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Equities: Markets are selling off again on Friday morning, albeit in a much
slower fashion than on Thursday. At the time of writing, the EuroStoxx50 is
down by 0.8% to trade its lowest prices in just over a month, after the
index lost 3.5% of its value yesterday.
Central banks this week have driven the move lower, with weaker monthly
retail sales from the US yesterday also adding to the sell-off. Markets had
been rallying and pricing in lower inflation over the past couple of months,
but even now as falling CPI and PPI results are coming to fruition, we are
still hearing a hawkish tone from leaders of the main central banks.
Markets in Europe yesterday had somewhat of a wakeup call as the ECB
forecasted inflation to remain above its 2% target even as far out as 2025,
and stated that this hiking cycle will need to go on for longer than was
previously thought.

Currencies: FX markets have seen heightened volatility in the wake of this
week's key monetary policy statements. EUR/USD and GBP/USD have seen
fairly choppy trade, at 1.065 and 1.217 this morning as traders attempt to
digest their respective central bank releases. EUR/GBP has broken a
resistance point and is up to 0.875.

Fixed income: Sovereign bond yields in the Eurozone increased on Thursday as
the ECB laid out plans to reverse some of its previous bond purchases and also
stated its higher interest rate intentions. Germany's benchmark 10yr yield is up
to 2.17% this morning while France's equivalent is at 2.69% (both at 5-week
highs).
In the US and UK this week bond markets' reactions to central bank releases
have been more subdued. Both are mostly flat over recent days, US bonds in
particular are likely being supported by fears over a sharp slowdown in the
global economy next year.
Looking ahead: This afternoon is set to be fairly muted on the economic data
front, with the exception of the US Services and Manufacturing PMI releases for
the current month. These come after the Eurozone saw mostly stronger than
expected (but still contractionary) results this morning.
Next week we may see markets begin to quieten down as investors look towards
the Christmas break. The highlights of next week will include: The Bank of Japan's
rate decision (Tuesday), Canadian CPI and US Consumer Confidence
(Wednesday), and US Core PCE inflation (Friday). Beyond this, data will be very
sparse over the break, with the exception of a couple of individual Eurozone
nation's CPI prints ahead of the full Eurozone figure on January 6th.

On Thursday we saw the ECB raise its main interest rates for the fourth
consecutive time, opting to go for a smaller 50bp move after what were two 75bp
hikes in a row over recent months. ECB President Christine Lagarde was more
hawkish-sounding yesterday, and stressed the fact that rates in Europe may well
need to move higher than the previously expected 3%. It is clear that the ECB are
very uncomfortable with current levels of inflation and now believe more will need
to be done in terms of rate hikes.
As was widely expected, the central bank also laid out plans to reverse years of
asset purchases. They are now set to reduce monthly reinvestments from the APP
(Asset Purchase Programme) by €15b starting in March and will revise the pace of
balance sheet reduction in July.
Interestingly, and despite clearly voicing their concerns about persistent inflation,
the statement said that the ECB currently expects any recession to be "relatively
short-lived and shallow". In terms of updated economic projections, inflation
expectations were increased and it is now seen at an average of 6.3% next year (vs
prior 5.5%) and 3.4% in 2024 (vs prior 2.3%). Even by 2025, the ECB still only sees
inflation getting down to 2.3%. Initially driven by excess money in the system and
Covid-related supply chain issues, Eurozone inflation has stayed high this year on
the back of soaring energy prices. However, food and services costs have become
increasingly prominent over recent months, meaning inflation is now far more
broad-based across the economy.
The ECB now forecasts for GDP growth to come in at just 0.5% in 2023, compared
with their estimates for 0.9% just three months ago. In 2024 and 2025 it is
forecasting for 1.9% and 1.8% growth.
Irish banks have said they will all be passing yesterday's rate hike on to tracker
mortgage customers, but variable and fixed rate borrowers will be spared for now.
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Building materials giant CRH has announced the establishment of a new venture
capital unit. 'CRH Ventures' will have access to $250m of funding, and reportedly
will be used to support the development of new technologies and innovative
solutions to the construction industry's needs.
It aims to invest in companies that are developing the next generation of advanced
sustainable building products and accelerating the industry's path to
decarbonisation. "CRH Ventures will serve as a valuable partner to start-ups and
entrepreneurs that will benefit from the technical capabilities, knowledge and
expertise of a global industry leader, to pilot and scale new technologies and
innovations that will enable safer, smarter, and more sustainable construction" said
CEO Albert Manifold.
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