
Inflation eases ... sort of
Annual inflation in the US slowed to 6% 
in February 2023. Compared to 6.4% in 
January and the lowest since September 
2021. Breaking it down, food prices grew 
at a slower rate (9.5% previously 10.1%) 
while the cost of used cars and trucks 
continued to decline. Core inflation 
which strips out the cost of food and 
energy edged lower to 5.5% from 5.6%. 
While the result overall is a promising 
one, with prices generally decreasing 
or at the very least slowing down rates 
of increases, US inflation remains three 
times above the Fed’s target of 2%. 

Australian monthly consumer confidence 
held near its 30-year low, unchanged 
from March’s 78.5 as, “Confidence in the 
labour market is starting to wane. Areas 
of most concern remain: inflation; interest 
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rates; and the economy. Homebuyer 
sentiment dropped sharply to its weakest 
level since 1989.” Surprisingly, “there 
has been an 8.6% lift in house price 
expectations.” Meanwhile, business 
confidence in Australia decreased to 

-4.0 points in February from 6.0 points in 
January, while household spending data 
for February declined -0.1% m/m (prior 

-6.2%).

So, what will the Fed do on 
23-March?
The calls for next week’s FOMC meeting 
are bordering on extreme with CitiBank 
holding their 50bps call, 10 banks 
calling for a 25bps, 3 banks downsizing 
their call to a hold, while Nomura have 
called for a 25bps cut adding they are 

“forecasting a halt to the Fed’s balance 
sheet reduction, adding that a new lending 
facility is a possibility.” That is some range! 
Meanwhile, BlackRock sees no halt to 
the Fed’s rate hiking campaign as, “US 
authorities have acted decisively to protect 
depositors from the collapse of two regional 
banks. This is not a 2008 repeat. Yet we see 
this as an example of economic damage and 
financial cracks from rapid rate hikes. We 
prefer short-term government bonds for 
income. Most equities aren’t fully pricing the 
economic damage of hikes, in our view.”

In NZ, the local banks are now forecasting 
an RBNZ peak rate at 5.12%, from 5.38% 
3 weeks ago. In Australia, the market 
is picking a 3.87% cash rate peak in 
September.

And this is a bit concerning … JP Morgan 
believes there are more carry trade 
issues out there, and the Fed can’t 
support them all. “Yesterday, the Fed/FDIC 
provided funding support for a specific carry 
trade that was threatening market stability. 
Buying longer-term higher-yielding bonds 
and funding with short-term funds doesn’t 
work with steep yield curve inversion and 
downward pressure on the price of the long-
term yielding assets. While the Fed actions 
reduced the risk of this specific development, 
we believe there are many carry trades 
that will be under pressure, and it will not 
be possible to backstop all of them. Carry 
trades develop during a period of cheap 
financing such as the one we had over the 
previous decade and in particular during the 
post-COVID QE.”

The market took a breath of relief after 
a positive inflation result with both 
S&P 500 and the tech heavy Nasdaq up 
between 1%-2% respectively, while the 
US 10-year yield has passed the 3.6% 
mark. The NZD/USD recovery has been 
aided US inflation and is currently at 
0.6236 while the NZD/AUD currently 
sits at 0.9332.
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