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Will Inflation Persist
Along With Labor Shortages?

Executive Summary: Putin must be day-trading oil futures. ... Why the inflation story is one of
countervailing forces: Consumers’ inflation expectations have been edging down even as price
pressures continue to ramp up. Supply-chain disruptions should continue to ease as the pandemic
abates, but labor shortages will persist for the foreseeable future. Wages and prices have been
spiraling upward together recently, and productivity growth can’t improve fast enough to slow the
wage-price spiral for now. ... Also: As the world braces for a wave of monetary tightening after years
of ease in the extreme, we examine which of the major central banks likely will make their moves
when, and why.

Geopolitics: Is Putin Day-Trading Oil Futures? The Kremlin on Saturday denounced US
“‘peak hysteria” surrounding the Ukraine conflict but said Russian President Vladimir Putin
and US leader Joe Biden had agreed to continue talking.

Ukrainian President Volodymyr Zelensky on Monday declared that Wednesday (today) will
be a day of unity, as he addressed reports that a Russian invasion of his country could
begin today. He posted his statement on Facebook. “We are told that February 16 will be
the day of the attack,” he said, according to a Facebook translation. Ukrainian officials
claimed that Zelensky was just being sarcastic since he disputes US intelligence reports of
an imminent Russian invasion. (Before he was president, Zelensky was a professional
comedian. Seriously.)

Russia’s defense ministry said on Tuesday that it is pulling back some troops from the
border with Ukraine, according to multiple reports. The reports indicated that the Russian
troops were returning to their bases after completing exercises near Ukraine.

Is Putin channeling his inner Orson Welles to do a remake of the actor’s infamous 1938 War
of the Worlds radio broadcast, which convinced millions of panicked Americans that alien
invaders had landed in New Jersey? Or is Putin channeling his inner lvan Boesky to day-
trade Brent crude oil futures with his insider information?

Russia is naturally long oil since it produces over 10 million barrels per day, about the same
as Saudi Arabia (Fig. 7). Multiplying that output by $1.00 and 365 days shows that every
dollar increase in the per-barrel oil price equates to annual Russian oil revenues of $3.65
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billion. At an oil price of $90 a barrel, Russia’s oil revenues are around $328 billion at an
annual rate currently (Fig. 2).

Putin must have been short Brent oil futures yesterday. The nearby price fell $3.11 a barrel
to $93.02 on news that some Russia soldiers were withdrawn from the border with Ukraine.

US Inflation I: Have Expectations Peaked? The FRB-New York survey of consumers’
inflation expectations over the next 12 months edged down to 5.8% during January from
6.0% during the last two months of 2021 (Fig. 3). Even more encouraging is to see that
consumers’ three-year-ahead inflation expectations fell to 3.5% last month, down from over
4.0% late last year.

The bad news is that inflation pressures are still building: Russia’s military buildup on
Ukraine’s border has boosted oil prices. Droughts in the Midwest are pushing up feed and
cattle prices. Droughts in South America are driving soybean prices higher. Another jump in
energy and food prices could heat up consumers’ inflationary expectations.

US Inflation Il: Shortage of Goods vs Shortage of Labor. The CPI inflation rate soared
from 1.4% yly during January 2021 to 7.5% during January 2022. At first, Debbie and |
agreed with the Fed’s party line that the surge was mostly related to the pandemic’s base
effect, which was likely to be transitory. In our April 26 Morning Briefing, we reviewed the
latest developments on the inflation front and concluded: “All of the above increases the risk
that inflation soon will be higher and more persistent than widely expected, even by us.”
Since then, we’'ve seen more evidence of inflation’s persistence.

On Tuesday, November 30, Fed Chair Jerome Powell told a congressional committee that
it's “probably a good time to retire that word [‘transitory’].” In his December 15, 2021 press
conference, Powell stated: “Then in September, I'd say after Labor Day, [the supply-side
issue was] both larger in its effect on inflation and more persistent.” He also mentioned that
just before the November 2-3 meeting of the FOMC, the committee was especially shocked

by the 5.7% (saar) jump in the Employment Cost Index during Q3.

It is widely expected that supply-chain disruptions will ease as the pandemic abates. That
makes sense to us. The pandemic is certainly showing signs of coming to an end (Fig. 4). In
the US, new positive test results have plunged 81% from the record peak on January 14.
January’s regional and M-PMI business surveys showed significant declines in order
backlogs and delivery times since mid-2021 (Fig. 5 and Fig. 6).



https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX8MhR2NNKn8W7Sp2B74trwVcW2NZxg54FB9ZkMhPPRS3q8_QV1-WJV7CgRNYW5FTcFT1fDT9qW8WTxXH2RM5cpW1L82wK5ky6Q6W8kBLp344fxvzV6QbwB1bss6yW2vdwBF6PJ7P2W97thTj435NpzW3Pq3bF3q7QZdW5m_lm01KkdfXW2RHtZW1TrYX_W4Cj_ld2ZVt8GF3NbvT_FK3YW80RG534WgL67W6C-Crd9h6RW0W1k2fdz8rRpHcW7QKNyT8Hgf1PW7hVS_j6zh-GwW3QXCXM5DHYRcW54Y9hk5sS36-W26Wkr36RctrxW5lhwgz26QpTKN88WdkpFfS-13hnV1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX8MhR2NNKn8W7Sp2B74trwVcW2NZxg54FB9ZkMhPPRS3q8_QV1-WJV7CgHNnW6BT_8F84WW8VW789yd_6PHGC9W2Bkv915wZRDJW9hhVzJ7G1cn0W8lRLjx93-qwSW5RznzN1S970RW1fh6BS4BDwNLW3nn-mK1hy--mW5RpSbS3mNvJdVC0Vgv6ZLny2W6c2Ssh7gn9M2W15yv3f74SWsbW5KqnPH16hXbdVFy9RL4pNbZ6W4q5bSC8dg9QcW8yt0Nr7HhTlrW7M-KCG3QF6s0W1x0kHD7wJMLMW2Gltrg8j6xqLW35-CzZ510YXzN8C_jrlqZVLpW64W1W87GvWR232xn1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX8MhR2NNKn8W7Sp2B74trwVcW2NZxg54FB9ZkMhPPS73q905V1-WJV7CgPhXW52Hkv87ykB57W4hKBvC6HtHKCW6sz2XG15s4zqW3211-r4XmJ9jN1dbfjcLCXjdW62W60D5z6Df8W530ZMl2ThVfnW4m7wHS4HDh7jW6CNmF01bQ0g1W5FBsp47wHGfZW49c-q87mXzVtW9gtl_V86QrZyW4Gy3LT6xqPMRW3kH00D6149hCN3lQ7CY1nkbGW3Y7p2L4ghN06W8mlP-d8c9S05W7q_Svq5dysdgW32GxPC4pl0W8W87Gc_B6FMTcdW4-h8sZ3ySF5VW6wLrSV5cT535W2rycsx4Q7x0JW1bH8zW265ZKV3bcK1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX8MhR2NNKn8W7Sp2B74trwVcW2NZxg54FB9ZkMhPPSr3q90pV1-WJV7CgF0WW3lkD075SxDl9W6WTgcs8NW0MtW1x1xbr4nFLmmW4LFVlj3kRBdsW52FV6G6m-Bz8W794q6K7Rh09lN4MHfyq5fbxdVM-9996Vp3wPW4cQwm84r5h8fW1rcRRm1mMC3PW7RzGNk14PDqLW4KM4n769sW0lW7pnCrH2jJ0MbW1yhL016t2NkZW89HzR55DKXHHW5_Jsz42q_-ZMW1-TshZ5sl5GsW4rjKYW3d9TtnW3WNRwV8vNgJ7W3BH6JT8rZ-5lW5mgvnf2S5mhyVW6yB595Rf_cW7ZNq1j7Y6ks3W1lyyP-5y9rWwW8WdHFK7w6R00W7G5ymT2-FQX-3kJy1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX8MhR2NNKn8W7Sp2B74trwVcW2NZxg54FB9ZkMhPPSr3q90pV1-WJV7CgF0WW3lkD075SxDl9W6WTgcs8NW0MtW1x1xbr4nFLmmW4LFVlj3kRBdsW52FV6G6m-Bz8W794q6K7Rh09lN4MHfyq5fbxdVM-9996Vp3wPW4cQwm84r5h8fW1rcRRm1mMC3PW7RzGNk14PDqLW4KM4n769sW0lW7pnCrH2jJ0MbW1yhL016t2NkZW89HzR55DKXHHW5_Jsz42q_-ZMW1-TshZ5sl5GsW4rjKYW3d9TtnW3WNRwV8vNgJ7W3BH6JT8rZ-5lW5mgvnf2S5mhyVW6yB595Rf_cW7ZNq1j7Y6ks3W1lyyP-5y9rWwW8WdHFK7w6R00W7G5ymT2-FQX-3kJy1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX8MhR2NNKn8W7Sp2B74trwVcW2NZxg54FB9ZkMhPPRS3q8_QV1-WJV7CgPnHW6RWhns83wyckW4ScpfX3jNMYLW5DvYmx2DFwRBN2vdcK8v8RkQW1X1v0D5wTL00W5LyPmc3w_WQKW8K6CVy32zc5CW4n3ZPt7vJcCyW225DMx8__5C7W5cFr4v7b4bTfW7Zq5-J5z_bhVW3Z5T5Z1ypFmDVtBx9q37lyTLW3wXjCJ7j5kPzW5gHw-j2WVZ6KW45_Pxv5WNm_bW3YnZ7q2w7TW0W5Xtx4h6JHMTCVVx2f48nW3_4W5YYNcF2tCPdtW17v9hX3xD9HjW46XZJF72k73036Gh1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX8MhR2NNKn8W7Sp2B74trwVcW2NZxg54FB9ZkMhPPRS3q8_QV1-WJV7CgK79W3njNM62YslXvW8bRWfk3tFS3SW5qQZ4_7bNzDbW2F7tfr5PpSByVZkN-N7TW15wW7g0cv07vtC1PW6p2Gtp31PFB5W2gr2Ky6bcbCJW5rlH8H84Rlc5W27RBWg7Q0tQ0W8tzzQW77xw-nW3j60DG68m5XHW75wKs81nLT57W1d2rm18sPZrjW3TCzvP2hY7x2W8YTpdL5TNhZLW7KRz_p2RX9y2W6cRlND5Nsrs7W6XDNyw1sjN-dN67RF29llMrCW5C8XxL6D4TddN4CfSc3MQr3z3b5q1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX8MhR2NNKn8W7Sp2B74trwVcW2NZxg54FB9ZkMhPPRS3q8_QV1-WJV7CgQ_PW3VlxlC7K9Y4vW2h6Mrm86HJM2W7_PtDH8wNjq7W2XqfNS6mpt3_Vy6Sw77RhnnDW19HrCn7TcwqYW1CFFVD2p0r0cW6_rJcN3t_4KmW4W72N_348tdXW6CwM3G2RV3CsW1DRTMf1pBz2JW2zjYm-6XpqvRW7YfhWk3MwX9DW4SGXGx3gKwvqW82VWMq2VSprdW1SW-T19h6szfW6Nr0TH6MGdpjW7Zl5HV4LRw5tW4lC2Ng1DHgCLW725yL887pyhJW5VPjp45Mp_NWW8MKBJq4FctjZ3c_W1

The problem is that while supply-chain disruptions are likely to be transitory (though less so
than widely expected last year), labor shortages will persist for the foreseeable future. They
will continue to put upward pressure on wages unless productivity growth improves
significantly. We expect that will happen, but maybe not fast enough to slow the current
wage-price spiral. Consider the following:

(1) The 1940s analogy. In the January 19 Morning Briefing, Debbie and | concluded that the
current inflation episode is likely to be more like the post-WWII experience during the
second half of the 1940s than the Great Inflation of the 1970s. Consumer durable goods
inflation is leading the current surge in prices, similar to what happened when the soldiers
came back home after WWII. We wrote:

“WWII ended on V-J (Victory over Japan) Day, August 15, 1945. The CPI inflation rate on a
yly basis jumped from 1.7% during February 1946 to peak at 19.7% during March 1947
(Fig. 7). It then plunged to zero in early 1949 and ended the decade in negative territory.
Industrial production plummeted during 1945 and early 1946 as manufacturers scrambled to
retool to produce consumer goods rather than armaments (Fig. 8). Then production
rebounded dramatically in late 1946 and 1947, helping to bring down inflation by boosting
supplies of consumer goods.”

We continue to predict that consumer durable goods inflation will moderate over the rest of
this year as demand declines while supplies expand.

(2) The 1970s analogy. For now, wages are rising at a faster pace, but not faster than
prices, suggesting that a wage-price spiral similar to the 1970s experience is happening.
We have been discussing this scenario frequently, and most recently in Monday’s Morning

Briefing.

(3) The unique 2020s. The biggest difference between now and the past two episodes of
inflation is that now there is a severe and chronic labor shortage, as we have often
discussed. After WWII, soldiers returned home and boosted employment (Fig. 9). During
the 1970s, the Baby Boomers poured into the labor markets. This time, we believe that
employers will respond to labor shortages by spending more on capital equipment and
technology to boost productivity.

That’s the happy “Roaring 2020s” scenario, of course. The unhappy one, for the here and
now, is that productivity doesn'’t rise fast enough to squelch a wage-price spiral caused by
labor shortages.
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US Inflation Ill: Are Wages and Prices Spiraling? The latest data for wages and prices
confirm that they are spiraling together. Here are some of our key takeaways:

(1) Wages. The Atlanta Fed’s median wage growth tracker rose to 4.1% during January, the
highest reading since summer 2008 (Fig. 10). It is highly correlated with the y/y growth rate
in the wages and salaries component of the Employment Cost Index. Leading the way
higher is younger workers. Here is the performance derby by age groups: 16-24 (10.6%),
25-54 (4.2), and 55 & over (2.5).

(2) Prices. January’s PPI for final demand was up 9.7% y/y, down from its record high of
9.8% during the final two months of 2021 (Fig. 11). The PPI for personal consumption also
might have peaked at 9.1% y/y during December, falling to 8.6% in January (Fig. 12). The
bad news is that it might also augur for still higher inflation rates for the CPI (at 7.5% during
January) and the PCED (at 5.8% during December).

Central Banks: Bumping Up Against Inflation & Each Other. Central bankers’ flood-like
monetary stimulus during the pandemic sent their balance sheets to dizzying heights and
their interest rates close to zero (Fig. 13). As inflation has surged since early last year, it is
time for the major central bankers to reverse course and start tightening. The Bond
Vigilantes are jumping ahead of tightening maneuvers, pushing yields up around the globe.

Divergent normalization timelines among the major central banks are bound to create
volatility in global asset prices. With the US economy facing the greatest inflation risk, the
Fed will likely move to tighten next. (The Bank of England already has done so.) US CPI
inflation reached 7.5% yl/y in January, the highest in 40 years (Fig. 14). Annual inflation in
the Eurozone came in at 5.1% for January, according to the flash estimate, the highest on
record and well above the ECB’s 2.0% target. But giving the ECB pause are the crisis in
Ukraine and weak labor market.

Japan’s inflation remains low, though higher interest rates in the US and Europe are
pushing up Japanese borrowing costs. The PBOC is keeping the easy money flowing, as its
economy remains weak—bridled by strict Covid containment measures—and its monetary
policies are just beginning to jumpstart lending.

Below, we examine each situation in more detail:

(1) Fed thinking about just doing it. The latest projections at the Fed indicated three rate
rises this year, but traders already are pricing in more than that. We don’t expect the Fed to
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https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX8MhR2NNKn8W7Sp2B74trwVcW2NZxg54FB9ZkMhPPRS3q8_QV1-WJV7CgWGWW8vFxsk4dmKSQW7R4J4_4_thL9W1BthZd7gfydzW1nfKqW6XmhbMW9dyb5C393XKQW3D-ysR8qGfNqW5llmlW52Zm3dVv9r_Z412B0bW18s4Rm118QbfW11HY7b7htxJ-W9bFftP4_PgddW52d9p-8ldHn1W8F46Ph5JCJ0NW2n-NSj2CgDPtMfS3tNmPKBVW6PpJM35gKN3JN17XYF7wwfmZW75VQnz5cFHGlW6--wHw5tymbXN2f__GMg89d7V9K5R27t3QyvW8vLbtZ7bd-Sd3pm71
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX8MhR2NNKn8W7Sp2B74trwVcW2NZxg54FB9ZkMhPPRS3q8_QV1-WJV7CgCYWW7qTnMS64RtDkW7mz15X1L9yK1W2bXcN87s8rtpW21z5yT2Gm9nKW7hVKnR2Cs4pvN5Svs3HxvggJW2kh1QV8H4ZYCN4c7J6GcgSPnW1q4Hzf76N9RTW9gWCfr52z2trW55j19281wHgVN4Bf8BvgyvbYW6xxj1b3_p8ttW7mG0tK4fdvXmW1fwkVB8JQ9mNW7PXMnn95G_rjN2LpxPn7j187W24PRhY99P4RmVHFdh_261zbdW6f6wjR3T773nW8BGgcq4djtfYW6vTynC60997M33_J1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX8MhR2NNKn8W7Sp2B74trwVcW2NZxg54FB9ZkMhPPRS3q8_QV1-WJV7CgGpDW5DJktB122dKzW9bckJ31trTymW3jGvpb4H9NHYW2fsg4s7n-cnfW8BX72W3205MZW27VRpk79p9LmVH25tY8bCjVtVS-QRs693HVZW8HfLTH8569LlW9jg79m6256bwW8kftLY8x2N0cW3SWPRf7ngtWlW3zKgCF7cQ_VMW141RXV8z44RNW7YGTn65KK-jfW3GJQ-S53lGLGW2d8YTy8GQglYW8kt-yL1LMcxcW7VJfVd8VLVxmW1sHX8n7QYHksW3_My317R-L16W7XZYns7f5RCs38Yy1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX8MhR2NNKn8W7Sp2B74trwVcW2NZxg54FB9ZkMhPPRS3q8_QV1-WJV7CgPnHW1xNN_w2GFncYW7fx3zc5FGT9dF2Hg5NVnpfMW1W2NK78D_x03W3T7l3G6rzmkkW4441Nv4MrzYtW970_5t6Lv0q-W1VZvP480Ym33W7cbR_L8WnhVhW4CT5Jr1B_nW0N30QssC_j9pBW5Hlq968PDl_PVn0y9d338mb8W6J3JvX2Ks0FXN5zyZgWScXR-W32-34L4Q2h4pW5Qhd4k7zlpyWN7zYQ_7Z3bqvW5__t246zlp_wN5CrK4lRFvcVW9cLdf93lVygHW6ktzkH3H3c3r31RF1

do an emergency rate increase before its March meeting as some have speculated, as that
would suggest to markets that the Fed is panicked. However, two Fed officials recently
suggested frontloading monetary tightening to stave off inflation’s rise: FRB-St. Louis Fed
President James Bullard and FRB-Kansas City President Esther George. Meanwhile, the
doves, such as FRB-San Francisco President Mary Daly, haven't yet flown the coup; she
has argued for a measured path to avoid market disorder.

(2) ECB hikes on the table. At the conclusion of its last meeting on February 3, the ECB
held rates steady. It was at that point that ECB President Christine Lagarde acknowledged
that “the situation has indeed changed” and a rate increase couldn’t be ruled out this year.
Some still expect the ECB to move away from a negative deposit rate at the end of this year
after first ending its asset purchase program.

The bank may need to move even while an inflationary fiscal stimulus program, namely the
Next Generation EU “green” fund, is going on. Beyond fiscal stimulus, the looming crisis in
the Ukraine is likely to continue pushing prices higher over the short term. “Oil, gas and
electricity have become more expensive. And as we import a lot of energy, these prices are,
to some extent, beyond the sphere of influence of our economy,” Lagarde said during a
February 11 interview. Gasoline prices in Germany have reached a record of 1.71 euros per
liter, or the equivalent of $7.31 per gallon.

Lagarde’s latest comments came on the heels of the Bank of England’s first back-to-back
rate increase since 2004, raising short-term borrowing costs to 0.5% on Thursday after an
initial rate hike in December.

(3) Holding the line at the BOJ. Japan is not immune to inflationary pressures but has been
less affected by them than other major economies. Yield Curve Control, the BOJ’s policy to
control long-term interest rates, has been in force since 2016, and the BOJ is sticking to its
near 0% target for the 10-year Japanese government bond yield (JGB). On Monday, the
BOJ promised to hold the line for the JGB at 0.25% to prevent rising global yields from
pushing up domestic borrowing costs too much.

The benchmark 10-year JGB had hit a six-year high this month, and the day of the BOJ’s
announcement saw yields drop to as low as 0.20%. For now, the BOJ may have won the
battle against the global Bond Vigilantes, but the war may not be over, as global rates
continue to rise.

(4) PBOC: No longer ‘setting its own agenda’? Chinese monetary policy stands in


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX8MhR2NNKn8W7Sp2B74trwVcW2NZxg54FB9ZkMhPPRf5nKvpV3Zsc37CgST4W4Kgsr45fldjnW46rKm88qMBJlVwrdnN1bC6MWMbJJRYCj6FLN9dMcF2nqvF0W1pK-TP5wgnPZW9f5vZl9gLkK0N2TyTK_Yv095N1f-_gn7b0FSW28Nn0b8_QQbPW7wfPcT20sNxwW1n1MQn8DDf35W6y0krX2MNM2MN5SBhn9tj-ghVM9XzD6Bp6tWN8wQ0kcQcxpVW5-chZl88qs0MW5G8LlG6RpH6qW58qYWB2ZYPhvW6R815y7ZbJJVW4qf2Vj8zSz7GW3KqTRV8b233BW1Whx9x8b-3Z9W2jsKRk3dPjPDW48lWX05F9lQ-N3svYxY_LF51W6xfGgd33j8wtVNK2Ql1cDmtBVmNbFs3vQmWvW7gSHx88nVyx_W736Zjr7RF1JPN8JTZ9yyY0pJW7jtBZV1Bj2VVW9fGV3018HxGd31_d1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX8MhR2NNKn8W7Sp2B74trwVcW2NZxg54FB9ZkMhPPRy5nKvJV3Zsc37CgK2hW7tsDQB6DJtnMW1f4R0z8yxj5QN45QcyQl_bFFN267gS5Vyb-bVG6rz82rp76cW7NgStm28bp17N7dW_CZJJFt4N7dbN0BdmFkGW1V4Vvp1gxqNlW3ZZB9Z1648hqW7NjpYf7HmfQ8W4DnJX07jjYKVW778vql1Cn5TYW67tSzz1vlT_DW56nVhw3TZvV8W4bwGDx7_dgFYW9bxjsd171Q1QW6WS7p82x_sXmW7K1VJn8By5FsW8SWqM090RPydW2CPC7d8nTkg5W9fp1nm6B9XGvW293QZc8L9skJW1mCT3n7-74v3W1zgtCz7HMNzvW2Q4d4M8_knr8W6T0Lh-5R5zPMN60sW-DY_71wW3qHmjf2QQK-pW2c4FGH2-Bp1nVYVDzf3qKPGKN13TnYkwnGhsW5kQbC_1kd8p9W1VW4qv46GklBW1knr8141135-N3KWMqJv4jdf3m8P1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX8MhR2NNKn8W7Sp2B74trwVcW2NZxg54FB9ZkMhPPQZ5nKv5V3Zsc37CgTfCW1wPHMW3pdTHsW5XNdTT42d0FCW1bFbK-98xcqzW86bgyX1xP23YW2-MH4L2BHYb8W2r7l087hGKYpW7ScpSY1G7QykW2dysqL4wL0NqW2Dq9NP67QdhPW6KjHPM3Lqw2wW6N402P3pWGMGW3k53Sy1lmm9dW8yyTCD23dYmKW7LbmtX2mf_y8W5TNPLw3thXhmW8Gfr_g35CxxYW7fxQ027gYlljN6bJ3tqH4GtfW3cxDyR1S_CwjVL8d9G5V9VB4W47DwVv2lQ8tZW3NmnJT30dM2xW8ky1jq6wr9k_W8cCBKv2CBQdRW3xL8cX16jfJtW45jh9L85FstpW3G3qQy1VdT7DW2jbkw-9lSg-4W6nqp2-3Xmjs_W3wr9fH7h66s6W5ZRVpz6H08JgW7SCPm03y5c_j3pQ-1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX8MhR2NNKn8W7Sp2B74trwVcW2NZxg54FB9ZkMhPPSL3q90JV1-WJV7CgMVHW84BG-21cbCy-W6z4PJ57yL3_FW4LwNzt7gxgSxW7mWrf_41L1N7W1svhwH7jMRZ0W7fkxpl8bf9c_W8wxXj96dMHszVKykP894fnMLW1BKnp75p1sNhW4S4V9d4lTFRBW7V86MF5yG93RW5M60ng6K7HqxW8XDrfk6N4RPPW8Nnw-z6V89RJW7t9hpN8jcLC-W3wzTMb8zgsN0W3L8Z9Y904PdVW5JCTMG7X-hQVN62-ZrhRbsPBW6G4m_37JfsvDW6ycp0642cWHmW727mmT7ncJJTW3J2_VL7QVZv_W8G2lj06zJGzTV4jlKt4txQgDVN7w4C5JXlXcW310pNm4_jFN2W6ssRkp6VSw2j37pd1

counterpoint to the tightening cycle beginning in the rest of the world. Last Wednesday, a
BOJ policymaker said that China’s “zero-Covid” restrictions could weigh on global growth by
prolonging supply chain disruptions, reported CNBC. Last month, International Monetary
Fund head Kristalina Georgieva remarked that China should reassess its zero-Covid

approach.

In January, the PBOC unexpectedly cut the rate on one-year medium-term lending facility
loans to some financial institutions to 2.85% from 2.95%, accompanying a 10 basis-point
cut in the seven-day reverse repurchase agreement rate, reported Reuters. China’s
benchmark sovereign yields fell to the lowest since 2018 on the news.

The central bank has said that it would make monetary policy action “ample, targeted and
front-loaded.” Another cut doesn’t look imminent because the stimulus finally seemed to be
showing up in stronger-than-expected lending data, for January. But don’t expect the PBOC
to reverse course and tighten anytime soon. In its quarterly report on Friday, the PBOC
reassured markets that it would keep liquidity reasonably ample and increase financing
support for key sectors and weak links of the economy but not resort to “flood-like” stimulus.

However, the PBOC also alluded to watching the outlook for monetary policy in the rest of
the world as rate rises elsewhere fuel emerging market capital outflows, Bloomberg
observed. “Set our own agenda’—a phrase the PBOC uses to emphasize its monetary
policy autonomy—uwas cited only one time in Friday’s report, down from four times in the
previous quarterly report, signaling that the PBOC is paying more attention to external bank
policies, suggested Bloomberg. April seems the most likely timeframe for another policy rate
cut, the article opined, following the release of Q1 economic data.

Calendars

US: Wed: Retail Sales Total, Core, and Control Group 2.0%/0.8%/1.0%; Headline &
Manufacturing Industrial Production 0.4%/0.3%; Capacity Utilization 76.8%; Business
Inventories 2.1%; Import & Export Prices 1.3%/1.3%; NAHB Housing Market Index 83; MBA
Mortgage Applications; Crude Oil & Gasoline Inventories; FOMC Minutes. Thurs: Initial &
Continuous Jobless Claims 219k/1.605m; Housing Starts & Building Permits
1.700mu/1.760mu; Philadelphia Fed Manufacturing Index 20.0; Natural Gas Storage;
Bullard; Mester. (Bloomberg estimates)


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX8MhR2NNKn8W7Sp2B74trwVcW2NZxg54FB9ZkMhPPT13q90_V1-WJV7CgDbxN4wsQ9nkf6dfN1qS5j1pQK4GW8Vgpg28GzhttW6Q5fjf406x2WW2qCsy_4kD47xW5sQgYv5RPznQW2VpgsQ1b-v-nW5hCCf74-gX4hW7S8Bb08mffxJW7BWWYG4rj80RW5xLm8h1FhMsvW5kY5h484-TvzW1Qtb3K7gyCdYW3tg5v6597llRW4r8y4k3FZCWbVTydc488j3T3W8DgJHY78hj3NW6g0XdF7-TjGtN2kBNRHpcJfNW5H3nZT2g9cvxW6g8Lzx2w1wTfW6dc_Bm4LMrYhW8_bwlR19qY2WW6b_bq48G4sLDW4XWJnW3713mNW5bk5pX4cLtBNW43CknJ2KDj-cVhnLNg91dj49W3R22L32fTGMJW7m5t7b7hr_w-33cF1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX8MhR2NNKn8W7Sp2B74trwVcW2NZxg54FB9ZkMhPPRf5nKvpV3Zsc37CgCNSW98Vv2N9k14nqW52KTM949sGq0W8QLVDB78kRl2VPM0VV10pZHtW6xSC6T6k3N5vN16fDhYtSF2-N8_fG7sn3y4HN1Gsd_sjqgPzW16F6cP5jtCLZVTtc863jlRz7W8s-zDW3SRpGlMt5Hy5mx1cPW4hsBsq8wjldlW7HnvrC7Px3xWN8Pz6bppfw_PW2-R4Lt7mR6MDW26B7p596WxdRVT3Hqf3shYMZVWF5bh34qXGkW18Lp8k1b0jHCVYRcJY7bpZDdW7RBgBy7RzZXYV9R2_r1npXWYW4f5svk4J7H7kW1WbSJr80dlzKW49TXdP225ZnvVR2mVf3JbdRDW3xRrtm1k4wvQW4kMQ-Y4RvmlzVvMwwq19FcmQW2h3jrj5_XS0zW6PGrqG1l6L2lW1qLM2m68fRBTW8d1d2V8BC94l35zp1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX8MhR2NNKn8W7Sp2B74trwVcW2NZxg54FB9ZkMhPPQZ5nKv5V3Zsc37CgYN-W4Zrzt36ymdL4W4yXczV27m64qW82Z-0m43-TBmW5CPgj85tXhCKVvyrDW6KYJpNW6zHF0P5jq8Z2W434RhR5cJTQ6W5Q27RS4hL0XKW8CRfHS99sZcCW6N_hdr3H7bKPW3y7ccY1X3cKLW5P9FsS2Bd7qyW1-vydN27RpnXN1dQVy9lP1WvW4lMnzP3F9D6HW6WFDCT65F7JYW4K_ysc5w3JWvW4Qjcrq5r-ysgW2KfZwm2fh5V1W7TdyWH6fMf6_W1nb2pX5r6xkRW6tPvZy5d_5DFW8JR52Q40TtndW5WQ0gJ3Xv_89W3_8Xr65S8t6mW3nT38p9d7nFFW8jZ9JG3WbpkKW1s-mzN8S19ZHN3JcnM-3B2zkW5QRmm32W64SyW7SkMT55wMFbkVX53Ql8ZB3-13h7n1

Global: Wed: Eurozone Industrial Production 0.5%m/m/-0.5%y/y; UK Headline & Core CPI
-0.2%m/m/5.4%yly & -0.4%m/m/4.3%yly; UK PPl 0.9%m/m/13.1%yl/y; Japan Core
Machinery Orders -1.8%m/m/0.6%yY/y; Australia Employment Change -15k; Australia
Unemployment & Participation Rates 4.2%/66.0%; Wuermeling; Debelle. Thurs: Japan
Core CPI 0.3%yly; ECB Economic Bulletin; Lane; Schnabel. (Bloomberg estimates)

US Economic Indicators

Producer Price Index (link): January saw the producer price index for final demand post its
biggest monthly increase since spring 2021, accelerating from 0.4% in December to 1.0% in
January, while core prices (0.8%) increased at double December’s 0.4% gain. The yearly
rate for the headline (9.7% y/y) measure barely budged from its record-high 9.8% posted
during the final two months of 2021, with the core rate (9.4) back up at November’s record
high. During January, prices for final demand goods rebounded 1.0%—on widespread
gains—after slowing the prior two months, from 1.3% in October to -0.1% in December, the
first monthly decline since April 2020. The yearly rate eased for the second month to 13.1%,
after accelerating steadily from -5.2% in April 2020 to a record high 14.9% by November
2021. The increase in final demand services prices held steady at 0.7% in January, with an
increase in hospital outpatient care a big contributor to January’s gain. The yearly rate
eased to 7.7% after accelerating to a new record high of 8.1% at the end of 2021. Looking
at pipeline prices, pressures remain very high, though have eased. The yearly rate for
intermediate goods prices held at 24.2% y/y in January, down from November’s 26.5%
y/y—which was its highest rate since the mid-1970s. The rate for crude prices slowed
steadily to 29.5% yl/y in January from 55.3% in October; it was at 59.0% last April—which
was within a tick of its 59.1% record high in April 1973.

Regional M-PMI (link): The New York Fed has provided the first glimpse of manufacturing
activity in February and shows business activity in the region remained at a virtual standstill,
though price pressures remained intense—with the prices-received measure reaching a
new record high. February’s composite index increased to 3.1 after falling from 31.9 in
December to -0.7 in January, which was the first negative reading since mid-2020. The
composite index averaged 29.7 during the final half of 2020. New orders (to 1.4 from -5.0)
improved a bit this month after contracting slightly in January, while shipments (2.9 from
1.0) held steady this month; both finished 2021 with a robust reading of 27.1. Labor market
indicators show employment (23.1 from 16.1) expanding at a solid pace this month, while
the average workweek (10.9 from 10.3) continued to lengthen. Meanwhile, delivery times


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX8MhR2NNKn8W7Sp2B74trwVcW2NZxg54FB9ZkMhPPRS3q8_QV1-WJV7CgRCnW3rgDxt7sbFNkW94D55H1y328mW6-2kFG3vVTCjV1D_Ts8gR27PN8w8VcMwcH0bV2gBpW4WDRqTW8VK1VC7HszL1W21bDVT5rwqGZW5mYDqW9jj6CKW4v94Ch2G-qWXW4Ly2mP2B--X1W1l_q7t1BDS1LW92Mncw7tSKL7W8FbVJS8H_DzRW23dplR40k9kFM-474X6lYHtW4fy2w86FWSNVW8RXM5G4h7DTrW9bJwNc67Ql7GN2ykWC_HpkBMV_nj7B5sCMhLW8Y_qqB340rjw3l7v1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX8MhR2NNKn8W7Sp2B74trwVcW2NZxg54FB9ZkMhPPS73q905V1-WJV7Cg-VRW1fQVzs8N_czhW4KsW2n33_CJnW3wsSJJ3Pcv-hW2wQML26Jy054W1LspXg2MJMbYW52q95l7DHp2WW6R3hwD8b4bFFW7bpZg-2VghTcW8xwCJR2Qlk4KN99BhpKDSMFVW2jfWmH6BnK3vW6hHsGn5yzV5yW2w8R68484jMfW3s_G4g3JVwL_W1PxQSQ20_7SFW7FPc2-3JhSJWW5tpl4N2RlScrW4_Ytqx4zF3LpN1ff4HGHjfkWW5mRZB-3ZFjWpW9719nP7-L8xbW2QSkqr3NSGfhW4tKYJy4JYrGCW6vXKFV7NhDS33gyz1

(21.6) continued to lengthen at January’s pace, and unfilled orders (14.4 from 12.1) moved
higher at a slightly faster pace. The prices-paid measure eased slightly for the third month
from 83.0 in November to 76.6 this month—just south of last May’s record highs 83.5. The
prices-received gauge, meanwhile, shot up to a new record high of 54.1 this month after
slowing from 50.8 in November to 37.1 in January. Firms remained optimistic about the six-
month outlook, but the intensity has faded in recent months, with the future business
conditions index slowing steadily from 52.0 in October to 28.2 this month—the weakest
since April 2020. The report notes that longer delivery times, higher prices, and employment
gains are expected in the months ahead. Both the prices-paid (70.3 from 76.7) and prices-
received (51.4 from 62.1) remained close to January’s record highs.

Global Economic Indicators

Eurozone GDP (/ink): The Omicron wave of Covid-19 infections slowed Eurozone real GDP
growth during Q4—uwith the service sector especially weak. Growth in the overall Eurozone
matched its flash estimate, climbing 0.3% during Q4—a sharp slowdown from Q3'’s 2.3%—
though the y/y growth rate was a respectable 4.6%. Spain posted the strongest growth
among the member states last quarter, expanding 2.0%, not far from Q3’s 2.6% and 5.2%
above its Q4-2020 level. France (0.7%) and ltaly (0.6) both outpaced the growth rate of the
overall Eurozone, though their Q4 rates were considerably slower than their Q3 rates of
3.1% and 2.6%, respectively. Still, they were up a robust 5.4% and 6.4%, respectively, from
their Q4-2020 levels. Meanwhile, Germany’s GDP contracted 0.7% after expanding 1.7%
and 2.2% the previous two quarters, as it was impacted by severe supply shortages as well
as Omicron. However, it did finish the year in the plus column on a y/y basis, 1.4% above
the rate in the final quarter of 2020 though a sharp slowing from Q2-2021’s 10.4%.
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