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The global foreign exchange market is eagerly waiting for the US Federal Reserve’s Federal Open Market 
Committee (FOMC) to announce its economic projections as well as their monetary policy outcome of 
their meeting regarding the Federal Fund Rate, which has remained at 0.25% for last several years. 

At GMT 6 p.m., the FOMC’s is scheduled to release a press statement, which is the primary tool used by 
the Federal Reserve to communicate with the investors. At the same time, economic projections are 
given for inflation and economic growth for the next two years. During the release of the statement, the 
Federal Reserve also releases fund rate for the next period, which is the interest rate that other 
depository institutions lend their balances held at the Federal Reserve to each other. The Federal Fund 
Rate is one of the vital factors in the valuation of the US Dollar, and all other fundamental data are 
merely analyzed to predict the future fund rate.  

 

Although the labor market condition improved and unemployment rate came down to 5.5% in February, 
the broader economic landscape has drastically changed since the last FOMC  meeting. One of the major 
concerns is that the inflation rate has gone down to -0.10 in January. The second concern is the 
surprising resilience of the US Dollar against other major currencies, which will impair US 
competitiveness in the global market.  

Commenting on the situation, the Senior US Economist of Goldman Sachs, David Mericle, told the press 
that “despite the continued improvement in the labor market, inflation has fallen further below the 
Fed’s target and wage growth has yet to pick up.” 



Forex market participants are now skeptic regarding the Fed’s ability to hike the rate by the second 
quarter of 2015, especially, when the economy is experiencing deflation. Moreover, the Federal Reserve 
has some room to allow the unemployment rate to decline below 5%, which can certainly increase the 
inflation rate. However, unless the inflation rate goes above 2% by June, there is hardly any possibility to 
see the rate hike being materialized. 

The Federal Reserve has another concern, the soaring US equity markets that many analysts believe are 
already in a bubble. According to Peter Schiff, the outspoken CEO of Euro Pacific Capital, "Wall Street is 
looking for the Fed to take [the word 'patient'] away because the Fed wants to maintain the pretense 
that they are actually going to raise rates, but I don't think that's going to happen at all." He thinks that 
the Federal Reserve will have to announce another round of quantitative easing (QE4) to reflect the 
deflation. “The U.S. economy is sicker than ever,” he added. 

EUR/USD Outlook 
 

 

Amid the pessimistic economic climate in Europe, the EUR/USD price has fallen to the lowest level in a 
decade. Especially, the concerns over a slowdown of the German economy have added further bearish 
momentum to the pair. On Tuesday, the Zentrum fur Europaische Wirtschaftsforschung (ZEW) German 
Economic Sentiment Index reading came out at only 54.8 against a previous forecast of 58.9. 

In fact, if the Federal Reserve statement today conveys any hawkish remarks, it will push the EUR/USD 
further down despite its adverse impact on inflation. It appears that the FOMC is stuck in an awkward 
situation, as hiking the rate would also add strength to the US Dollar against the Euro, and other majors. 

If the US labor market continues to outperform the FOMC’s Economic Projections over the next two 
months, it is safe to project the EUR/USD price around the Big Round Number of 1.0000. In fact, There is 



a possibility that unless the Fed takes active measures to ease the deflation, the EUR/USD may slide 
down towards the 423.6% Fibonacci extension level of the previous upward swing, which is at 0.9687. 


