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Rising expectations of'a U.S. rate cut should keep the dol-
lar on the slide. but the continued strong appetite for carry
trades may prevent the U.S. currency from suffering serious
losses just yet. “The prevailing good environment for carry
trades should keep the dollar from falling sharply further from
current levels.” said Mansoor Mohi-uddin. chief currency
strategist with UBS in London.

Expectations that the next move in U.S. interest rates will
now be down rather than up rose last week after the Federal
Reserve issued a post-meeting statement that failed to be quite
as hawkish as the market had ex pected.

Matters were made worse when the latest gross domestic
product figures for the third quarter showed that the economy
expanded only 1.6%. a far cry from the 2.2% rise that had béen
expected and the 2.6% registered in the second quarter.

Much of the slowdown appeared to have come from the
housing market. a factor that will make the Fed that much more
reluctant to hike rates any further from here.

Of course. not everyone is convinced that the data will be
enough to stop the Fed from hiking rates again.

“In our view the moderation of inflation plus the fact that
growth has cooled in line with the Fed’s expectations should
mean that policy will be on hold for longer.” Steve Barrow.
chief currency strategist with Bear Stearns International in
London. “Our call for a rate hike this year has been pushed into
next year but clearly we still believe that the next move is a
hike. not a cut.”

Rob Carnell. a U.S. economist with ING Financial Markets
in London. feels that the market still needs more evidence

“We probably need to see more data showing falling infla-
tion before the market swings back to looking for near-term
rate cuts - but we expect such data to become more evident in
coming months.” he said.

Some are looking for such data to come as carly as this
week.

The latest Institute of Supply Management index is expect-
ed Wednesday and non-farm payrolls are due Friday. The con-
sensus is for the October survey to have risen to 53.5 from
52.9. with the payrolls rising by 125.000 in October after a
51.000 rise in September.





