
Sentiment improves, outlook 
doesn’t!
The University of Michigan consumer 
sentiment for the US unexpectedly 
jumped to 59.1 in December of 2022 
from 56.8 in November, beating 
market forecasts of 56.9 as preliminary 
estimates showed. Adding to the 
somewhat encouraging outlook was 
inflation expectations for the year-ahead 
eased to 4.6%, the lowest reading since 
September of 2021, meanwhile the five-
year outlook was steady at 3.0%.

The producer price index in the United 
States increased 0.3% month-on month 
in November and marginally above 
market forecasts of 0.2%, while the cost 
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of services increased 0.4%, the biggest 
gain in 3-months. Cost of goods edged up 
0.1%, led by a 38.1% increase in prices for 
fresh and dry vegetables while gasoline 
prices fell 6.0%.

Christmas came early… well not quite, but 
oil prices have fallen significantly, with 
WTI below $71 per barrel towards the 
end of last week. This is its lowest level in 
12 months and a weekly decline of more 
than 10.0%. This comes right in time as 
the government is set to unwind its 25 
cent subsidy put in place to help control 
the cost of living pressures. One of the 
primary drivers of the weaker fuel costs is 
the growing concern of a potential global 
recession-driven demand downturn, 
especially among advanced economies. 
Risk assets across the board seem to be 
taking a beating as both the S&P 500 
and the Nasdaq falling 0.7% as markets 
processed a slew of economic releases 
and continuing concerns about rate hikes.

A busy week for central banks
It will be a busy week in the US, with the 
Fed interest rate decision and the CPI 
report taking central stage. Headline 
inflation is expected to slow to 7.3% in 
November, from 7.7% currently, with the 
monthly CPI set to rise only 0.3%. On the 
Fed hiking track, markets are factoring in 
a 50bps hike following a consecutive run 
of four 75bps hikes. The Fed has already 
lifted its key interest rate by a cumulative 
3.75% since it initiated its hiking track 
in March, a rapid tightening pace by 
anyone’s standards. 

The US 10-year Treasury yield was down 
0.75% since last month’s peak, markets 
are already factoring in a substantial 
Fed ‘pivot’. This can also be seen by the 
wide 2-10-year spread, with the 2-year 
Treasury yield almost 80bps higher than 
the 10-year. Markets will be looking for 
a further easing in inflation pressures to 
justify the path already taken by bond 
market pricing. 

The Bank of England, the European 
Central Bank will be holding monetary 
policy meetings which may provide 
insight into what the consensus outlook 
is for 2023 and how the central banks 
see themselves positioned to weather 
the storm. 

In the UK, the BoE is expected to 
announce a 50bps rate hike on Thursday, 
following the 75bps from previous which 
was the biggest increase in borrowing 
costs in 33 years! Other key economic 
releases include the monthly GDP for 
October, while inflation figures will also 
be under the spotlight.

Over in China, industrial productions 
and retails sales for November will 
be released, two measures which can 
be expected to provide some insight 
into how the strict Covid policies have 
affected the economy.
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