
January effect!
US CPI data for January was released 
overnight and as alluded to yesterday, 
printed stronger than expected. Looking 
at the figures, against expectations 
of a 0.3% increase, headline inflation 
accelerated to 0.5% in the January 
month which pulled the annual figure 
higher - from 2.9% to 3.0%. The story 
was similar for core inflation as it 
overshot expectations, printing at 0.4% 
in the January month to bring the annual 
figure to 3.3%. The uptick in prices last 
month was wide-ranging, affecting car 
insurance, airfares, medicine and even 
eggs!

This was the fourth consecutive January 
CPI print that has overshot expectations 
and while this implies some level of 
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seasonality, markets pushed out their 
rate cut expectations with the first 2025 
cut by the Fed now forecast by December 
this year. Treasury yields pushed higher 
with the 2-year 8bps higher at 4.36%, 
while the 10-year is 9bps higher at 4.63%. 
This is likely to push local swap rates 
higher on open today. 

As usual we got a few opinions from Fed 
members with Fed Chair, Jerome Powell, 
taking a glass half full approach stating 
that “Today’s inflation print shows we’re 
close but not there yet on inflation”, while 
his colleague, Austan Goolsbee saw it as 
more glass half empty, stating that the 
recent CPI print was “sobering” and that if 
they had multiple months of CPI like data 
like today then the Fed’s job is clearly not 
done.

Tariffs and peace
Trump was on a mission of peace 
overnight, stating that he would visit 
Putin in Russia and will start negotiations 
on ending the war in Ukraine, while 
Trump also had a call with the Ukrainian 
President. This helped improve the risk 
sentiment in markets. 

After markets initially reacted to the 
US CPI release with a stronger USD 
which pushed the NZD/USD down to 
0.5601, it was reported that the EU 
trade chief had talked to members of US 
President Donald Trump’s team about 
finding a tariff solution, stating that 

“Cooperation is our preferred option. So, we 
remain committed to constructive dialogue 

and finding negotiated solutions, while 
protecting the EU interests — the same way 
the U.S. is protecting theirs.” This headline 
led a softening in the USD which allowed 
the NZD/USD to recover back to where 
it was before the US CPI release - around 
the 0.5640 area. 

Later today
Locally, we have two noteworthy data 
releases today. Firstly, this morning we 
have the January update for electronic 
card retail sales followed this afternoon 
by the RBNZ’s inflation expectations 
survey. The RBNZ views the inflation 
expectations survey as a key indicator 
and the update will hopefully give the 
RBNZ further confidence that inflation 
is back in the bag. Any result is unlikely 
to change the outlook for a 50bp OCR 
cut next week, which is fully priced by 
markets.
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