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Rupee falls over 9% in 2018
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King Dollar To Lose Its Crown In 2019

 2018 was a phenomenal year for the U.S. dollar. Dollar Index appreciated
nearly 4.5% and is up more than 9% from its low in February.

 King dollar ended the year on a strong note, but its reign could come to an
end in 2019 as fears of a global economic slowdown could stop the
Federal Reserve from raising interest rates aggressively in 2019.

 The bad news is that a number of factors will inhibit growth in 2019 –
volatility is rising, stocks are falling, borrowing costs are increasing, credit
is tightening, housing is slowing and earnings growth is weakening. These
trends, which are just beginning to emerge, will continue to dampen
growth in the year ahead.

 While the U.S. and the global economy are expected to continue to grow
next year, the pace is expected to slow. In October, the International
Monetary Fund said that the world economy is projected to expand by
3.7% next year, down from its July forecast of 3.9%. The U.S. economy is
expected to expand by 2.5%. Meanwhile, in its December projections, the
Federal Reserve said that it sees the U.S. economy growing 2.3% next
year, down from 3% growth expected in 2018.
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U.S. Needs To Deal With Its Growing Deficits

 Tax cuts introduced at the start of 2018, helped to stimulate the nation’s
economy and boosted equity markets, which created an attractive
environment for the U.S. dollar. However, we are expecting that the sugar
rush created from the tax cuts is starting to wear off and will be less of a
driver in 2019.

 On top of that, the U.S. government faces a new problem of growing
deficit. In a report in July, the White House Office of Management and
Budget released its mid-season review and projected that the U.S. deficit
would hit $1 trillion by the end of the 2019 financial year. The deficit
needs to be dealt with, but it will be almost impossible at this point.

 2019 will also be a year filled with economic and political challenges in the
U.S. With the stimulus from tax cuts fading, the weakening
economy, decline in stocks, rise in interest rates and divided Congress will
keep President Trump’s hands tied.

 We see only one scenario where the U.S. dollar could benefit next year —
if there is a full-blown global recession and investors flee to the greenback
and the safety of U.S. Treasuries.
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Federal Reserve To Be More Dovish In 2019

 Despite hiking interest rate by another 25 basis points to a range of 2.25%
to 2.50% on December 19, the Federal Reserve also lowered its rate hike
expectations for next year, citing financial market volatility and slowing
global growth

 Ultimately what we’ve seen is the Fed coming up a little bit more dovish
than previously by moving its dot plot lower — now expecting just two
rate hikes next year instead of three.

 Fed Chairman Jerome Powell also said at a press conference following the
December announcement that interest rates have hit the lower bound of
the central bank’s range of estimates for the neutral rate.

 While the U.S. economy is expected to continue to grow next year, the
pace is expected to slow — growing 2.3% next year, down from 3% growth
expected in 2018.

 Next FOMC meetings are January 30 and March 20. Market puts very low
odds on a move at either meeting, and rightfully so. However, with a press
conference after every meeting, perhaps the Fed will be able to get its
message across a little better in 2019.
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ECB Could Hike As Soon As Fall 2019

 The latest announcement from the European Central Bank was a halt to its
€2.6 trillion ($2.9 trillion) stimulus program scheduled for January despite
concerns of an economic slowdown in the EU over the next couple of
years.

 “The balance of risks is moving to the downside owing to the persistence
of uncertainties related to geopolitical factors, the threat of
protectionism, vulnerabilities in emerging markets and financial market
volatility,” ECB President Mario Draghi said after the latest rate decision on
December 13.

 Next year, markets might see the ECB begin to hike rates in Q4. Top risks
on the ECB’s mind include the U.S.-China trade war, Brexit, and the Italian
budget issues.

 The European Parliamentary elections will also take place in May, with the
rise of euro-skepticism keeping investors on their toes.

 There is also an appointment of the new ECB president to pay attention to
next year, as Draghi’s term expires in October 2019.
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 During its last monetary policy meeting in December, the Bank of England
kept interest rates on hold at 0.75%, warning that consumer demand and
business investment suffered due to Brexit uncertainty.

 It is projected a more aggressive BoE next year if all major hiccups are
avoided in March 2019 — when the UK is due to exit the EU next year

 The Bank’s monetary policy committee (MPC) added that if Brexit goes
smoothly next year, then “an ongoing tightening of monetary policy over
the forecast period, at a gradual pace and to a limited extent

 Assuming the UK can reach a transition period in its EU negotiations, we
expect two BoE rate hikes triggering substantially higher real yields along
the curve.

 The first possible move higher could come as early as February and the
second as soon as November.

 But, it is important to keep in mind that in the event of “no deal”
Brexit, the BoE is likely to revert back to cutting rates.
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The BoE Is Ready For Hikes If …



 The Bank of Japan maintained its loose monetary policy during its latest
meeting, which took place on December 20. The central bank said that it is
keeping the short-term interest rate target at minus 0.1% and the 10-year
bond yield target at around 0%.

 The biggest obstacle for the BoJ has been weak inflation, with the central
bank admitting that Japan’s economy will not be able to reach its target of
2% before fiscal 2020

 The most recent inflation data out of Japan showed that the national core
consumer price index (CPI), which excludes food, rose 0.9% year-on-year
in November. This convinced many analysts that the BoJ is likely to hold off
from tightening its monetary policy.

 Risks to Japan’s economy are tilted towards the downside. We need to pay
particular attention to protectionist moves such as the Sino-U.S. trade
friction.

 The most likely outcome for 2019 is a loose monetary policy from the BoJ
in order to support inflation. We expect the Bank of Japan’s short-term
policy rate to remain at minus 0.10% through to the end of 2020.
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BoJ Diverges From Other Major Central Banks



Currency Outlook for 2019

Trading ranges

 EURUSD 1.20-1.25

 GBPUSD 1.35-1.40

 USDJPY 120 -125
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Trading ranges

 EURUSD 1.00-1.05

 GBPUSD 1.05-1.15

 USDJPY 100- 105



Outlook on Dollar Index for 2019

 Dollar Index has recently broken up-trendline Mar2018 lows to Nov 2018
highs. When looking at the daily chart and this 2008 rally, the 23.6%
retracement comes at around 95.35, making of it quite a relevant
support, as once broken, bulls discourage will increase while bears will rush
into it to take prices down to 94 level on downside.
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Outlook on USDINR for 2019

 USDINR has been trading in a uptrend channel on weekly charts since 2008

 As USDINR has corrected from 74.40 to 69.80 in last three months, there are
further chances of it dropping to 68.50 and 66 levels in 2019.
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