
Keeping it real ahead of the 
weekend!
While there was a lot of data and news 
out overnight, financial markets were 
relatively quiet. Yields continued their 
recent trend lower with the US 2 and 
10-years easing -4bps and -5bps to 
4.25% and 4.61%, respectively, which 
will weigh on NZ swap rates, although 
the move didn’t weigh too heavily on the 
USD-index which only eased back -0.1%. 
Somewhat confusingly, while the USD 
was lower, so was the NZD, AUD and the 
GBP, although the moves were modest. 
The biggest move was in USD/JPY, 
which fell to the 155.35 level after BoJ 
Governor Kazuo Ueda opened the door 
for a rate hike next week, announcing, 

“There was a lot of positive talk on the wage 
outlook. Based on that, we will discuss 
whether to raise interest rates at next 
week’s policy meeting, and we would like to 
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reach a decision.”

Equity markets were mixed, with the 
US bourses lower while the European 
markets closed higher. Commodity 
markets were mixed with oil prices -2.0% 
lower.

The slightly US-centric update!
US retail sales fell to their lowest level in 4 
months, increasing by 0.4% in December, 
yet, conversely, core retail sales, which 
are used to calculate GDP, increased 0.7% 
to reach its highest level in 3 months. In 
other headlines, the Philadelphia Fed’s 
manufacturing index surged to 44.3 in 
January from December’s revised -10.9, 
initial claims increased by 14k on the 
week to 217k, while the Atlanta Fed’s 
GDP forecast for Q4 GDP growth was 
revised up to 3.0% from 2.7%.

The minutes from the ECB’s December 
meeting highlighted a robust debate 
over the size of the rate cut (25bps vs. 
50bps), a relatively optimistic outlook 
for growth and inflation, and the decision 
to temporarily disregard any potential 
impact of the US elections on the 
eurozone economy. Another 25bp rate 
cut at the upcoming meeting looks likely.

The Bank of Korea surprised markets 
yesterday, leaving their cash rate 
unchanged at 3.0% against expectations 
of a 25bps cut. Interestingly, the central 
bank highlighted, “The USD/KRW 
exchange rate has risen considerably,” 
adding, “The weakening of the won could 
add to price pressures.” Could we see 
similar concerns about imported inflation 
from the RBNZ at next month’s meeting?  

The latest Australian jobs report 
appeared to show another stellar result, 
with 56.3k jobs added … but underneath 
the gloss and glitter there was weakness, 
with -23.7 full-time jobs disappearing, 
while part-time workers surged by 80k. 
The unemployment rate firmed from 
3.9% to 4.0% while the participation rate 
firmed a touch, from 67.0 to 67.1. 

Annual NZ food inflation rose from 1.3% 
to 1.5% in December. 

So … now we know what to 
expect for the next 4 years!
US Treasury Secretary nominee Scott 
Bessent is speaking to the US Senate 
confirmation panel. While it appears 
to be an opportunity for politicians to 
score some political points, Mr. Bessent 
announced, “We don’t have a revenue 
problem in the US we have a spending 
problem. (The new administration) will 
revive the American economy through pro-
growth regulatory policies, reducing taxes, 
and unleashing American energy. If the 
Trump 2017 tax cuts are not renewed, the 
US will face economic calamity. Inflation 
will be closer to Fed’s 2.0% target than we 
have been in the past few years. The Federal 
Reserve should remain independent. I see no 
reason for a Central Bank digital currency. 
The US should increase sanctions on Russian 
oil companies.”

Finally, Fed Governor Christopher Waller 
suggested, “As long as the data comes in 
good on inflation or continues on that path, 
then I can certainly see rate cuts happening 
sooner than maybe the markets are pricing 
in.”
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