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Key events in developed markets next
week
Next week sees a flurry of US data releases, including CPI, retail sales,
and industrial production - although we don't expect these to have
any major impact on the Fed's decision-making. Over in the eurozone,
surveys are likely to hint at weakness in industrial production data. In
the UK, the Bank of England will be keeping a close eye on wage
growth 
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US: We see a 0.3% MoM increase in February CPI
Federal Reserve Chair Jerome Powell’s testimony to Congress was perhaps not quite as hawkish as
feared in the wake of strong jobs, growth and inflation data. He suggested that officials are “not
far” from having the confidence to “dial back” on the restrictiveness of monetary policy. This
week’s data calendar includes CPI, retail sales and industrial production, but on balance, they are
unlikely to be weak enough to trigger the Fed choosing to ease policy imminently. Core inflation
was far too hot for comfort last month, rising 0.4% month-on-month rather than the 0.2% or
below that we'd want to see to before gaining any confidence that inflation is returning to 2%
year-on-year. With housing dynamics looking more unsettled and recent insurance and medical
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cost hikes still coming through, we look for a 0.3% MoM increase, which remains too high for the
Fed.

Meanwhile, retail sales should rebound after January’s weather-related weakness. We already
know car sales were firm in February, while higher gasoline prices should also be supportive.
However, the control group – which is more closely aligned with broader consumer spending
trends by stripping out some of the more volatile items – is unlikely to remain strong. Industrial
production may post another MoM decline given the ISM manufacturing index has contracted for
16 consecutive months. All in all, the Fed is increasingly inclined to move policy back to a more
neutral level, but next week’s data won’t be enough to trigger a near-term move. We continue to
favour June as the starting point for rate cuts.

Eurozone: Surveys hint at weak industrial production data
It’s a light week for eurozone data, but industrial production will be interesting to look out for.
December saw a large jump in production, which wiped out a full year of declines. This was mainly
due to Irish production figures, though, which are notorious for their volatility thanks to contract
manufacturing and outsourcing. Other countries also saw a small uptick on average. It will be
interesting to see whether this jump was a one-off or whether there is more of a structural
element to it. Surveys suggest the former, although manufacturers remain downbeat on
production and orders for the moment. If January does turn out strong, this would be an upside for
first-quarter GDP growth.

Wage growth the highlight for the Bank of England next
week

The Bank of England will be closely monitoring next week’s wage growth figures, in particular those
covering the private sector, as it continues to mull over the timing of its first rate cut. Alongside
services inflation, this is a critical input into that decision and while progress in the official data has
been improving, it’s a slow-moving picture. The Bank of England can take some comfort in the fact
that wage growth expectations in its survey of CFOs have finally dipped below 5%, but it will still
want to see further progress – particularly in light of a sizeable increase in the National Living
Wage in April.

Given that April and May are also key months for annual index-linked price rises in the service
sector, we think the BoE will want to see CPI data for both of those months before cutting rates.
That pitches June as the first realistic data for a cut, though August remains more likely in our
opinion. We’ll also get monthly GDP figures for January, and these have been pretty volatile
recently. Expect a rebound, linked in part to better retail figures at the start of the year. First-
quarter GDP is likely to be positive when we get the numbers in a couple of months, marking the
end of a very shallow technical recession for the UK.
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