
Federal Reserve voting members last night came to a unanimous decision to hike
US interest rates by a smaller 25 basis points, bringing the Fed Funds rate to a
new range of between 4.50 - 4.75%. This smaller hike however came with the
warning that "ongoing increases" will be needed in order to get inflation back
down to 2%. The central bank also noted that while inflation has "eased
somewhat", it still remains "elevated". 
This quarter-point increase represented a break from the unusually large half and
three-quarter point rate hikes seen from the Fed in 2022, and has given both
bond and equity markets in the region a boost. It is also worth noting that Jerome
Powell had a chance yesterday to speak about markets getting overly excited, and
he did not take this opportunity. Instead he said a lot of tightening has already
happened - these comments have helped ease some investors' concerns and
have underpinned asset prices in the meantime.
The Fed Chair still did remain chiefly concerned about the risks of doing too little
to tame inflation rather than squeezing the economy too much. He also appeared
to rule out pausing rate hikes and then restarting them at a later date, indicating
that policymakers at the Fed would prefer to implement all the tightening in one
cycle. 
As of this morning, most market participants are pricing in for the Fed to increase
rates by another 25bp at their next meeting on March 22nd, with a minority of
investors looking for no change to rates. Most of the market is expecting a pause
somewhere either side of the 5.00% mark, with rate cuts also priced in for
November and December of this year. 
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Market Moves

Equities: European markets are rallying ahead of the ECB and BOE later today
- Germany's DAX is higher by 1.5% at the time of writing to trade a fresh 12-
month high around €15,440. Britain's FTSE100 is currently half a percent
stronger and is making up some lost ground from the last couple of weeks.
Despite some still-hawkish comments from the Fed Chairman Jerome Powell,
US stocks rallied into the close last night as traders focused on other points
from the central banker, including the fact he could say "for the first time the
disinflationary process has started". The benchmark S&P 500 traded over 1%
higher on Thursday, with the tech-heavy Nasdaq gaining 2% to reach its highest
prices since September.
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Fixed income: Bond markets in the US caught a bid yesterday, as the region's
policy-sensitive 2yr yield dropped to 4.1% and the 10yr got below 3.4%. This of
course came after the world's most influential central bank, the Federal
Reserve, opted to go for a smaller 25bp move. 
Closer to home, Irish bond markets have been mostly quiet this week as we
await the ECB release later today - Irish 10yr is currently yielding 2.68% in
nominal terms. German bonds will be watched closely by traders today, and will
clearly also be very sensitive to any change in language from the ECB. The
region's bond market was little changed yesterday after mixed Eurozone CPIs.

Monetary Policy: Two more crucial central bank releases are due today, after the
Fed reported last night. First, the Bank of England are due out at midday, and then the
ECB will release at 1:15pm.
Investors are currently pricing in a roughly two-in-three chance that the BOE will raise
rates by 50bp today, bringing the UK rate to 4.00%. The vote on the size of today's
hike is likely to be split, updated economic forecasts and Governor Bailey's press
conference will also be points of focus. We see it as likely that the BOE will pause
around the 4.50% mark later this year.
The ECB are widely expected by markets to hike rates by 50bp again - a move which
would bring the central bank's Deposit Rate to 2.50%, Main Refinancing Rate to 3.00%,
and Marginal Lending Rate to 3.25%. We got a mixed set of Eurozone inflation results
yesterday, with the headline CPI figure falling to 8.5% y/y versus 9.0% expectations but
the Core CPI rate remaining unchanged at 5.2% y/y ahead of 5.1% forecasts. The
Eurozone also unexpectedly grew in Q4, which will be a point of debate for ECB
members today.
While a half-point increase is already priced in, investors will be more concerned
about any clues ECB President Christine Lagarde may give on future borrowing costs
in the region. At its December meeting, the ECB said rates "will still have to rise
significantly at a steady pace". We may get more information about the bank's QT
programme, which kicks off in March at a rate of €15b per month.

Meta 
Facebook and Instagram owner Meta has forecast stricter controls this year and
first quarter sales that could exceed economists' estimates, which sent the shares
up by a notable 19% in after-hours trade overnight. The firm has also announced
a new $40 billion share buyback scheme, with CEO Mark Zuckerberg calling 2023
Meta's "Year of Efficiency". Costs will reportedly be cut this year by $5b to a range
of $89b - $95b, down from the previous $95b - $100b guidance that was given.
Meta have forecast first quarter revenue of between $26b - $28.5b, in line with
analysts' average estimates for $27.14b.
Q4 net income fell to $4.65b ($1.76 per share, vs expectations for $2.22), down
from the $10.29b ($3.67 per share) seen one year prior. This was largely due to a
$4.2b charge due to cost-cutting moves such as layoffs. Q4 revenue came in at
$32.2b, down 4% y/y but slightly ahead of market expectations.


