
 
 
 

7 July 2022 
 

ASB Economics   |   649 301 5657 |  

Please refer to the important disclosures at the end of this document 

 

1 

FOMC Minutes keep focus on the inflation fight 
The FOMC Minutes kept the focus on fighting inflation and signalled the intent to quickly move the Fed funds rate 
into restrictive levels to do so. Hence the motivation for the 75bp June hike, with the Minutes judging either a 50-
75bp hike would be appropriate in July, with the size of future hikes dependent on the data and evolving outlook. 
Moreover, the Minutes reaffirmed the Fed’s strong commitment to tackling high inflation and flagged the risk of 
more forceful actions if high inflation proved to be more entrenched. It was telling that the Minutes cited inflation 
90 times, with no mention of recession, although the likely slowing in economic growth and “tempering” in strong 
labour market conditions was mentioned.  

Immediate market reaction to the Minutes was modest but it was telling that the steady firming in the USD and 
surge in US yields leading up to the Minutes was not unwound. Markets have around 70bps of Fed hikes priced in 
for July, 175bp in total for 2022, and are teasing the idea of cuts in 2023, consistent with the view of our CBA 
colleagues. 

Across the pond, BOE policymaker comments were also understandably hawkish given that the UK economy is 
currently grappling with 9% inflation.  BOE Chief Economist Pill signalled he was willing to hike rates more quickly if 
needed to prevent high inflation from becoming embedded, with BOE Deputy Cunliffe saying the Bank was prepared 
to “act forcefully” (i.e. larger rate increases). Markets are toying with a possible 50bp August hike, with 150bps 
added to the 1.25% policy rate by the end of the year. 

Despite all the hawkish policy rhetoric, global equities were generally firmer overnight. For now, the US equities 
were largely unruffled by the Fed Minutes, to be up 0.5%-0.7% for the S&P500, Dow and Nasdaq. European equities 
started firmer, with bargain hunters swooping in, and have maintained the upward momentum, to be 1% to 2% 
higher (FTSE 100 +1.2%, Dax 1.6%, Euro Stoxx 50 +1.9%). Equities closed generally lower in the Asia Pacific session, 
with markets increasingly wary of global recession.  A reported jump in COVID-19 infections in Shanghai didn’t help 
the mood. 

Treasury yields had steadily firmed leading up to the FOMC minutes, and have slightly extended those gains post-
Minutes, with the yield curve inverted (2Y, 2.96%, 10Y 2.91%). Not a great sign for activity prospects but probably 
too early to definitively conclude that a massive US/global recession was on its way.  There were modest moves in 
European bond yields (UK 10Y 2.09% (+4bps), Ger 10Y 1.20% (-1bps)). Australian yields continued to beat the retreat 
with 3-year bond yields (2.87%, down 7bps) and 10-year yields (3.40%, down 14bps) about 80bps below mid-June 
levels. Commodity prices were mostly down, weighed by the higher USD and concerns over weaker global 
demand. Oil prices were down 1-2%, with near-term contract prices for WTI (USD99 per barrel) and Brent (USD101) 
hovering around the USD100 per barrel mark, down more than 10% since the end of last week  

Data wrap: There were no signs of wobbles in the US economy. The US Services ISM eased fractionally to a still 
decent 55.3 (mkt: 54.9), with the services PMI ticking up to 52.7. Jolts job openings remained close to record highs 
(11254k) showing the US economy effectively at full employment. The German construction PMI ticked up to a (still 
weak) 45.9, whereas the UK construction PMI eased to 52.6 (mkt: 55), a 9-month low. Eurozone retail sales posted a 
tepid 0.2% monthly bonce after the 1.4% April fall.  

Local recap: The retracement in NZ yields continued with swap yields 6-10bp lower across the curve (2Y 3.76%) and 
slightly larger moves for NZ Government bond yields (10Y 3.64%). Bank bills registered small rallies (across the strip, 
3m 2.86%), with close to 10bps taken out of market pricing (about 180bps for 2022) and with no 50bp hikes being 
fully priced in. The NZD was generally softer across the board (trough of 0.6130 USD yesterday morning). The NZX 50 
bucked the downward trend in the Asia Pacific session (+1.60%), still 16% down from its peak. 

FX update: Hawkish overtures in the FOMC Minutes and strident BOE rhetoric have supported the USD and GBP in a 
session when European currencies have struggled. CAD and JPY were well supported. The NZD is down against the 
USD (0.6150 USD currently) and traded in a 0.6130 to 0.6190 USD range overnight, with the kiwi down to 0.906 AUD. 
With earlier support levels breached, the kiwi is vulnerable to test recent lows with a change in sentiment.   

Day ahead: Light locally, with a sizeable May trade surplus expected for Australia contrasting with typically large 
merchandise deficits for NZ.  The appetite for NZ bonds will be tested by a stepping up of the NZDM borrowing 
programme with $400m being tendered for the 2026, 2029 and 2051 lines by the NZDM. The data calendar is 
reasonable sparse, with German industrial production followed by the US May trade balance, jobless claims, and 
challenger job cuts data. The Fed’s Waller and Bullard are out on the wires with a flurry of BOE and ECB speakers.  
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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 
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Currencies Currencies Commodities Equities

NZD/USD 0.6167 -0.7% NZD/SEK 6.482 0.9% NZX WMP 4115.0 0.1% Dow 30968 -0.4%

NZD/AUD 0.9074 0.3% NZD/DKK 4.470 0.8% Gold $/o 1767.5 -2.3% S&P 500 3831 0.2%

NZD/EUR 0.6008 0.9% NZD/THB 22.2 0.0% WTI Oil $/b 99.5 -8.2% NASDAQ 11322 1.7%

NZD/JPY 83.78 -0.6% AUD/USD 0.6797 -1.0% Money Market (%) FTSE 7025 -2.9%

NZD/GBP 0.5159 0.5% EUR/USD 1.027 -1.5% 90 Day BB 2.83 0.00 CAC-40 5795 -2.7%

NZD/CAD 0.8039 0.6% USD/JPY 135.9 0.1% OCR 2.00 0.00 DAX 12401 -2.9%

NZD/CHF 0.5973 0.0% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 21853 0.1%

NZD/HKD 4.839 -2.0% NZ 3.74 0.11 1yr 3.75 0.09 Nikkei 26423 1.0%

NZD/SGD 0.8667 -0.1% US 2.83 -0.05 2yr 3.90 0.07 ASX200 6629 0.3%

NZD/CNH 4.139 0.8% Aust 3.55 -0.01 5yr 3.87 0.06 NZX50 10965 0.0%
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