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FED hikes by 50bps with more to come. RBNZ to follow suit 

• As was widely expected the FOMC hiked the federal funds rate by 50bps (0.75%-1.00%). In what was a short 

statement the FOMC flagged ongoing increases in policy rates would be appropriate given the tight labour 

market and elevated inflation (“much too high” according the FOMC Chair Powell). Powell signalled that 50bp 

hikes “should be on the table” in the next couple of meetings, with the Fed “highly attentive” to inflation risks. 

The FOMC will also start to offload USD47.5bn of its balance sheet per month (including USD30bn in Treasuries), 

increasing this to USD95bn per month after three months (USD60bn in Treasuries).  

• Markets had been braced for a more aggressive statement with US yields edging lower as markets pared back 

the odds of more sizeable fed hikes (75bp+). US Treasury yields dropped after the FOMC decision with those for 

the 2-year tenor initially down 20bps before recovering to sit around 15bps lower (2.64%), with 10-year yields 

earlier briefly topping 3%, but down 6-7 points (2.94%) subsequently. About 10bps was taken out of market 

pricing for the next few months, with broad-based falls in the USD. US stocks bounced after the decision, with the 

S&P500, Nasdaq and Dow up around 2-3%, with stronger than expected US corporate earnings also supportive. 

• European equity markets closed prior to the FOMC decision, with stocks generally lower as with markets were 

fearful of more hawkish central bank moves. European bond yields edged higher.  Oil prices jumped after the EU 

signalled to ban Russian oil imports, with 5% gains in near-term contract prices for Brent (USD110 per barrel) 

and WTI (USD 108). Energy commodity prices and broader commodity prices were generally higher, which 

combined with the lower NZD does not assuage any concerns we have over high NZ inflation.  

• NZ yields continued to grind higher with roughly 10bp increases across swap and bond curves and with the 2-

year swap yield briefly breaching 4%, a more than 180bp climb since the start of the year. This was outpaced by 

rising Australian yields, with a ratcheting up of RBA hike expectations (close to 40bp in June hikes, with the cash 

rate approaching 3% by year end). 

• The RBNZ Financial Stability Report cited near-term risks have increased given the Ukraine conflict and COVID-19 

related supply disruptions, combined with lower asset prices and rising interest rates and interest rate 

expectations. On mortgage lending, the RBNZ is finalising a framework for DTIs over 2022 but appears to be in 

no hurry to implement them given the slowdown evident in the housing market or rising interest rate test 

assessments used by banks for housing loans. We concur.    

• NZ yields ticked up despite Q1 NZ labour market data yielding few surprises and showing an extremely tight 

labour market. The unemployment rate did not ease as expected but remains at its 3.2% record low, with labour 

utilisation elevated despite small falls from late 2021. Annual private sector LCI wage inflation rose to 3.1% its 

highest since 2008 (underling annual wage growth is closer to 5%), with wage pressures slowly broadening and 

on track to rise further over 2022. We continue to expect a 50bp OCR hike later this month and further hikes 

beyond then. 

• Data wrap: ADP employment undershot market expectations (247k versus mkt: 383k) with also modest slippage 

in the US ISM services index (57.1 versus mkt: 58.5).  Australian yields rose after March Aussie retail sales topped 

expectations (up 1.6%) and testament to the resilience of Australian households, home loan approvals were up 

1.6% in March. 

• FX update: There was little NZD currency market reaction to yesterday’s Q1 labour market report, but the less 

hawkish than expected FOMC 50bp hike triggered broad-based falls in the USD this morning. The AUD was the 

strongest G10 currency overnight, emboldened by a more hawkish RBA.  The kiwi received an RBA updraft and 

has managed to stay just above 90 Australian cents (0.902 AUD currently).  The NZD popped above 65 US cents 

after the FOMC decision and is in the upper part of its 0.6420 to 0.6550 USD range.  

• Day ahead: Quiet locally giving markets time to recover. A strong Australian trade surplus balance (mkt: AUD 

8400m) is expected for March but for some retracement in building approvals (mkt: -12% mom) after the strong 

https://www.rbnz.govt.nz/news/2022/05/financial-system-resilient-to-heightened-challenges
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/labour-market-review-q1-2022.pdf
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February rise.  April Services PMIs for China are expected to be weighed down by COVID-19 (mkt: 40). The Bank 

of England are widely expected to hike their policy rate by 25bp (to 1.0%) with the May Inflation Report expected 

to flag future rate hikes. Jobless claims headline the US dataflow with no FOMC speakers due till this weekend. 

Author: mark.smith4@asb.co.nz 

 

Currencies Currencies Commodities Equities

NZD/USD 0.6535 1.5% NZD/SEK 6.381 0.5% NZX WMP 3710.0 -5.6% Dow 34041 2.8%

NZD/AUD 0.9024 -0.5% NZD/DKK 4.588 0.8% Gold $/o 1885.3 0.9% S&P 500 4283 2.6%

NZD/EUR 0.6166 0.9% NZD/THB 22.3 0.8% WTI Oil $/b 107.8 5.3% NASDAQ 12941 3.0%

NZD/JPY 84.42 0.7% AUD/USD 0.7241 2.1% Money Market (%) FTSE 7493 -0.9%

NZD/GBP 0.5186 0.7% EUR/USD 1.060 0.7% 90 Day BB 2.12 0.02 CAC-40 6396 -1.2%

NZD/CAD 0.8332 0.8% USD/JPY 129.2 -0.7% OCR 1.50 0.00 DAX 13971 -0.5%

NZD/CHF 0.6362 1.0% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 20870 -1.1%

NZD/HKD 5.129 1.5% NZ 3.81 0.10 1yr 3.44 0.03 Nikkei 26819 -0.1%

NZD/SGD 0.8989 0.9% US 2.92 -0.05 2yr 3.99 0.07 ASX200 7305 -0.2%

NZD/CNH 4.329 0.8% Aust 3.55 0.14 5yr 4.13 0.08 NZX50 11675 0.0%
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      Important Disclaimer 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or needs. 
Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard to your 
objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.   

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the 
information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy, 
reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this document are subject 
to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere by ASB Bank Limited. We are 
under no obligation to, and do not, update or keep current the information contained in this document. Neither ASB nor any person involved in the 
preparation of this document accepts any liability for any loss or damage arising out of the use of all or any part of this document.   

Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to contingencies 
and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant that any of these 
valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.  
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