
Maybe it is transitory, after all

Well, let’s not get too carried away just 
yet after the New York Federal Reserve’s 
US inflation expectations fell for the first 
time in 14 months to 5.8% in January from 
6.0% in the 2 prior months. Similarly, 3 year 
expectations decreased by 0.5% to 3.5%, in 
what was its largest decline since 2013.

In the Euro-zone, Gabriel Makhlouf, the 
head of the Irish central bank and a 
member of the ECB, stated an ECB rate 
hike in June is “unrealistic.” He then added 
the ECB may stop net bond purchases in 
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June, or a few months later, after which 
it would contemplate raising rates. He 
was “reasonably confident” the ECB’s bond-
buying program would end this year as  
well. 

Meanwhile, Gabriel’s boss, ECB President, 
Christine Lagarde, didn’t really add 
anything new when she stated, “There are 
signs that bottlenecks may be starting to ease. 
While inflation likely to remain high in the near 
term we continue to see risks to the outlook as 
broadly balanced over medium term. Risks to 
the inflation outlook are tilted to the upside, 
particularly in the near term. Bottlenecks will 
persist for some time, but we will take action at 
the right time to achieve inflation target.”

In little old New Zealand, January services 
PMI plummeted to 45.9 from 49.7. It was 
the index’s lowest headline number since 
October 2021 and the 6th consecutive 
month of contraction, which last happened 
in 2008 during the GFC. 

Looking into the detail, new orders/
business (41.8) and activity/sales (44.1) 
both experienced a significant drop in 
activity levels with employment (48.1) at 
its lowest point since January 2021. 

And if that wasn’t bad enough, food price 
inflation increased in January by +2.7% 
when a +0.4% was expected, as the index 
hit its highest level in 5 years. On an 
interesting side note, the price of food 
makes up just under 20% of the NZ CPI.

The top prize goes to the NZD

for being the worst performer on the day!

With speculation mounting of imminent 
action in the Ukraine and Fed rate hike 
speculation, equity markets were broadly 
weaker, with the European bourses 
particularly weak. Commodity markets 
were flat again, although it should be 
noted that oil gained another percent 
while natural gas soared 5.0%! This saw 
the USD enjoy its fifth day of gains in  
seven as the greenback attracted safe 
haven flows along with the JPY and CHF, 
which will most likely continue to be 
the case until a diplomatic solution is in 
sight. In this risk averse environment, pro-
cyclical currencies tied to stronger growth 
are getting sold with the NZD the worst 
performer, although the AUD managed to 
hold its ground which saw the NZD/AUD 
cross ease to 0.9280. 

In terms of the political manifestations 
overnight, an EU official suggested a 
nuclear deal with Iran is “in sight.” The 
French foreign office stated, “Nothing 
indicates Putin has made a decision yet,” 
although a Pentagon spokesperson ramped 
up the rhetoric with, “Putin gives himself 
more military options with each passing day” 
while German Chancellor, Olaf Scholz, 
(no relation to Hogan’s Heroes character, 
Sergeant Schultz), announced he expects 
clear steps from Russia for a de-escalation 
on the Ukraine border.
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