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• Mixed January payrolls data suggests still strong US labor market (link) 

• ECB staff analysis estimates neutral rate between 1.75–2.24% (link) 

• Upbeat household spending adds to investors’ bullishness on Japanese yen (link) 

• Reserve Bank of India cuts policy rate for the first time in almost five years, as expected (link) 

• Banxico delivers 50 bps rate cut, in line with expectations (link)  

• Gold rallies to all-time highs on tariffs and policy uncertainty (link) 
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US Jobs Report Rounds Off a Busy Week 

It’s been a week of contrasts with trade policy headlines dominating the first half of the week and 

data and central bank decisions in focus in the latter part. Today’s January US payrolls report showed 

job growth of 143k, below expectations but with significant upward revisions to the prior two months and 

the unemployment rate drifting lower. US Treasury yields were higher across the curve while money 

markets pared back expectations of Fed rate cuts. Meanwhile in Europe, equity markets were largely 

rangebound, although still trading near record high levels. Some analysts expect European stocks to 

continue their outperformance over US equities citing attractive valuations as supportive factors. That said, 

near-term event risks around the upcoming German election and possible Russia/Ukraine peace talks could 

result in some profit-taking. Reflecting broader, elevated policy uncertainty, gold prices have rallied to trade 

at all-time highs with the precious metal outperforming US equity market returns on a year-to-date basis. 

Elsewhere, the Reserve Bank of India cut its policy rate, as expected, for the first time in almost five years. 

Meanwhile, Banxico delivered a 50bps rate cut, in line with expectations with officials striking a cautious 

tone, highlighting external risks and the peso’s stability as key factors for future policy decisions. 

 

 

http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU
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United States 

Nonfarm payrolls for January printed at 143k, below the Bloomberg consensus (175k) and the 

unemployment rate came in at 4.0% versus consensus expectations of 4.1%. While the headline number 

was softer-than-expected, average hourly earnings were notably higher than consensus. The US 10-year 

Treasury was higher by around 5bps in the morning, while S&P500 futures were down by around 0.1%. 

The Bloomberg dollar index was also higher. Initial market reaction highlighted the strong hourly earnings 

print and the strong upward revisions, with traders paring back their bets for Fed rate cuts this year.  

 Actual Consensus Prior Revisions 

Nonfarm payrolls 143k 175k 256k 307k 

Private payrolls 111k 158k 223k   

Avg hourly earnings (MoM) 0.5% 0.3% 0.3%   

Avg hourly earnings (YoY) 4.1% 3.8% 3.9%   

Unemployment rate 4.0% 4.1% 4.1%   

Participation rate 62.6% 62.5% 62.5%   

 

Rates and credit markets offer insights into market thinking regarding the threat of tariffs. US rates 

market responded to the news of tariffs on Monday by trading on increased front-loaded inflation risks that 

would delay Fed rate cuts as well as amplified medium-term risks to growth. While nominal moves related 

to tariffs basically unwound after delays were announced against Canada and Mexico, market-implied  

near-term inflation has reset still relatively higher since last Friday, perhaps reflecting the go-ahead increase 

in tariffs on China. In credit markets, the response in tariff-sensitive sectors for USD IG corporates was 

relatively muted, at least compared to corresponding equities. Retail and consumer corporates were 

resilient, while automotives widened only slightly relative to the broader IG index. Goldman Sachs analysts 

note that the bar for tariffs to impair credit quality is high, as the hit to leverage and coverage ratios via the 

earnings channel would likely be modest. 

 

Gold rallies to all-time highs on tariffs and policy uncertainty. Gold prices have increased by around 

9% year-to-date to $2889.5/oz with global fears around potential tariffs, a US-China trade war, as well as 

elevated policy uncertainty, all supporting safe-have demand for the commodity. This has come in addition 

to long-running trends underpinned by central bank demand and increased ETF holdings by investors. 

Relatedly, Bloomberg reports that trade-war concerns have even led dealers in London to shift some of 
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their metal to the US on fears that gold may not be excluded from potential trade levies. These fears have 

subsequently led to a widening in the “exchange-for-physical” pricing between New York Comex futures 

and London spot gold prices. 

 

Europe 

European stocks traded sideways, mirroring US 

equity futures, as investors wait for US nonfarm 

payroll data later today. European government bond 

yields were little changed across tenors with the euro 

steady against the dollar. The Stoxx 600 index was 

slightly down (-0.1%) today, after having risen by 1% this 

week, with utilities outperforming (+0.5%) and the health 

care sector underperforming (-0.5%); the banking sector 

traded lower today (-0.2%) although it is poised to close 

the week by 3% higher. On the data front, December 

industrial production in Germany surprised to the downside, as production dropped by -3.1%y/y (vs. est. -

2.1%) from -2.8% in November. The German industrial production index has reached its lowest level since 

May 2020 and output remains around 10% down on its pre-pandemic level, dragged mainly by weakness 

in the automotive (-12%y/y in 2024) and machinery (-7.8%y/y) sectors. Analysts at HSBC highlight risks for 

the German industry from potential tariff wars and uncertain German economic policy after February’s snap 

election. Elsewhere, industrial production surprised to the upside in Spain, rising by 2.1%y/y (0.9%m/m) in 

December (vs. est. 0.7%y/y).  

ECB staff analysis published today estimates the neutral rate in the range of 1.75–2.25%, in line with 

previous communications from policymakers. ING analysts expected the neutral rate projections to embed 

higher inflation than in previous estimates and to be increased as a result. Yesterday ECB Governing 

Council member Olli Rehn warned however that the ECB should not constrain its freedom of action 

“because of a theoretical concept", and today ECB Chief Economist Philip Lane said that the ECB “won’t 

spend too much time thinking about the so-called neutral rate.” According to a Bloomberg survey, analysts 

see the ECB neutral rate in the range of 2–2.25%, although Citi sees the lower bound down to 1.5%. 
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Analysts at Citi see markets as largely pricing-in a benign outcome of the February elections in 

Germany (a CDU and SPD/greens coalition government). While they warn that the risk of a blocking 

minority is non-insignificant and could drive up EGB spreads, any fiscal loosening via a debt brake reform 

would in their view keep German net supply largely unchanged vs 2023–25 with limited implications for 

repo and swap spreads. Separately, French PM Bayrou survived a no-confidence motion on Wednesday, 

assuring that the 2025 budget gets adopted. Analysts at Natixis note however that to meet the target of 

reducing the deficit to 3% of GDP, in accordance with European rules, France will have to continue with 

large adjustments in future budgets since the one just adopted only cut the deficit to 5.4% of GDP in 2025 

from 6% estimated for 2024. This morning, the 10y French-German spread was little changed at 71 bps, 

and the spread between 10y BTP and Bund yields was also little changed at 107bps. 

 

Japan 

The yen briefly gained past 151 per USD, after data showed household spending, one of the key 

indicators that the Bank of Japan (BOJ) is watching, grew 2.7% y/y in real terms in December, 

exceeding the market expectation (+0.5%) by a large margin. While the yen soon pared gains (-0.3%), 

it is set to head towards its fourth straight weekly gain. According to Bloomberg, hedge funds are adding 

bullish yen options, not only versus USD but also against GBP and CHF. Barclays analysts believe the yen 

will remain robust in the near term, as annual spring wage negotiations are expected to result in another 

solid 5% hike while inflation may remain above the 2% target, likely keeping the BOJ on the hawkish side. 

However, they do not expect a sustained large drop in USD/JPY, considering retail outflows may continue 

to weigh on the yen due to the renewed tax exemption limit associated with the Nippon Individual Savings 

Account (NISA) scheme in the new year, and the yen’s still-low yields make it susceptible to carry trades. 

Japanese equities declined (Nikkei 225: -0.7%) amid concerns of a stronger yen weighing on exporters. 

Investors are closely monitoring PM Ishiba’s first meeting with President Trump to find clues on whether 

Japan may become a target for tariffs and if the Trump administration will tolerate yen weakness. 
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Most Asian currencies gained, led by Thai baht (+0.5%) and Indonesian rupiah (+0.4%). EM Asian 

equities gained (+0.9%) but performance was mixed, with declines in Indonesia (-2.2%) and Philippines 

(-1.4%). CSI 300 (+1.3%) and Hang Seng Index in Hong Kong SAR (+1.2%) gained, thanks to continued 

AI optimism and property stocks, which were supported by stabilizing home sales during the Lunar New 

Year and China Vanke executive appointments, indicating State oversight now extended into Vanke’s 

regional operations, according to Caixin. EMEA equities were mostly gaining while currencies were 

trading in a tight range ahead of the US Payroll data. Equities outperformed in South Africa (+0.5%), 

while the South African rand was little changed against the dollar. CEE currencies were mixed against the 

euro this morning with the Hungarian forint underperforming (-0.2% to 405.32). Latin American assets 

advanced yesterday. Stocks gained in Brazil (+0.6%), Mexico (+2.1%), Chile (+0.4%), Colombia (+1.0%), 

and Peru (+0.9%). Currencies appreciated in Brazil (+0.7%), Mexico (+0.6%), Colombia (+0.9%), and Chile 

(+0.8%) against the US dollar.  

India 

Reserve Bank of India (RBI) cut the policy repo rate by 25bps to 6.25% but retained policy stance 

as “neutral” rather than “accommodative,” more hawkish than expected. Governor Malhotra delivered 

his first policy speech in a measured tone, reaffirming the RBI’s commitment to a flexible inflation target 

while being mindful of growth risks. Growth for FY2025–26 is projected at 6.7%, with CPI inflation at 

4.2%y/y, slightly above the bank’s 4% target. Governor Malhotra also announced (i) a plan to allow bond 

forwards trading that will help long-term investors manage interest rate risk; and (ii) delay of Liquidity 

Coverage Ratio (LCR) norms to end-March 2026, but disappointed some market players by not announcing 

immediate measures to boost banking system liquidity. 10y sovereign bond yields rose by 5bps to 6.70%, 

while the Indian rupee appreciated (+0.2%) against the US dollar and equities dropped (-0.2%) led by 

banking stocks.   

 

Central Eastern Europe 

Analysts still expect policy rate cuts in 2025, while CEE currencies gain on hopes for a peace 

agreement in Ukraine. The Czech National Bank yesterday cut its policy rate by 25bps, to 3.75%, while 

data released ahead of the meeting showed inflation easing by less than expected. Contacts note that the 

press conference retained a hawkish tone, with Raiffeisen analysts noting a very cautious tone regarding 

future meetings. The analysts expect one more rate cut in 2025 with the policy rate expected to only reach 

the considered 3% terminal rate in 2026. Elsewhere in the region, Poland left interest rates unchanged at 

5.75% earlier this week, as expected. Several analysts expect the Polish central bank to only resume rate 

cuts in H2 2025, with BofA forecasting the policy rate at 5.25% by end-2025. Hungary also left interest rates 

unchanged at the most recent policy meeting with messaging seen to be hawkish, and BofA analysts argue 

that in the case of the Hungarian forint remaining stable and inflation risk easing, the rate cuts could resume 
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from the summer. The currencies of Poland, Hungary and Czechia have strengthened this week and are 

between 0.5% and 2.1% stronger against the euro than at the start of the year. Contacts note that currencies 

were likely supported by talks around progress on a Ukraine agreement from the US administration. 

 

Mexico 

Banxico cut its benchmark rate by 50 basis 

points to 9.5% on Thursday, in line with 

expectations and marking the fifth consecutive rate 

reduction. The decision was mostly due to inflation 

returning to target, growth slowing, and postponed 

US tariffs on Mexican exports. However, it was a 

split decision, with one board member favoring a 

smaller cut and another pushing for a larger 

reduction. Policymakers signaled the potential for 

further rate cuts of similar size, while maintaining a 

restrictive stance due to lingering inflation risks and 

economic uncertainty tied to US trade policies. The unexpected tariff delay accelerated consensus for the 

larger cut, as analysts now anticipate another 50bp reduction in March if tariffs remain on hold. Despite 

easing, Banxico remains cautious, highlighting external risks and the peso’s stability as key factors in its 

future decisions. 
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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