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Fed's words in focus as markets bet rate 
hikes will soon end - Reuters News  
By Ann Saphir 

Jan 30 (Reuters) - U.S. central bankers have unambiguously telegraphed this 
week's policy decision: a quarter-of-a-percentage-point increase in their 



benchmark interest rate, the smallest since they kicked off their tightening cycle 
10 months ago with one the same size. 

Less clear is whether they will continue to signal "ongoing increases" ahead for 
the policy rate as evidence mounts that inflation and the economy are both losing 
momentum. 

The Federal Reserve has included that phrase in every policy statement since 
March 2022, when officials had just started raising borrowing costs from near 
zero and wanted to signal there was a lot more tightening ahead.  

The rate increase expected at the Federal Open Market Committee's Jan. 31-
Feb. 1 meeting would bring the policy rate to the 4.5%-4.75% range. That's two 
quarter-point rate hikes short of the level most Fed policymakers in December 
thought would be "sufficiently restrictive" to bring inflation under control.  

"Does the word 'ongoing' really capture just two more hikes? It's a close call," 
said III Capital Management's Karim Basta.  

At the same time, he said, "there's going to be some caution" about doing 
anything that could feed market expectations that a pause in rate hikes is 
imminent. 

That's exactly what financial markets are already pricing in: An end to rate hikes 
in March, with the policy target in the 4.75%-5% range, followed by rate cuts 
starting in September in the face of what many economists forecast will be 
easing inflation and a recession. Fed policymakers, as of December at least, all 
see no rate cuts until 2024.  

"Any signal to the market that they are near to being done is just giving markets a 
green light that the next move is a rate cut," said ING Chief International 
Economist James Knightley.  

That could ease the financial conditions the Fed has fought hard to make more 
stringent and potentially kindle more inflation, he said, undermining its efforts to 
tame it.  

"Why rock the boat? Why risk unsettling the situation?" Knightley said. "The key 
question is how committed they are to further rate hikes." 

HONORABLE DISCHARGE 

There is little question the Fed's most intense tightening - highlighted by a run of 
four straight 75-basis-point hikes to deal as swiftly as possible with inflation 
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hitting 40-year highs - is giving way to something more gradual. But there is still a 
lot of uncertainty over how much more tightening is needed.  

Inflation is coming off the boil. The core personal consumption expenditures price 
index, which the Fed uses to gauge underlying inflation momentum, rose 4.4% in 
December from a year earlier; for the most recent three months it averaged 3.2% 
on an annualized basis. Still, that's well above the Fed's 2% target. 

The Fed's aggressive response also appears to have registered with U.S. 
consumers, who as recently as last summer had begun to view higher inflation as 
a more lasting phenomenon, a worrying development that had been among the 
catalysts for the rapid ramp-up to those outsized rate hikes. Data on Friday from 
the University of Michigan showed consumers' near-term inflation views have 
fallen to the lowest since April 2021 and longer-term price growth expectations 
have receded from last year's decade highs. 

 
https://graphics.reuters.com/USA-
ECONOMY/INFLATION/zdvxddwnnvx/chart.png 

The economy is starting to slow but the unemployment rate at 3.5% hasn't been 
lower in more than 50 years. Wage growth is much stronger than Fed officials 
feel is consistent with stable prices. 

Historically, Fed policymakers often signal an increase in uncertainty and 
potential turning points with subtle changes in policy statement language 
designed to sketch out the likeliest path forward without locking them in.  

In late 2005, for instance, after more than a year of steady interest-rate 
increases, policymakers wanted to "honorably discharge" some words from long 
service in their post-meeting statement, transcripts show, including flagging the 
likelihood of "measured" rate hikes to remove "accommodation."  

By January they settled on "further policy firming may be needed," a phrase Fed 
Chair Alan Greenspan told fellow policymakers reflected the fact that the Fed no 
longer had a set plan but would instead be "largely" guided by incoming data.  

In late 2018, Fed policymakers similarly wanted to show increased data-
dependency and relatively limited additional tightening. The tweak to their 
December statement to say the committee "judges that some" rather than 
"expects" that "further gradual increases" in the target rate would be consistent 
with its goals turned out to mark the end to that round of rate hikes. 
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Whether either of those changes serves as a blueprint for next week is unclear. 
Fed policymakers in recent public comments have offered up their own 
descriptions of the rate hike path, including "continued tightening of monetary 
policy" from the often-influential Fed Governor Christopher Waller.  

Fed Vice Chair Lael Brainard and New York Fed President John Williams, who 
both work closely with Fed Chair Jerome Powell to craft official verbiage, for their 
parts offered no new rate-hike guidance in recent speeches, though both 
Brainard and Williams stressed the Fed must "stay the course" on its inflation 
fight - a turn of phrase Powell has also often used.  

And analysts are divided on whether the Fed plans to retire "ongoing" in favor of 
something that sounds less like policy is on autopilot and but still headed higher, 
as BNP analysts suggested this week. 

"It’s a very delicate problem. It’s a delicate language issue, but I think they’d be 
best not to change it," says Nationwide Chief Economist Kathy Bostjancic, taking 
the other side. "They don’t want financial conditions to become markedly easier 
than they are currently."  

Euro zone economic sentiment rises in 
January to seven-month high - Reuters News  

BRUSSELS, Jan 30 (Reuters) - Euro zone economic sentiment rose to a seven-
month high in January on more optimism across all sectors except construction, 
with inflation expectations among consumers and companies both sharply down, 
data showed on Monday. 

The European Commission's Economic Sentiment Index (ESI) rose to 99.9 this 
month, above an upwardly revised 97.1 in December -- the highest value of the 
index since June 2022. 
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The rising optimism underlines expectations that an expected economic 
downturn in the 20 countries sharing the euro, if there is one at all, is likely to be 
shallow, despite the energy price and cost of living crises and the war in Ukraine. 

Paolo Grignani, economist at Oxford Economics, said the increase confirmed the 
worst was over for the euro zone. 

But the improving sentiment, and therefore better economic growth prospects, 
would likely keep the European Central Bank raising interest rates to curb 
inflation that was above 9% in December against the bank's target of 2%. 

"The gradual improvement in confidence will likely reassure the ECB of the 
necessity of more hikes in the coming months," Grignani said. 

The monthly Commission survey showed inflation expectations among 
consumers falling to 17.7 in January from 23.2 in December, well below the long-
term average of 20.0, a trend that is likely to please the ECB. 



Selling price expectations among manufacturers also dropped sharply to 31.9 in 
January from 37.8 in December in a sign inflationary pressures early in the 
pipeline were receding too. 

The Commission said optimism in industry rose to 1.3 from -0.6 in December and 
in services to 10.7 from 7.7. The mood among consumers improved to -20.9 in 
January from -22.1 and in the retail sector to -0.8 from -2.7. 

German economy unexpectedly shrinks in 
Q4, reviving spectre of recession - Reuters  

• Q4 GDP at -0.2% Q/Q vs forecast of 0.0% 
• Decline due mainly to falling private consumption 
• Economists reckon mild recession is likely  

BERLIN, Jan 30 (Reuters) - The German economy unexpectedly shrank in the 
fourth quarter, data showed on Monday, a sign that Europe's largest economy 
may be entering a much-predicted recession, though likely a shallower one than 
originally feared.  

Gross domestic product decreased 0.2% quarter on quarter in adjusted terms, 
the federal statistics office said. A Reuters poll of analysts had forecast the 
economy would stagnate. 



 

In the previous quarter, the German economy grew by an upwardly revised 0.5% 
versus the previous three months. 

A recession - commonly defined as two successive quarters of contraction - has 
become more likely, as many experts predict the economy will shrink in the first 
quarter of 2023 as well. 

"The winter months are turning out to be difficult - although not quite as difficult 
as originally expected," said VP Bank chief economist Thomas Gitzel.  

"The severe crash of the German economy remains absent, but a slight 
recession is still on the cards." 

German Economy Minister Robert Habeck said last week in the government's 
annual economic report that the economic crisis triggered by the Russian 
invasion of Ukraine was now manageable, though high energy prices and 
interest rate rises mean the government remains cautious.  
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The government has said the economic situation should improve from spring 
onwards, and last week revised up its GDP forecast for 2023 -- predicting growth 
of 0.2%, up from an autumn forecast of a 0.4% decline.  

As far as the European Central Bank goes, interest rate expectations are unlikely 
to be affected by Monday's GDP figures as inflationary pressures remain high, 
said Helaba bank economist Ralf Umlauf.  

The ECB has all but committed to raising its key rate by half a percentage point 
this week to 2.5% to curb inflation.  

Monday's figures showed falling private consumption was the primary reason for 
the decrease in fourth-quarter GDP. 

"Consumers are not immune to an erosion of their purchasing power due to 
record high inflation," said Commerzbank chief economist Joerg Kraemer. 

Inflation, driven mainly by high energy prices, eased for a second month in a row 
in December, with EU-harmonized consumer prices rising 9.6% on the year.  

However, analysts polled by Reuters predict annual EU-harmonized inflation will 
enter the double digits again in January with a slight rise, to 10.0%. The office will 
publish the preliminary inflation rate for January on Tuesday. 

China's 2022 fiscal revenue growth skids as 
COVID jolts economy - Reuters  

BEIJING, Jan 30 (Reuters) - China's fiscal revenue rose 0.6% in 2022 from a 
year earlier, slowing sharply from a 10.7% increase in 2021 due to huge tax 
rebates for businesses to support the COVID-ravaged economy, data from the 
finance ministry showed on Monday.  

Fiscal revenues totalled 20.37 trillion yuan ($3.02 trillion) last year, while 
expenditures reached 26.06 trillion yuan, which grew 6.1%, the ministry said in a 
statement. 

That resulted in a shortfall of 5.69 trillion yuan. 

Revenues rose 9.1% in 2022 after adjusting for the impact of value-added-tax 
(VAT) credit rebates, the ministry said.  

The world's second-largest economy grew 3% in 2022 from a year earlier, badly 
missing the official target of around 5.5% and hitting one of its worst rates in 
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nearly half a century. Growth is expected to rebound to nearly 5% in 2023, after 
Beijing ditched harsh COVID curbs in early December. 

China will expand fiscal expenditures appropriately in 2023, set a reasonable 
amount of special local government bonds to boost investment, and improve tax 
and fee policy to support businesses facing difficulties, the ministry said. 

China's tax and fee cuts, tax refunds and deferred payments totalled 4.2 trillion 
yuan in 2022, including 2.4 trillion yuan in VAT tax rebates - the largest in recent 
years, the ministry said. 

Amid a protracted property crisis, government land sales revenues slumped 
23.3% in 2022.  

China's fiscal revenue jumped 61.1% in December from a year earlier, while 
fiscal spending rose 3.0%, according to Reuters calculations based on official 
data. 

The ministry vowed to curb new government hidden debt and regulate local 
government financing vehicles (LGFVs) - typically investment companies that 
raise money and build infrastructure projects on behalf of local governments, to 
avoid systemic risks.  

Oil slips as rate hikes loom and Russian 
flows stay strong - Reuters News  

• U.S. Fed, ECB and BoE all expected to raise rates this week 
• OPEC+ panel meeting unlikely to alter policy 
• Oil rose initially after drone attack in Iran 

By Alex Lawler and Swati Verma 

LONDON, Jan 30 (Reuters) - Oil slipped on Monday as looming increases to 
interest rates by major central banks and signs of strong Russian exports offset 
rising Middle East tension over a drone attack in Iran and hopes of higher 
Chinese demand. 

Investors expect the U.S. Federal Reserve to raise rates by 25 basis points on 
Wednesday, followed the day after by half-point increases by the Bank of 
England and European Central Bank. Any deviation from that script would be a 
shock. 
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"The risk-off cautious mood in the market ahead of the central bank meetings is 
hurting risk assets, including oil," said City Index analyst Fiona Cincotta. 

Brent crude LCOc1 fell 27 cents, or 0.3%, to $86.39 a barrel by 1325 GMT while 
U.S. West Texas Intermediate crude CLc1 dropped 30 cents, or 0.4%, to $79.38. 

The market also came under pressure from indications of strong Russian supply 
despite an EU ban and G7 price cap imposed over its invasion of Ukraine. Both 
oil benchmarks last week registered their first weekly loss in three. 

Besides the central bank meetings, a gathering on Wednesday of key ministers 
from the OPEC+ fgroup comprising the Organization of the Petroleum Exporting 
Countries (OPEC) and allies led by Russia will also be in focus. The OPEC+ 
panel meeting on Wednesday is unlikely to tweak oil output policy. 

"The boat is not really in stormy seas right now. So why rock something that's not 
moving about as it is," said Ole Hansen, head of commodity strategy at Saxo 
Bank. 

OPEC+ is unlikely to tweak oil policy but could "surprise markets with a small 
cut", oil broker PVM said. 

Earlier on Monday, oil prices rose on tensions in the Middle East after a drone 
attack in Iran.  

While it is not clear yet what's happening in Iran, any escalation there has the 
potential to disrupt crude flow, said Stefano Grasso, a senior portfolio manager at 
8VantEdge in Singapore. 

Hopes of a rise in Chinese demand have boosted oil in 2023. The world's biggest 
crude importer pledged over the weekend to promote a consumption recovery 
that would support demand. 
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