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Currency Main focus of the week (S-T view) 

EUR CPI bounce to ease rate cut pressure, support EUR 

USD Still healthy labour market data not likely to lift USD 

JPY PM Kishida’s woes no barrier to further JPY gains  

GBP Mixed data to leave GBP little changed   

 
Overnight comment – Quiet start to 2024 

Asian equities were mixed on the first day of trade in 2024, with HK/China leading the declines and 
South Korea the gains. In China, the Caixin PMI edged higher to 50.8 from 50.7. The rest of the 
Asian manufacturing PMI reports were mixed. China’s official manufacturing PMI, released on 
Sunday, dropped from 49.4 to 49.0, while President Xi’s New Year address underscored the difficult 
economic conditions. Oil prices also rose, with Brent futures moving above $78.5, as Iran sent a 
warship to the Red Sea as a response to the US sinking Houthi ships over the weekend. The DXY 
index initially firmed but gave up most of the gains into the London open. USD/JPY pushed a little 
higher in the wake of Monday’s earthquake to leave USD/JPY sitting around 141.50, as Europe 
opens. Note Japanese markets remain closed for the New Year holidays until Thursday.      
 
Bond markets are having no truck with the idea that the last mile in the inflation battle will be the 
hardest. They trade as if the battle is won, with rate cuts a matter of course. The only question for 
bond markets is how early the cuts will come, with the first 25bp cut by the Fed almost fully priced 
for mid-March, the first ECB cut more than fully priced by April and the first BoE cut fully priced by 
May. We continue to expect that the ECB will cut before the Fed. Bond markets look over-stretched 
and we expect the rally will falter in Q1 amidst a backdrop of heavy supply. For further declines in 
global bond yields more good news on the inflation front is required and that seems unlikely in the 
near term. For FX, we are already close to our end Q1 targets. If USTs underperform in coming 
weeks as seems likely, we suspect that the US dollar will reverse some of its recent losses.    
 
It was a quiet start to trade in the eurozone. Equity futures are modestly higher, while bonds look 
likely to open on the back foot. The main focus of the week is the CPI on Friday, where inflation is 
expected to move higher, with the consensus pegging a jump to 3.0%YoY in December after the 
2.4%YoY print in November. That said on-going progress on core CPI is expected, with a drop from 
3.6%YoY to 3.4%YoY. EUR/USD drifted a little higher overnight to sit around 1.1030 as Europe 
opens. The UK shop price index for December was unchanged at 4.3%YoY. Food inflation declined 
in YoY terms while prices elsewhere rose. Food inflation was flat on the month, meaning that base 
effects drove the YoY drop, while other prices rose a solid 0.5%MoM hinting at less progress on the 
disinflation front in December for the national CPI data. GBP/USD edged higher in Asian trade to 
sit around 1.2740 as Europe opens.  

                 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – M3 (%YoY, Nov) -1.0/-1.0 

US – Construction spending (%MoM, Nov) --/0.6 

   Source: Bloomberg 

 
Europe. The eurozone money supply data are likely to continue to indicate difficult economic 
conditions, with the YoY rate continuing to show M3 contracting. In addition to eurozone M3 data, 
the final estimate of the manufacturing PMI is due. At 44.2 the flash PMI implies manufacturing in 
the region remains in a deep recession. It is noteworthy that French manufacturing is now faring 
worse than German manufacturing.    
 
US. It is a slow start to a busy week in terms of data with just construction spending and the final 
manufacturing PMI due today. The US repo market will remain a focus given the volatility in the last 
few weeks of 2023. SOFR hit a new high at 5.40% on 28 December. Its likely that pressures will 
ease now that year end is in the rear view mirror but markets will be sensitive to any signs that this 
is not the case. Tomorrow’s FOMC minutes will be of interest given the dovish December FOMC 
meeting. Note that Mester, Barkin, Bostic and Daly replace Harker, Kashkari, Logan and Goolsbee 
this year as FOMC voters. In our opinion, the voting roster will be a fraction more dovish in 2024.      

Market summary 
(Source: Bloomberg)  
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