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50bps lift-off priced for Fed after inflation surge, Bullard sounds jumpy 

The hotly anticipated US CPI figures didn’t disappoint, with another stronger-than-expected read on inflation sending 
ripples across most asset markets overnight. A 0.6% rise in consumer prices over January lifted annual inflation to an-
eye watering 7.5%yoy (7.3% expected). The ‘core’ measure most widely followed – ex-food and energy – rose to 6.0% 
(5.9%). Both are the highest in 40-years. It’s the sixth straight month of above 6% annual inflation.  

Contrary to claims last year that high inflation would be transitory, there were plenty of signs in the details that US 
inflation pressures are broadening and hence will stick around for some time. Soaring costs for essentials like rents, 
electricity, and food mean inflation is now a big political issue, as well as a headache for the Federal Reserve.  

The most notable reaction has been in interest rate markets with a double-up 50bps start to the Fed’s tightening cycle 
next month now seen as the most likely action (80% priced). This has been reflected in lifts right along the interest rate 
curve, with the US 10-year yield up around 7bps to sit above 2% for the first time since 2019 (2.01%). This will see NZ 
interest rates open higher this morning, with the tone of today’s NZ data (see below) setting direction from there. 

The market reaction was exacerbated by some surprisingly hawkish comments from St Louis Fed President Bullard. 
He’s a voter this year, a little outspoken, and doesn’t always get what he wants, but the comments were nonetheless 
revealing. Bullard said the inflation data “is concerning for me and for the Fed” and “I’d like to see 100 basis points in the 
bag by July 1”, implying a 50bps lift at one of the next three meetings. Bullard even raised the possibility of an intra-
meeting rate hike, which perhaps makes it plain how far behind the curve the Fed is.   

Outside of bonds, markets initially didn’t really know what to do, but Bullard’s slightly rattled tone has unnerved 
equity markets and risk sentiment generally. The USD has lost ground on net, despite the lift in Fed interest rate 
expectations. Equities recovered after opening lower, but are now turning south sharply. The S&P500 and Dow are both 
off a bit over 1% as we write and the VIX index (a proxy for risk aversion) has spiked up to 23.5% from 20%.  

The NZD/USD has essentially been on a round trip, trading this morning almost bang on where it was yesterday just 
under 0.6700. This of course disguises some choppy trading as it followed the changing reactions to the US inflation data 
(0.6650-0.6725 range). Expect volatility to continue today with US markets still in a state of flux, and some market-
moving data due out in NZ (see below).  

Day Ahead: Bit on in the Asian time zone today. The local highlight is the Q1 RBNZ survey of inflation expectations which 
may well be market moving. Markets will be sensitive to any sign that longer-term (5, 10 year) expectations are starting 
to shift up. The RBNZ has so far taken comfort that they haven’t, but if this changes a faster pace of tightening (relative to 
current pricing) will likely be required. The two-year inflation expectations measure is likely to nudge above 3% (from 
2.96%).  

Prior to the inflation data, we’re expecting a small (-1% mom) pull-back in January electronic card spending figures 
(10:45am) as the retail sector starts to feel the hangover from a cracker 2021. The NZ manufacturing PMI should retain a 
foothold above the 50.0 level consistent with expansion in the sector (10:30am). Across the ditch, RBA Governor Lowe is 
set to deliver his semi-annual address to the House. But we don’t think we’ll get any new information given the wealth of 
RBA chat we’ve heard over the past week. Have a nice weekend.  
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Currencies Currencies Commodities Equities

NZD/USD 0.6683 -0.1% NZD/SEK 6.187 1.6% NZX WMP #N/A N/A #VALUE! Dow 35329 -1.3%

NZD/AUD 0.9296 -0.2% NZD/DKK 4.339 -0.4% Gold $/o 1834.8 0.1% S&P 500 4525 -1.3%

NZD/EUR 0.5833 -0.3% NZD/THB 21.8 -0.4% WTI Oil $/b 89.6 0.0% NASDAQ 14272 -1.6%

NZD/JPY 77.42 0.2% AUD/USD 0.7188 0.1% Money Market (%) FTSE 7672 0.4%

NZD/GBP 0.4915 -0.6% EUR/USD 1.146 0.2% 90 Day BB 1.17 0.00 CAC-40 7102 -0.4%

NZD/CAD 0.8484 0.1% USD/JPY 115.8 0.3% OCR 0.75 0.00 DAX 15490 0.1%

NZD/CHF 0.6180 0.0% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 24924 0.4%

NZD/HKD 5.209 -0.1% NZ 2.74 -0.01 1yr 2.09 0.08 Nikkei 27696 0.4%

NZD/SGD 0.8975 0.0% US 2.01 0.07 2yr 2.47 0.00 ASX200 7288 0.3%

NZD/CNH 4.248 -0.4% Aust 2.11 0.00 5yr 2.83 -0.01 NZX50 12413 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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