
Having raised rates by 425 basis points in 2022, including 75bp and 50bp
increments, it is now widely expected that the US central bank will slow the pace
of its hikes to 25bp when it releases later today. However, there is some
speculation building that Jerome Powell will lean towards the hawkish side of
things in his post-meeting press conference, amid a stronger than expected Q4
GDP result, rallying stock market, and a still tight labour market. This smaller
rate increase would see the Fed Funds rate lifted to a new range of 4.50 - 4.75%
today, its highest since 2007. In December, Fed officials forecast for the rate to
reach a peak of 5.1% this year, then to fall to 4.1% throughout 2024. It is worth
noting also that a 25bp increase today would bring rates above the US Core PCE
inflation figure for the first time in the current cycle, finally fulfilling one of the
definitions of a 'restrictive' monetary policy.
We see it as likely that Powell will reiterate the central bank has "more work to
do" in terms of bringing inflation back down to their 2% target. The Fed will be
cautious about sounding too dovish today, and also may try to downplay the
market's beliefs that they will implement rate cuts towards the back end of
2023. We also may hear once again that ongoing rate hikes are "appropriate"
with the balance sheet shrinking strategy (quantitative tightening) remaining in
place.
We note that there will be no new economic or interest rate forecasts from Fed
officials at this meeting, with the next set of projections due at the central
bank's March 22nd meeting.
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Market Moves

Equities: European stocks are cautiously heading higher on
Wednesday morning, as many market participants await this week's
central bank releases and further clarity from corporate earnings. The
EuroStoxx50 and FTSE100 are both currently 0.15% stronger.
US markets climbed on Tuesday - the main indices were between 1.1% -
1.7% higher while the VIX volatility index remained subdued and is
trading at $19.50 this morning. A lower quarterly 'labour cost' release
yesterday helped boost equities in the States. Usually this fairly
insignificant reading would fly under the radar, however today's Fed and
the narrative around disinflation brought some attention to it yesterday
afternoon.

Wednesday, 1st of FebruaryMarkets Outlook

Key Events to Watch
Federal Reserve Preview

Energy: Monthly OPEC+ meetings take place later today, where the 'cartel' is
expected to maintain its current oil production levels as it cautiously awaits
further information on the impact of China's economic reopening and the
latest sanctions on Russian supply. Brent Crude is flat at $85.40.

Currencies: The dollar is unsurprisingly seeing very quiet trade ahead
of tonight's Fed rate decision. Volatility is expected to pick up across the
currency space over the coming days, with the ECB and BOE still due to
report tomorrow, as well as important January jobs data out of the
States on Friday. 
EUR/USD is marginally higher to 1.089, while GBP/USD is flat at 1.232
this morning.

Looking ahead: Focus will be firmly on the Federal Reserve on Wednesday -
the bank is due to release at 7pm Irish time (2pm ET), with Chair Powell's
usual press conference taking place 30 minutes later, full preview below. Also
from the US, we will see some smaller jobs figures throughout the afternoon
as well as a Manufacturing PMI result.
Eurozone CPI inflation this morning will also be of importance, and may have
an influence on the ECB who release their February monetary policy
statement tomorrow at 1:15pm. The headline CPI for the bloc is forecast to
come in at 9.0% y/y down from the prior 9.2%, while the Core CPI is expected
at 5.1% y/y down from 5.2%. 
Later today we will hear from Thermo Fisher Scientific, T-Mobile, Meta
Platforms, and Boston Scientific, followed on Thursday by Shell, BT Group,
Apple, Amazon, Alphabet, Eli Lilly, Merck, Starbucks, Qualcomm, Ford, ING,
ConocoPhillips and many others.

Vodafone
Vodafone shares are 2% lower to £91.28 at the time of writing after the
multinational telecommunications firm this morning reported a slowdown in its
group service revenue to 1.8%. This is down from the previous quarter's 2.5%
result, and was mostly driven by declines in Germany, Italy, and Spain. 
Full year (ending March 31st) guidance was kept unchanged by the company's
new chief executive Margherita Della Valle. "We've already taken action,
including simplifying our structure to give local markets full autonomy and
accountability to make the best commercial decisions for their customers" she
said in a statement earlier today.
In Germany, Vodafone's largest market, service revenue fell by 1.8%, reflecting
customer losses after it was badly prepared for past changes in legislation.
However, its British division continued to perform strongly, with a 5.3% gain
supported by good customer growth and price increases.


