dollar by end of last week.

Global headwinds, namely trade tensions,
Brexit, geopolitical tensions in GCC and

the global economy stowdown contribute
to the volatility In currency and commad-
ity markets amidst Fed action.

The dallar index was at 97151 by end of
last week after positive comments from 5t
Louis Fed J Bullard. it had surged by more
than 1% YTD. Trade tensions and global
growth concerns continue to cloud the US
outlook while the lack of upside traction
ininflation remains worrisome,
Confronting this scenario, the greenback
still looks underpinned by its safe have
appeal, thie status of ‘global reserve cur-
rency’. Despite being on the dovish side
of the FOMC governors, Bullard said a 25
bips interest rate cut at this month's meet-
ing seems appropriate amldst ongolng
economic conditions, deeming unneces-
sary a larger rate cut for the time being.
The market has already priced in a 25 bps
rate cut this month end, although a bigger
rate cut still remains at the centre of the
debate. Hence uncertainty prevalls on

the quantum of first rate cut by the Fed in
more than a decade.
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