
Markets in the US took the Fed Chairman's speech last night well, with risk
assets in the region rallying and bonds remaining fairly stable. This is despite
Powell providing both dovish and hawkish messaging throughout the speech,
without clearly sticking to one side. The central banker did allude to the fact
that the "disinflationary process" in the US economy has begun, but also stated
that additional rate hikes will likely be required in order to get year-over-year
inflation back down to 2%. He pointed out that this process of decreasing
inflation "is going to take quite a bit of time, and is not going to be smooth".
Powell was of course questioned about last Friday's stronger-than-expected
jobs data (Unemployment Rate came in at 3.4%, a 54-year low), and he
unsurprisingly said the Fed may need to raise rates more than what is currently
priced in if we continue to see higher inflation or jobs reports. He went on to
add that the strength seen in the US labour market is structural and due
somewhat to the pandemic, which shut off immigration for some time and led
to a shortage of workers in the country. He also believes these pressures are
beginning to abate, and that wage increases are also coming down. 
Overall, we believe the market has taken this messaging as a fairly dovish signal
from the head of the Federal Reserve, since he was once again presented with
an opportunity to lean against last week's post-meeting positive investor
sentiment, and did not take his chance to sound aggressive.
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Market Moves

Equities: Europe has opened in positive territory midweek, after Asian
equities remained mostly calm overnight in what was a quiet session,
and Wall Street saw a Powell-fueled rally on Tuesday. The main indices
are between 0.4 - 0.8% stronger at the time of writing, down slightly on
last week's closing levels. 
Materials, consumer discretionary, and industrials are leading the
charge higher on the continent on Wednesday, with energy being the
only sector in the red. We expect sector divergence to persist, as
corporate earnings remain in focus this week amid a relatively sparse
macro calendar.
VIX has moved mostly sideways and is trading at $18.90 today.
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Currencies: USD is edging lower in early European trade on
Wednesday, the world's reserve currency is of course reacting to
Jerome Powell's mixed commentary yesterday. The dollar, which had
been falling for four consecutive months, has bounced from a very
oversold state over the past week - bringing the dollar index up to
103.85 briefly yesterday.

Safe-havens: US Treasury yields are slightly lower on Wednesday, the 2yr at
4.4% and 10yr at 3.65%. Bond traders continue to digest Powell's speech
from yesterday, and place their bets on where they believe the terminal rate
will end up being in the States. 
Corporate bonds have traded mostly sideways in recent weeks, but are in
positive territory so far in 2023 as spreads with government bonds narrow
and general risk appetite picks up.

Looking ahead: Wednesday is set to be very quiet in terms of regular
economic data points, we will however get a few Fed officials speaking
throughout the afternoon (namely Fed's Williams, Barr, and Waller). Later
today Disney, CVS Health, Uber, and CME Group will each report.
Thursday and Friday could be marginally busier - as we see the release of the
latest European Commission economic forecasts, BOE Monetary Policy
Report Hearings, German January CPI, UK GDP, and US Consumer Sentiment.
Over the next two days we will also be hearing from Unilever, AstraZeneca,
Compass Group, AbbVie, PepsiCo, Philip Morris, PayPal, Enbridge, Honda,
Vinci, L'Oreal, Lyft, Zurich, Credit Suisse, and Credit Agricole.

Smurfit Kappa
Europe's leading corrugated packaging firm (and one of the biggest paper-
based packaging companies on the planet) Smurfit Kappa has this morning
released its full year 2022 numbers, in what it called "a year of extraordinary
circumstances". Profits before tax surged by 42%, up from €913m in 2021 to
the current €1.293 billion, while revenue increased by 27% to €12.815b. This
equated to an EBITDA figure of €2.36b, up 38% y/y and beating analysts'
forecasts for €2.29b. The company is also recommending a 12% increase in
the final dividend to 107.6 cent per share. 
Net debt of €2.99b was 1.3 times full-year EBITDA at the end of December, with
the ratio heading in the right direction over the course of the 12-month period
(down from 1.7).
For more detail on Smurfit Kappa and other Irish stocks, please tune in to our
recent Making Waves Podcast, available to view on our website as well as
Spotify and Apple Podcasts.


