
Pinch, punch, first of the 
month!
Aucklanders, welcome back to the office, 
or the bedroom if you’re working from 
home!

Over the weekend, the Federal 
Reserve’s preferred inflation measure, 
the PCE deflator, came out in line with 
expectations at +0.4% on the month and 
+5.8% on the year, while the headline 
University of Michigan headline print 
eased back to 67.2 when a more upbeat 
68.8 was expected, but against this, 
overnight the Chicago PMI underpinned 
the inflationary pressures when the index 
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hit 65.2, when 61.5 was expected, while 
the Dallas Fed manufacturing index fell to 
2.0 when 8.0 had been expected.  

In the Eurozone, quarterly inflation, on 
a semi-annual basis, fell to its lowest 
level in three quarters, printing at +0.3% 
although the annualised print was inline 
with expectations at +4.6%. Meanwhile, 
the annual inflation rate in Germany fell 
for the first time in 7 months to 4.9% in 
January from its 30-year high of 5.3% 
in December. This was against market 
forecasts of 4.3%.

Overall, equity markets have finished 
January in ‘recovery’ mode with 
international bourses up between +0.5% 
and +1.5%, with the Nasdaq the out-
performer rallying +2.2%. Commodities 
have also cemented gains, while the 
US T-bond has been relatively stable at 
1.775%. This stability has also been seen 
in FX markets with the AUD and EUR 
posting solid gains, although the NZD 
under-performed which saw the NZD/
AUD ease to 0.9300.    

Food for thought 
One trait we have noticed recently is for 
Jerome Powell to ‘leak’ strategy into the 
market via his Federal Reserve colleagues, 
and, with Wall Street’s bankers at odds 
over how fast and far the Fed will raise 
interest rates, perhaps the balance sheet 
comments overnight are ‘testing’ the 
market for a more aggressive reduction of 
their balance sheet.

The Federal Reserve San Francisco Presi-
dent, Mary Daly, gave some insight when 
she announced, “The yield curve is well 
within its historical range. We don’t control 
the longer end of the yield curve (although) 
the yield curve is just another input into 
assessment of financial conditions,” before 
she turned to the balance sheet stating, 

“We will be deliberating about the Fed’s 
balance sheet at coming meetings. The 
balance sheet policies will be predictable and 
will be in the background. We will adjust it if 
needed but won’t be adjusting it meeting by 
meeting.” 

Finally, she wrapped up with, “Raising 
rates will bring demand down. I don’t see 
stagflation in the United States, and I don’t 
see evidence that high inflation is getting 
embedded into psychology.”

We also had Kansas City Fed President, 
Esther George, state, “The current ‘very 
accommodative’ stance of monetary policy 
is out of sync with the economic outlook. 
Potential costs associated with an excessively 
large Fed balance sheet should not be ignored. 
A more aggressive reduction of the Fed’s 
balance sheet could allow for a shallower 
path on rates. It may be appropriate to move 
earlier on the balance sheet relative to the 
Fed’s last tightening cycle.”

Finally, if you thought rents in New 
Zealand and Australia were high, spare 
a thought for renters in Zurich where a 
woman is offering to rent a two-person 
tent on her balcony with “a view of the 
starry evening sky” for just USD540 a 
month.
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