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Is the dollar damaged goods?

We expect US rates to remain unchanged in 2010. If growth is being

spurred by China whilst commodity prices rise, EM countries will face

a dilemma. Policy will be too loose and they will need to raise rates to

stop rising asset prices. Higher interest rates will see greater inflows and

greater appreciation pressures on EM currencies.

The USD is still the reserve currency of the world; much like GBP was

after WWI. It would seem that the USD is damaged goods much like

the UK was post WWI, and 2010 will feel like a moment when this

process is accelerated as EM countries ponder their monetary policy

options. 

GBP – The Old Lady doth protest too much

BoE Governor King wanted an extension to the QE programme in

August. He did not get his way and GBP weakened. A fair value

reference point of 1.60 should be used until a QE exit policy

commences or a recovery is fully entrenched. 
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