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March Fed hikes are the just the start with bond sales from May  

• The FOMC Minutes of the March meeting (where the Fed hiked by 25bps and signalled a further 10 hikes or so 
over 2022 and 2032) have largely been overtaken by events, with US yields having subsequently soared to post-
pandemic highs following comments by various FOMC members. The tone of the Minutes did not disappoint with 
“many” officials keen to hike by 50bp in March but for the Ukraine conflict. There was reference to the strong US 
economic outlook, tight labour market and high inflation with an upward skew of future risks. The sense is that 
March hikes were only the start of what looks to be a protracted Fed tightening cycle.  
 

• The Minutes also showed a hawkish tilt for quantitative tightening (i.e. bond sales) signalling from likely next month 
the FOMC will be reducing its circa USD9 trillion balance sheet by USD95bn per month, about twice as much as 
back in 2017-19. This would include a cap of about USD60bn in Treasuries and USD35bn in mortgage-backed 
securities that would be phased in in about 3 months. Bond sales of such magnitude should help push long-term 
yields higher. There was modest market reaction in Treasury markets, with the yield curve steepening (2Y 2.50%, 
10y 2.61%). The USD ticked higher whilst US equities have regained their earlier drop.  
 

• Concerns over high inflation and central bank tightening had provided an earlier boost to European yields (UK 10Y 
1.70%, Ger 0.64%), with ECB Board members Knot and Wunsch warning of protracted high inflation. This has given 
way to small falls reflecting concerns over the impact of higher global yields, the worsening COVID-19 outbreak in 
China and the Ukraine conflict on the global economy, with BOE Deputy Governor Cunliffe warning of “strains” to 
financial markets that the Ukraine war has added to. Yesterday, NZ yields hit 7-year highs, with increases for swaps 
outpaced by double digit gains for NZ Government bond yields (10Y 3.40%). Milder gains were evident for Australian 
bond yields (10Y 2.93%).    

 

• Equities remained heavy. The SEP50 and Nasdaq were down 1% to 2% and are still falling at the time of writing. The 
prospective unveiling of further US, EU and G-7 sanctions on Russia didn’t help the mood in Europe, with weak 
German data (see below) highlighting risks to corporate earnings (Dax -1.9, Euro Stoxx 50 -2.4%).  Equity indices 
were weak in the Asian session, not helped by weak Chinese data (see below).  

 

• Commodity prices were generally down. Oil prices fluctuated on sanctions headlines and fell after the International 
Energy Agency said it will release 60m barrels of oil from emergency stockpiles. Near-term contract prices for Brent 
an WTI were down around 5% to around USD100 per barrel.   

 

• The dataflow was generally weak outside of North America. The Chinese Caixin composite PMI fell to 43.9, with the 
Chinese Services PSI down to 42, its lowest level since the March 2020 trough, weighed by COVID-19 outbreaks and 
subsequent lockdowns.  German Factory orders slumped 2.2% in February (mkt: -0.3% mom), underscoring growth 
concerns. The closely watched Canadian IVEY PMI hit a record high (74.2 from 60.6), whereas MBA mortgage 
applications (-6.3%) eased on top of the previous weekly falls.  

 

• With the FOMC getting on with it and market pricing showing decent odds of a 50bp Fed hike in early May (46bps at 
present), wouldn’t the RBNZ follow suit? To be sure high Inflation and tight labour markets are similar in both 
economies, but the RBNZ are further along with rate hikes and NZ financial conditions have already tightened 
materially (linked to soaring global yields) since the February MPS. It would be silly to rule out a 50bp RBNZ move 
in April (or more likely May), but we are opting for a 25bp OCR hike next week and for a forthright statement 
flagging the possibility of future 50bp moves if need be. Current market pricing has 40-46 bps of hikes per meeting 
for the next 3 RBNZ OCR review dates.  

 

• FX Update:  The hawkish FOMC Minutes provided a small boost to the USD, which along with sterling was the 
strongest performing G10 currency. Weaker commodity prices weighed on the NOK, CAD, AUD and NZD despite    
new RBA Deputy Bullock earlier warning of upward revisions to RBA Inflation forecasts. The NZD had remained 
marooned in the 69 US cent range, with overnight trading in 0.6900 – 0.6970 USD overnight range, with the NZD a 
shade above 92 Australian cents. 

 

• Day Ahead:  Quiet either side of the Tasman with a narrowing Australian February trade surplus expected. NZDM is 
due to tender $200m of the 2025 and 2032 lines. NZ bonds have cheapened offering 3%+ yields, which could prompt 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/rbnz-preview-apr22.pdf
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reasonable bids, although the environment remains challenging. February German industrial production (mkt: 0.2% 
mom) and Eurozone retail sales (mkt: 0.5% mom) headline European data, with initial jobless claims (mkt: 200k) out 
in the US. Comments by the FOMC’s Bullard (2022 voter) and Bostic (2024 voter) are due to pepper the wires this 
morning, but US rates have already moved a long way in a short period of time. BOE Chief Economist Pill is due to 

speak tonight.  Author: mark.smith4@asb.co.nz 
 

 
 
 
 
 
 
 

Currencies Currencies Commodities Equities

NZD/USD 0.6918 -0.4% NZD/SEK 6.554 0.1% NZX WMP 4300.0 -3.9% Dow 34492 -0.4%

NZD/AUD 0.9211 0.5% NZD/DKK 4.722 -0.3% Gold $/o 1924.1 0.0% S&P 500 4471 -1.2%

NZD/EUR 0.6348 -0.3% NZD/THB 23.2 -0.3% WTI Oil $/b 96.2 -5.6% NASDAQ 13915 -2.0%

NZD/JPY 85.65 -0.3% AUD/USD 0.7511 -0.9% Money Market (%) FTSE 7588 -0.3%

NZD/GBP 0.5294 -0.3% EUR/USD 1.090 -0.1% 90 Day BB 1.68 0.02 CAC-40 6499 -2.2%

NZD/CAD 0.8669 0.0% USD/JPY 123.8 0.1% OCR 1.00 0.00 DAX 14152 -1.9%

NZD/CHF 0.6454 0.0% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 22081 -1.9%

NZD/HKD 5.422 -0.3% NZ 3.42 0.17 1yr 2.94 0.05 Nikkei 27350 -1.6%

NZD/SGD 0.9410 -0.3% US 2.61 0.06 2yr 3.56 0.06 ASX200 7490 -0.5%

NZD/CNH 4.399 -0.3% Aust 2.94 0.08 5yr 3.66 0.06 NZX50 12079 0.0%
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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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