
‘FED watch’ …. it’s the first time 
you will have seen this headline…

… this year, but I’m sure it won’t be the last!

Once again, the focus will be on the 
tier one US releases, and what the 
ultimate implications will be for the 
Federal Reserve, as this week brings 
us Q4 GDP, the PCE deflator inflation 
print, alongside the personal income and 
spending releases, which should provide 
a fair indication of what we can expect 
from the FOMC at their meeting next 
week.

But if Friday’s price action is anything 
to go by, we should be prepared to be 
overly optimistic after the University 
of Michigan’s consumer sentiment 
index soared to 78.8 in January to 
record its highest print since July 2021, 
while further confidence was gleamed 
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by the perception that inflation has 
turned a corner with the 1-year outlook 
plummeting to 3.1% from November’s 
4.5%, while the 5-year outlook eased 
from 3.2% to 2.8%. This provided a boost 
to equity markets as the S&P 500 rallied 
to an all-time high, while the other 2 
US bourses also firmed. Unsurprisingly, 
bonds yields weren’t buying into this 
optimism being mixed on the day with the 
2-years 3bps higher at 4.39% while the 
10-years eased 1bps to 4.13%. Currency 
markets were fairly quiet, although 
the AUD continued to consolidate its 
recovery from its mid-week low while the 
NZD remained under pressure, which 
saw NZD/AUD ease down to the 0.9265 
level. Oil prices also remain weak.    

With the other headlines, UK retail sales 
tumbled -3.2% in December following 
November’s revised 1.4% gain, while 
Japanese headline inflation rate fell to 
2.6% in December from the previous 
months 2.8% print, while the core rate 
eased to 2.3% from 2.5%, which will 
dampen speculation of an end to the 
BOJ’s 0% interest rate settings. It was 
equally bad in New Zealand after local 
factory activity shrunk for the 10th 
straight month to 43.1 in December, 
down from November’s 46.7 print. Local 
migration also shows no signs of slowing 
down with a further 127.4k arriving in 
November, while Stats NZ also reported 
a further fall in the rate of food price 
inflation, although it still sits quite high at 
4.8% in December. 

Speaking at an event entitled 
“How to Trust Economics” in Davos…
… ECB President, Christine Lagarde, 

launched a stinging attack on the 
economics profession accusing analysts 
of having “blind faith” in their models 
adding that economists constitute 
a “tribal clique” whose models largely 
discount the possibility of “exogenous 
shocks”. 

Meanwhile, famed economist, Mohamed 
El-Erian, suggested, “Markets are 
overpricing the pace and amount of Fed rate 
cuts as they are overlooking stubbornly high 
inflation.” 

This week’s …
… excitement will occur at the back end 
of the week with US GDP, personal 
consumption, and durable goods orders 
due on Friday morning our time, while 
the PCE inflation print is due on Saturday. 
As an fyi, we also have manufacturing and 
services PMIs on Wednesday. 

Beyond the US, we also have central bank 
decisions in the Eurozone, Japan, Canada, 
and China, with the PBoC reviewing their 
1 and 5-year loan prime rates, while there 
are further manufacturing and services 
PMI releases from Australia, Japan, 
France, Eurozone, and the UK. There 
are also further Ifo business and GFK 
consumer releases from Germany while 
Australia provide an update on business 
confidence. Finally, it’s the big one from 
New Zealand with Wednesday bringing 
the Q4 CPI release. 
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