
US interest rates were increased last night to their highest level since 2007,
as the Federal Reserve hiked by a smaller 50bp to 4.25 - 4.50% as expected.
Trade was choppy last night following the release, with the S&P 500 selling off
initially as traders perceived the messaging to be slightly more hawkish than
was priced in. The benchmark equity index ultimately finished the session
down by 0.6% while US Treasuries were actually relatively quiet given the
magnitude of the release.
In his post-meeting press conference, Fed Chair Jerome Powell said: "We've
covered a lot of ground and the full effects of our rapid tightening so far are
yet to be felt. We have more work to do." He also welcomed the recent
reductions seen in both CPI and PPI inflation but warned "it will take
substantially more evidence to give confidence that inflation is on a sustained
downward path". 
In terms of the Fed's updated interest rate projections, the new median
estimate is for the Fed Funds rate to end 2023 at 5.1%, up from the
September forecast for a peak of 4.6%. Most policymakers at the Fed now
expect rates to decline to 4.1% in 2024 and 3.1% the following year. This
compares to the previous 3.9% and 2.9% forecasts, respectively. "I wouldn't
see us considering rate cuts until the committee is confident that inflation is
moving down to 2% in a sustained way - that's the test".
The Fed are scheduled to issue their first release of 2023 on February 1st,
where most of the market currently expects a smaller 25bp move with a
minority looking for another 50bp. Most investors then expect the US central
bank to pause somewhere either side of the 5.00% mark.
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Market Moves

Equities: The main equity indices in the Eurozone are about 1.25%
weaker at the time of writing on Thursday morning, as investors show
some slight nervousness ahead of the ECB in the early afternoon.
Markets are also reacting to the Fed last night, taking the release to be
slightly more hawkish than was expected. Markets closed lower on
Wall Street last night, with S&P 500 futures down a further 1%
overnight. 
Switzerland's SMI index is also 1.2% lower after the SNB opted to go
for a 50bp hike to 1.00% earlier today. London's FTSE100 is roughly
0.7% weaker ahead of the BOE. The VIX actually moved lower
yesterday, and is currently trading at $21.80.
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Key Events to Watch
Federal Reserve

Currencies: The US dollar is stronger on Thursday after the somewhat
more hawkish Fed last night. The dollar index, which measures the
world's reserve currency against a basket of six other major currencies,
is 0.4% higher to 103.85. The index has bounced off a 6-month low
seen earlier this week.
EUR/GBP remains quiet at 0.86, likely to see some moves later today.

Monetary Policy: We will be closely watching the Bank of England's release
at noon - BOE voting members are said to be split in opinion between a
25bp, 50bp, or indeed another 75bp move today.
Even more importantly, the European Central Bank are due to release their
monetary policy statement and rate decisions at 1:15pm today, and will be
shortly followed by Lagarde's usual press conference 30 minutes later. Most
market participants expect the bank's Main Refinancing rate to be increased
by 50bp to 2.50%, which would also mean a new Deposit Facility rate of
2.00% and a Marginal Lending rate of 2.75%. The likely smaller 50bp rate
hike today has been well communicated over recent weeks by the ECB, with
the more hawkish members of the central bank signaling that they would be
willing to compromise.
The ECB will also release its latest economic projections for the Eurozone,
and will likely outline its plans to shrink its almost €5 trillion bond portfolio.
With regard to forward guidance, we expect Lagarde to reiterate that
economic data will determine future moves, and that they will make
decisions on a meeting-by-meeting basis. She will also likely stress that this
week's hike is not the last of this cycle.

The Economic and Social Research Institute (ESRI) has said its expects the
Irish economy to grow "at a significantly reduced pace" in 2023 given the
relatively strong likelihood of a recession in neighbouring countries and also
continuing cost of living pressures at home.
The institute forecasts that the economy will grow by 10.8% this year
followed by 3% in 2023, in GDP terms. Using the Modified Domestic Demand
measure, it expects the Irish economy to grow by 8.4% this year before
slowing to 2.2% next year. It also views inflation averaging out in 2022 at 7.9%
before falling to a still-elevated 7.1% next year. 
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