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The Week Behind

1. The Federal Open Market Committee (FOMC) delivered a hawkish pause.

The FOMC held rates constant and delivered few clues as to the likely trajectory of rates in 2025. Fed
Chair Jay Powell judiciously avoided any commentary on political issues in the press conference
while the FOMC statement indicated that “Inflation remains somewhat elevated,” suggesting no
further easing in the immediate future. Markets were unmoved with ~46 basis points (bps) of rate
cuts expected by year end before and after the FOMC meeting.

2. US GDP rose by 2.8% in 2024 while Q4-24 growth decelerated to an annualized rate of 2.3%.

US Q4-24 GDP growth of 2.3% annualized quarter-on-quarter (g-o-q) fell short of the 2.6% consensus
expectation. The growth was largely driven by strong consumer spending with final sales to private
domestic purchasers, the best gauge of sustainable demand, rising at a 3.2% annualized rate versus
the 3.4% rate in Q3-24 and 3.5% in Q4-23. Auto sales contributed heavily to demand with a 24%
increase in new car sales boosting the increase in durable goods consumption to a 12.1% annualized
rate. The impact of hurricanes and the pull forward of electric vehicle sales ahead of the likely end of
federal tax credits likely boosted these figures.

Business investment and the volatile inventories component were weaker than expected and partially
offset the private consumption strength.

3. US Personal Consumption Expenditure (PCE) inflation was in line with expectations while personal
spending rose more than expected.

Headline US PCE inflation in December was 0.3% month-on-month (m-o-m) and 2.6% year-on-year
(y-0-y) while core PCE inflation was 0.2% m-o-m and 2.8% y-o-y, as expected. Personal income rose
0.4% m-o-m while personal spending rose a stronger-than-expected 0.7% m-o-m.

4. The US Employment Cost Index (ECI) rose in line with expectations at 0.9% q-o0-q.

The ECI encompasses all wages and benefits and compares the cost of workers in the same roles
without the distortion of mix shifts in the labor market. The increase of 0.9% g-0-q was slightly higher
than the Q3-24 rise of 0.8%, but still in line with expectations. For the full year, compensation costs
rose 3.8%, down from the 4.3% rate of 2023 and 5.1% in 2022.
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5. China’s National Bureau of Statistics (NBS) Purchasing Managers’ Index (PMI) disappointed.

The NBS PMI, which focuses more on large, state-owned companies, slipped back into
contractionary territory with a reading of 49.1 for manufacturing (consensus 50.1) and 50.2 for non-
manufacturing (consensus 52.2). The composite PMI fell to 50.1 from the prior month’s 52.2.

Weaker results for new orders and production pulled the manufacturing figure down while both
services and construction lowered the non-manufacturing index.

Overall, the NBS PMI suggested that the stimulus measures announced in Q3-24 and Q4-24 have, yet
again, failed to stimulate demand on a sustainable basis.

6. The European Central Bank (ECB) cut the deposit rate by 25 bps to 2.75%.

The ECB decided on a unanimous basis to cut rates. Markets translated the commentary around the
easing to signal another rate cut in March, but ECB President Christine Lagarde avoided any
commitments regarding the level of the neutral rate (which many view as being between 1.75% and
2.25%). | continue to expect more rate cuts from the ECB in 2025 than are anticipated by markets.
Markets currently suggest that the overnight rate will end the year slightly below 2% while | believe
the ECB may well take rates down to 1.5% if the United States imposes tariffs on European exports.

Given my dovish expectations for Eurozone interest rates, | continue to expect further weakening of
the euro to levels below parity with the US dollar.

7. Eurozone GDP stagnated in Q4-24.

Eurozone GDP disappointed already extremely low expectations for Q4-24 with no growth versus
consensus expectations for an increase of 0.1% annualized in the quarter. The y-o-y growth of 0.9%
fell slightly short of the consensus expectation for 1.0% growth. On a country level, Germany
disappointed with a 0.4% annualized g-0-q contraction and a 0.2% y-o-y decline. France sustained a
0.1% annualized g-o-q decline while the y-0-y increase was a slightly weaker-than-expected 0.7%. Italy
just missed expectations with g-0-q annualized GDP being flat and y-o-y growth of 0.5%. Yet again,
Spain was the standout with g-o-q growth of 0.8% (not annualized) and y-o-y growth of 3.5% each
outpacing the expected 0.6% and 3.2% consensus rates.

8. French, German, and Spanish Consumer Price Index (CPI) inflation figures were in line with
expectations.

Inflation in the Eurozone continued to stabilize at levels approaching the ECB’s 2% target. On a y-o-y
basis, inflation in France remained below the 2% target while German and Spanish inflation figures
remained just below 3%.
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EU Harmonized HICP for January

Release Date Country Consensus Actual Prior Reading
1/30/2025 Spain Headline m-o-m -0.3% -0.1% 0.4%
Headline y-o-y 2.8% 2.9% 2.8%

1/31/2025 Germany Headline m-o-m -0.2% -0.2% 0.7%
Headline y-o-y 2.8% 2.8% 2.8%

1/31/2025 France Headline m-o-m -0.1% -0.2% 0.2%
Headline y-o-y 1.9% 1.8% 1.8%

Source: Bloomberg, German Federal Statistical Office, INSEE National Statistics Office of
France, Spain National Statistics Institute

The Week Ahead

1.

US labor market reports could offer signals regarding whether “labor hoarding” is obfuscating
employment data.

The Job Openings and Labor Turnover Survey (JOLTS) is likely to show a decline in open positions. |
will be watching the voluntary quit rate and hire rate to identify signs of labor market strengthening.
The hire rate has recently fallen to levels last seen in 2013 while the quit rate is down to levels seen
in 2015. Neither figure neatly parallels the 4.1% unemployment rate which would suggest a full-
employment economy.

On Friday, the Employment Situation report is expected to show nonfarm payroll growth of 150k
versus the very strong 256k in December. The unemployment rate is expected to be unchanged at
4.1% with average hourly earnings growth of 0.3% m-o-m and 3.8% y-o-y.

China Caixin PMI is expected to show moderate expansion.

China’s Caixin PMI which focuses more on small, privately-owned export-oriented companies is
expected to be roughly unchanged from the prior month at levels suggesting slight expansion. The
manufacturing index is expected to nudge upward to 50.6 from 50.5 while the services index is
expected to increase to 52.5 from 52.2. Given the significant decline in the NBS PMI figures last
week, this data will be important to confirm whether recent stimulus measures have already faltered.

Eurozone and Italian CPI inflation figures will be released.

Eurozone headline CPI is expected to nudge upward on a y-0-y basis to 2.5% from 2.4% in December
while core CPl is expected to subside to 2.6% from 2.7% on y-o-y basis. The m-o-m CPl is expected to
swing to -0.3% from 0.4% in December.
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Important Information

This content represents the views of the author, and its conclusions may vary from those held
elsewhere within Lazard.

These materials have been prepared by Lazard for general informational purposes only on a non-
reliance basis, and they are not intended to be, and should not be construed as, financial, legal, or
other advice.

In preparing these materials, Lazard has assumed and relied upon the accuracy and completeness
of any publicly available information and of any other information made available to Lazard by any
third parties, and Lazard has not assumed any responsibility for any independent verification of
any of such information. These materials are based upon economic, monetary, market, and other
conditions as in effect on, and the information available to Lazard as of, the date hereof, unless
indicated otherwise. Subsequent developments may affect the information set out in this
document, and Lazard assumes no responsibility for updating or revising these materials.

These materials may include certain statements regarding future conditions and events. These
statements and the conditions and events they describe are inherently subject to uncertainty, and
there can be no assurance that any of the future conditions or events described in these materials
will be realized. In fact, actual future conditions and events may differ materially from what is
described in these materials. Lazard assumes no responsibility for the realization (or lack of
realization) of any future conditions or events described in these materials.

No liability whatsoever is accepted, and no representation, warranty, or undertaking, express or
implied, is or will be made by Lazard or any of its affiliates for any information contained herein or
for any errors, omissions, or misstatements herein. Neither Lazard nor any of its affiliates makes
or has authorized to be made any representations or warranties (express or implied) in relation to
the matters contained herein or as to the truth, accuracy, or completeness of this document.

Nothing herein shall constitute a commitment or undertaking on the part of Lazard to provide any
service. Lazard shall have no duties or obligations to you in respect of these materials or other
advice provided to you, except to the extent specifically set forth in an engagement or other written
agreement, if any, that is entered into by Lazard and you.

By accepting this document, each recipient agrees to be expressly bound by the foregoing
limitations.



