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Currency Main focus of the week (S-T view)
EUR ECB pushing back on early rate cuts. EUR to firm
uUsD DXY to be driven by inflation
JPY GDP jump to help JPY
GBP CPI blip to cast doubt on cuts. GBP supported

Overnight comment — Quiet

US equities continued to make new highs on Friday. Many Asian markets were closed
for the Lunar New Year celebrations, with Japan’s markets closed for National Foundation
Day. Liquidity was thin. Those markets that were open were mainly a little lower. There
were no data releases of any significance. US equity futures are fractionally lower, while
European ones are a little higher. Commodity prices were little changed too. On Friday
the Fed’s Logan note that there was no rush to ease policy. She felt that the Fed could
take its time and assess the incoming data. Bostic also spoke on Friday noting that
headwinds to achieving the 2% inflation target remain and that the Fed must be resolute.
One might say that recent Fed speak has been consistent with the Dot Plot that implies
only limited easing this year. That message seems to be slowly getting through to
investors, with only 4~5 x 25bp cuts now priced into the Fed funds futures strip this year
but we expect it has further to go in coming months. FX markets were quiet too with the
DXY index broadly unchanged. USD/JPY drifted gently lower in the Asian session to
sit around 1.49.13 as European trade gets underway.

The ECB’s Panetta spoke over the weekend noting the time for a policy reversal was fast
approaching. He is at the dovish extreme of the ECB and his comments are rarely a good
guide for policy. De Cos released a press interview noting that confidence in the staff
forecasts had increased and growing confidence that the next move will be a cut. Centeno
noted that he would prefer gradual cuts and that the neutral rate was around 2%.
EUR/USD was little changed in Asian trade and sits around 1.0795 as Europe
opens. It was a quiet open in the UK. An interview with the Office of Statistics Regulation
noted with would be some ways to go before the UK can be sure its producing reliable
labour market statistics. GBP/USD was also little changed in the Asian session and
sits around 1.2635 as Europe opens.

Today’s Major Events and Data Releases
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Europe. The ECB’s Lane, De Cos and Cipollone all speak. Lane and De Cos speak at a
Bank of Spain/ECB/BIS conference on economic statistics. BoE Governor Bailey speaks
in the early evening.

US. The lone data release is the monthly budget statement. US fiscal policy is extremely
loose. The 7 February CBO estimate of the fiscal outlook suggests a deficit of 6.2% in
fiscal 2023 and sees limited prospects for any improvement over the coming decade. The
upcoming election doesn’t seem likely to be fought over the size of the deficit with the
fiscal hawks well and truly in hibernation. If anything, the bias for fiscal policy after the
election is for looser policy, despite the fact that it is already very loose. The Fed's
Bowman, Barkin and Kashkari speak all speak. The NY Fed also publishes its monthly
inflation expectations survey.
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