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Weekly Highlights 

 

 Solid labour market data lift UST yields and DXY 

 Earnings and inflation in focus 

  

 Yen under pressure as elevated hopes of BoJ tightening unwind 

 The last hurrah for the Tokyo CPI, lower in 2023 

 

 Rising core CPI supports ECB hawks case for rapid tightening 

 Eurozone labour markets still an inflation risk 

 

 RMB extends re-opening rally 

 More relaxation of regulations to support growth 

 

 Core inflation pressures are unrelenting in EM-Asia 

 BoK will likely undertake another 25bp hike to quell inflation 

 

 LatAm markets turn defensive on the Fed. Brazil fiscal risks elevated 

 CPI data in focus 
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US – Inflation, earnings in focus     

Major Events and Data Releases 

Date Event Survey Prior 

9-Jan Consumer credit ($bn, Dec) 25.0 27.1 

10-Jan Small business confidence (DI, Dec) 91.5 91.9 

12-Jan CPI (%MoM, Dec) 0.0 0.1 

 Core CPI (%MoM, Dec) 0.3 0.2 

 Jobless claims (k) -- 204 

13-Jan U Mich consumer sentiment (DI, Jan) 60.5 59.7 

    

Source: Bloomberg 

 
The US dollar showed limited reaction to a solid JOLTs report on Wednesday but 
the combination of a solid ADP and low weekly jobless claims on Thursday, 
backed up by Fed speakers trying to hammer home the message from the 
December FOMC minutes (No interest rate cuts in 2023) saw short-dated yields 
jump and the DXY index push higher. The failure of the Republican party to elect 
a speaker bodes ill for a debt ceiling agreement down the line but it is too early 
for investors to worry about that for now – plenty else to focus on. Friday’s non-
farm payrolls were mixed with payrolls growth firmer than expected and revisions 
in the household survey pushing the unemployment rate back down to the cycle 
low at 3.5%. However, a soft average earnings print combined with downward 
revisions to prior months’ data left earnings a lot softer in YoY terms and markets 
were relieved, which allowed hopes for a soft landing to get some momentum. 
UST yields pushed lower as did the DXY index in the wake of the payrolls report 
and even lower still in the wake of the very weak services ISM report that was 
likely hit by the weather. This still left the US dollar as one of the best performing 
G10 currencies. CAD topped the G10 rankings. The Canadian labour market data 
blew the consensus forecasts out the water leaving CAD up sharply on the day.        
 
Outlook 
Inflation remains the focus for most investors and Thursday’s CPI report is likely 
to show better progress at the headline level than the core. Lower gasoline prices 
will keep headline prices close to flat on the month, while core prices are seen 
expanding at 0.3%MoM – a level that will keep the Fed hiking given the strength 
of the labour market. Earnings season gets underway this coming week, with a 
slew of financial reporting. One focus in earnings this time round will be margins 
against a backdrop of tighter Fed policy. If companies keep margins elevated, it 
is another reason for the Fed to keep hiking rates. If margins start to decline, then 
the Fed can start to think about a peak for rates. Outside the CPI, the data are 
mainly second tier. Consumer credit will likely continue to expand as the cushion 
of Covid savings declines. Small business sentiment, jobless claims and the 
University of Michigan consumer sentiment are all due. None of these metrics are 
forecast to change a great deal. Price expectations will be a focus in the survey 
data. For now these have remained quite well behaved. There are a number of 
Fed speakers due next week and it will be interesting to hear how the asses the 
labour market data released in the first week of the year.     
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Japan – The last hurrah for the CPI. Downhill in 2023 

Major Events and Data releases 

Date Event Survey Prior 

10-Jan Tokyo CPI (%YoY, Dec) 4.0 3.7 

 Ex ff&e Tokyo CPI (%YoY, Dec) 2.7 2.4 

 Household spending (%YoY, Nov) 0.5 1.2 

11-Jan Leading index (Nov) 97.6 98.6 

12-Jan Current account, sa (¥bn, Nov) 658 609 

 Bank lending (%YoY, Dec) -- 2.7 

 Eco watchers survey, outlook (DI, Dec) 45.1 45.1 

13-Jan M3 (%YoY, Nov) -- 2.7 

    

Source: Bloomberg 
 

It has been an interesting week for the yen against a backdrop of on-going 
speculation on BoJ policy in the wake of the 20 December surprise widening of 
the YCC bands from +/-0.25% to +/-0.5%. Given how dismissive the BoJ has 
been of JGB market functioning in the past, its assertion that this was the reason 
for the tweak rings hollow. Political interference seems a more likely explanation 
given the plunging ratings of the Kishida administration. It wants to be seen to 
be doing something. In the wake of the move, the BoJ has been forced to 
intervene even more heavily in the JGB market conducting a series of scheduled 
and unscheduled buying operations and pushing its holdings of JGBs above the 
50% level. Early in the week the Nikkei reported that the next iteration of the 
BoJ’s forecasts will see the CPI approach the 2% level at the back end of the 
forecast horizon. This would be a major step on the way to ending negative 
interest rates. Later in the week Bloomberg reported that the BoJ sees no rush 
to proceed with tighter policy and wishes to assess the impact of the wider YCC 
band in the first instance. Very weak wage data also hinted that the BoJ’s CPI 
forecasts might be overly optimistic. The yen is among the worst G10 performers 
this week reversing some of the major gains made since 20 December. The yen 
did trim some of its sharp losses over the week on Friday after the US data 
reports.            

Outlook 
Cynics might say that one reason for the BoJ tweak was to take advantage of 
elevated inflation that is not likely to last. The Tokyo CPI for December will likely 
push higher but in Q1 inflation in Japan will ease sharply as government 
subsidies reduce energy costs for consumers. Government measures will knock 
over 1.0pp off energy prices this for much of this year and with energy prices 
falling and the yen off recent lows, the energy contribution will rapidly fade too. 
Other data on the week include household spending and the economy watchers 
survey. Note that consumer confidence edged higher this week, hinting that the 
outlook in the economy watchers survey will do the same. MoF will also release 
its monthly portfolio flow data alongside the current account. These flows will 
capture the last few trading days of the year, which is traditionally a quiet time 
but will this time round include the period after the BoJ tweak. Higher domestic 
yields are likely to solidify the retreat from overseas bonds that has been on-
going for months.              
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Europe – Eurozone labour market to remain tight        

Major Events and Data Releases 

Date Event Survey Prior 

9-Jan EZ – Unemployment (%, Nov) 6.5 6.5 

12-Jan EZ – ECB economic bulletin -- -- 

13-Jan EZ – Trade balance, sa (€bn, Nov) -20.0 -28.3 

 EZ – Industrial production (%MoM, Nov) 0.5 -2.0 

 UK – GDP (%MoM, Nov) -0.3 0.5 

 UK – PPI (%YoY, Nov) 16.4 17.1 

    

 Source: Bloomberg 
 

Gas prices were a key driver of European asset prices in 2022 and will likely 
remain so in H1 ‘23. An extremely warm winter, with temperature records falling 
in numerous places across the continent, would usually provoke concerns about 
global warming but this year the warm winter is a blessing, limiting downside 
risks for the economy, lowering inflation and inflation expectations, boosting real 
rates and lifting activity and confidence, which all help boost EUR. Storage 
levels at the start of the year are way above usual levels as 1) the winter has 
been warm not only in Europe but in Asia too which has limited competition, 2) 
weak activity levels and fuel switching have limited demand for gas and 3) efforts 
to bolster supply via installation of floating LNG terminals have had some 
success. The key release of the week was the inflation data. While headline 
inflation declined more than expected taking the CPI out of double-digit territory, 
the hawks at the ECB will note that core CPI accelerated from 5.0%YoY to 
5.2%YoY. In the UK, the lone release of any interest was the BoE’s Decision 
Maker Panel survey for December. These showed expectations of higher 
inflation at the 3-year horizon vs last month interrupting a downward trend and 
higher wages in the coming year at 6.3% up from 5.8%. This is far above levels 
consistent with the 2% inflation target. Both EUR and GBP softened against the 
US dollar this week although both enjoyed a large post-payrolls bounce that 
significantly trimmed the declines.  
 
Outlook 
We judge the eurozone labour market to be less stretched than the US labour 
market, in large part thanks to the rise in participation in the wake of the 
pandemic, while US participation had declined. Certainly, less easy access to 
early retirement in the eurozone is one factor here. Better healthcare for the 
average person is also likely a factor. Nonetheless, as the eurozone labour 
market report will highlight, the labour market is uncomfortably tight and with the 
risks of a deep recession receding alongside falling energy prices, it likely 
emboldens the hawks on the ECB to keep pushing rates higher. We currently 
look for 50bp in February and further 25bp hikes in March and May. Comments 
from the ECB’s Villeroy that the hiking cycle could end by summer imply upside 
risks to market pricing of ECB hikes. Eurozone industrial production data are 
also due late in the week. A modest gain is expected but it will still leave the 
level of production in Q4 to date below Q3 levels. UK GDP is likely to decline in 
November but the solid gain in October will limit the decline in Q4 GDP as a 
whole. The UK remains on course to complete 2 consecutive quarters of 
declining GDP in Q4 ’22.       
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China – RMB extends re-opening rally 

Major Events and Data Releases 

Date Event Survey Prior 

9-15 Jan New loans growth (CNY bn, Dec) 1150 1213.6 

 Agg. financing (CNY bn, Dec) 1600 1987.4 

 Money supply M2 (%YoY, Dec) 12.4 12.4 

12-Jan CPI (%YoY, Dec) 1.8 1.6 

 PPI (%YoY, Dec) -0.1 -1.3 

13-Jan Exports (%YoY, Dec) -12.0 -8.9 

 Imports (%YoY, Dec) -9.9 -10.6 

 Trade Bal. (USD bn, Dec) 77.97 69.25 

    

Source: Bloomberg 
 

Spot CNH extended its rally below the 6.86 level as the China reopening trade 
gained momentum. Fears of a new variant emerging from massive infection 
receded, as more patients recovered and returned to work. Mobility traffic, as 
gauged by the pick-up in daily metro passenger volume, is increasing. Headlines 
on a fresh China stimulus package and further relaxation of regulations are 
positive for the RMB outlook as well. The media reported that China will allow 
property developers to add more leverage by easing borrowing caps and 
pushing back the grace period for debt repayment dates. Subsequently, China 
A-shares and HK equities rallied notably on capital inflosw for Chinese 
investment. The simulated CFETS RMB basket index recouped 100 handle as 
well.  

Outlook 
We expect the China reopening trade to gain momentum if there is no new Covid 
variant emerging from the massive infection. In this case, the Chinese 
population will probably reach herd immunity at a faster pace and the China 
recovery will come sooner than expected. The China’s policy focus to support 
growth points to more stimulus and relaxation of regulations being on the cards. 
Considering the rising recession risk for other major economies, Chinese 
investment looks appealing and capital inflow will offer more support to the RMB. 
The China border-reopening due on 8 January, if completed smoothly, will fuel 
confidence on the growth outlook. On the data front, China’s credit expansion 
for December will continue at a robust pace given the PBoC policy guidance 
and Required Reserves Ratio (RRR) cut. CPI inflation is expected to pick up 
slightly as the Covid infections cause disruption on the supply side. The trade 
figures for December will weaken further given rising global recession risks and 
the disruption of domestic production against a backdrop of elevated Covid 
infection.  
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EM Asia – Regional inflation pressures remain high. BoK set to raise rates 

Major Events and Data Releases 

Date Event Survey Prior 

9-Jan Australia Building Approvals (%MoM,Nov) 0.0 -6.0 

10-Jan Korea C/A balance ($mn, Nov) -- 883.4 

  Philippines Trade Balance ($mn, Nov) -4328 -3310 

11-Jan Australia CPI (%YoY, Nov) 7.3 6.9 

  Australia Retail Sales (%MoM, Nov) 0.6 -0.2 

  Korea Unemployment (%, Dec) 3.0 2.9 

  Malaysia Ind’ Production (%YoY, Nov) 3.9 4.6 

12-Jan Australia Trade Balance (A$bn, Nov) 11.5 12.2 

  India CPI (%YoY, Dec) 5.8 5.9 

  India Industrial Production (%YoY, Nov) 3.7 -4.0 

13-Jan Bank of Korea 7-Day Repo Rate (%) 3.50 3.25 

    

Source: Bloomberg 
 

Vietnam’s Q4 GDP growth printing at 5.9% YoY meant that full year 2022 growth 
was a stellar 8.0%. In Q4, the service sector was a major contributor amid 
support from accommodation and arts, entertainment and recreation as tourism 
recovered. The higher activity level squares with higher December inflation 
outturns of headline and core rising to 4.5% and 5.0%YoY, respectively. Demand 
pull pressures are evident as core inflation increases outpace headline. Similarly, 
in the Philippines, headline inflation rose to 8.1%YoY in December alongside a 
significant jump in core inflation to 6.9%YoY from 6.5%YoY. Meanwhile, 
Thailand's headline inflation for December printed at 5.9%, a notch higher than 
November's 5.6% while core inflation sticks at 3.2%YoY. With Chinese tourist 
set to stream in and boost economic activity, core inflation sticking above 3% is 
more likely than not. The anticipated tourism boost has certainly supported the 
THB’s YTD regional out-performance gaining 1.7% thus far against the USD.  
   
Outlook 
For Australia's monthly inflation print which is an imperfect proxy to the quarterly 
measure, expectations are for both headline and trimmed mean to remain 
uncomfortably elevated. Labour market gains point to substantial underlying 
support in terms of wage growth and purchasing power. The upshot is that the 
RBA cannot take their foot of the 25bp pedal yet, even as housing prices slip.   
The inflation fight will continue for the BoK, which is expected to increase its 
policy rate by another 25bp. December's headline inflation stayed at 5.0%YoY 
similar to November's print while core inflation softened to 4.1% from 4.3%. 
Looking ahead, the increase in electricity tariffs by 9.5% from end-2022 will add 
to cost pressures for business and increase household utility bills. While the tax 
reduction on fuels has been extended until end-April, the tax reduction on 
gasoline has been adjusted downwards from 37% to 25%. These administrative 
increases will indirectly add to second round pass-through effects. Critically, this 
pass through looks to be enabled by healthy aggregate wage growth ranging 3-
5% over Aug-Oct 2022. Unrelenting industrial action also tells of the adverse 
feedback loop between wage and inflation expectations. 
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Latin America – CPI data in focus  

Major Events and Data Releases 

Date Event Survey Prior 

09-Jan Mexico CPI (%YoY, Dec) 7.84 7.80 

10-Jan Brazil CPI (%YoY, Dec) 5.58 5.90 

11-Jan Mexico Industrial Production (%MoM, Nov) -- 0.4 

 Brazil Broad Retail Sales (%MoM, Nov) -- 0.5 

12-Jan Brazil Service Activity Index (%MoM, Nov) -0.1 -0.6 

 Argentina CPI (%YoY, Dec) -- 92.4 

 Peru Reference Rate (%) -- 7.50 

13-Jan Brazil Economic Activity Index (%MoM, Nov) -- -0.05 

Source: Bloomberg 

 

The Fed’s warning about investors underestimating its will to keep interest rates 
high caused markets to become defensive over the week. In Brazil, fears that 
the new administration will test the limits of fiscal policy added volatility to 
Brazilian assets. President Lula said in his inauguration speech that state 
development bank BNDES will play a role in fomenting growth.  

Datawise, consumer prices in Colombia jumped 1.3%MoM in December, the 
sharpest increase for the month since 1994. On an annual basis, inflation 
accelerated further from 12.53% to 13.12%. Importantly, core inflation topped 
9.99% in December, suggesting price increases are widespread in the economy. 
We expect the Colombian central bank to continue raising interest rates on the 
back of increased inflationary pressures. Elsewhere, inflation in Chile slowed 
less than expected in December, ending last year at 12.8%YoY. Albeit also 
slowing, core inflation remained high at 8.60%. Meanwhile, the country’s 
economic activity index, a good proxy for GDP growth, showed that the 
economy weakened in November after a brief resurgence. 

Outlook 
After a weak start to the year, the economic data calendar in Latin America will 
gain relevance next week, with Argentina, Brazil, and Mexico scheduled to 
release CPI figures for December. While inflation in Brazil is forecast to continue 
moving lower, approaching the central bank’s target band, Mexico is expected 
to witness a temporary pause in the downward trend in its inflation, and 
Argentina will likely see price pressures accelerate. The Brazilian central bank 
was not only one of the first in Latin America to begin hiking interest rates this 
cycle but also adopted a very aggressive policy stance, which is bearing fruit 
now. Meanwhile, in Argentina, negative real interest rates and a faster 
depreciation of the official exchange rate (needed to reduce the spread with the 
parallel rate as part of the IMF deal) will push inflation towards 100%. The 
government’s strategy of curbing inflation through price controls has been a 
resounding failure. For this year, most countries in the region will continue to 
see inflation slowing, but more gradually, as the bulk of the impact of lower 
commodity prices gets behind us. That means inflation will remain 
uncomfortably high, prompting central banks to postpone rate cuts to later this 
year or even 2024. 
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