
It was a great bank holiday 
weekend … although things have 
taken a turn for the worse!
This week is setting up to be the defining 
week, in both a geo-political and a 
financial markets perspective. 

Looking at the political side of things first, 
Sunday’s drone attack on a US base in 
Jordan has been claimed by the Islamic 
Resistance group from Iraq, although it is 
commonly acknowledged that the group 
is backed by Iran. The attack saw 34 US 
personnel injured, and 3-killed, which 
marks the first deaths of US troops by 
enemy fire since the Israel-Hamas war 
began, with the very real threat of an 
escalation after various congressional 
lawmakers called on President Joe 
Biden to retaliate directly against Iran 
following the attack. The President has 
vowed to retaliate, although Iran has 
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called accusations of its involvement 
“baseless”. On a positive note, negotiations 
to secure the return of the remaining 
Israeli hostages in exchange for a 45-
day ceasefire have been described as 
constructive.

Looking at the markets, traders’ 
attention this week will be predominately 
focused on Thursday morning’s FOMC 
announcement, and while Friday nights 
positive PCE print, which saw inflation 
fall to 0.6% on the month and 2.6% on 
the year with the core at 0.2% and 2.9% 
respectively, will be viewed as a positive, 
there is no expectation the Fed will adjust 
their policy settings this week. This point 
has since received further support after 
former Richmond Fed President, Jeffrey 
Lacker, announced he, “Expects the Fed to 
be averse to cutting rates too soon. The Fed 
should avoid declaring victory on inflation as 
the Fed needs to reestablish credibility and 
re-anchor inflation expectations. I do not see 
inflation expectations coming down to be 
consistent with 2% inflation as wage growth 
is still not consistent with a 2% inflation rate”.

In the Eurozone, ECB Governing Council 
member, Peter Kazimir, re-affirmed, 

“Acting hastily based on short-term surprises 
without having more clarity about the 
medium term would be risky. I am confident 
that the exact timing (of the rate cut), 
whether in April or June, is secondary to 
the decision’s impact. The latter seems more 
probable, but as soon as it is warranted, 
we won’t hesitate to act” while Luis de 
Guindos added, “We have seen good 
news on inflation recently, the ECB will 
cut interest rates when we are sure that 
inflation meets our 2.0% goal.” Needless 

to say, with spring approaching, French 
farming unions have threatened to 
block highways around Paris today, after 
government promises of aid fell short of 
expectations.

Looking beyond this week’s Fed meeting, 
we also have US non-farm payrolls, 
JOLTS job openings, PMIs, wages, and 
the unemployment rate releases, while 
globally we have the BoE policy decision, 
and Q4 GDP from the Eurozone, France, 
and Germany. We also have inflation 
updates from Australia, France, Germany, 
and unemployment prints from Japan, 
and Germany. In NZ, this week’s highlight 
will be this morning’s speech by speech 
by RBNZ Chief Economist, Paul Conway, 
in which he will comment on our recent 
data releases. 

Unsurprisingly …
… equity markets have lost some of 

their momentum with the increase in 
geo-political risks, although they have 
still predominately printed in positive 
territory, which has helped to provide 
a sense of calm. US bond markets, and 
the USD-index saw some safe haven 
buying, although it was subdued, with 
2 and 10-year yields just -4bp and -6bp 
lower at 4.33% and 4.10%, while the 
USD was 0.3% higher at the 103.50 
level. The NZD/USD and AUD/USD 
were surprisingly quiet, trading near the 
0.6100 and 0.6600 levels respectively. 
Commodity prices were mixed, with oil 
and energy products reversing Monday’s 
gains, while gold prices continued to 
grind higher.  
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