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Markets fearful ahead of the Thursday FOMC decision 
Markets remained fearful ahead of Thursday’s FOMC decision, concerned that the Fed converts hawkish rhetoric 
into action at a time when global growth is slowing. Markets are factoring in odds of a 75bp June Fed hike (58bps 
priced in), and recession fears in the earlier bulletproof US economy are growing. News from China was not good 
with authorities looking to reimpose virus curbs as COVID-19 cases rise. Australasian markets were largely shut given 
the Queen’s birthday holidays across the ditch (lagging NZ yet again) adding to the illiquidity of the domestic session 
and likely amplifying local market moves.  

Equity markets were down heavily and are approaching (or look to be entering) bear market territory (20%+ falls 
from peaks). US equities fell sharply overnight, with the S&P500 (-3.4%) hitting 15-month lows and in bear market 
territory (down 21% since its early January peak). The VIX ‘fear gauge’ shot up into the 30’s with stock futures 
inverting. The Nasdaq (-4.4%) and Dow (-2.7%) were also heavy. European bourses opened lower and were down 2% 
to 3% over the session. Asian equities fell upon their open with most indices down 1-3% and the NZX 50 down 1.9%. 

US Treasury yields shot higher across the curve, with 20-35bp lifts. Rises were led by shorter-term tenors with two-
year Treasury yields hitting 15-year highs (3.37%) and 10-year yields (3.39%) the highest in 11 years. The Treasury 
yield curve (2s10s) briefly inverted with markets increasingly fearful of a US slump.  European yields were also 
higher (UK 10Y 2.53%, Ger 10Y 1.63%), with curves bear flattening (higher rises for short-term yields) as more 
aggressive central bank moves were factored in. Earlier, Japanese 10-year bond yields edged above the 0.25% 
upper part of the BOJ’s policy band. Yesterday, NZ yields rose about 10-15bps across the curve on thin trading and 
with 10-year bond yields cracking 4% (4.04%), their highest level since 2014. Further sizeable rises in NZ are in 
prospect today. 

The strong USD and concerns over global growth weighed on commodity prices, which were generally lower. 
However, oil prices have erased earlier losses to be a smidge down on the session supported by concerns over tight 
supply (Russia and Libya). Near-term contract prices for WTI (USD121 per barrel) and Brent (USD122) were around 
60% higher since the start of the year. Not good news at the pump for NZ consumers.  

Data wrap: Monthly GDP estimates for the UK were weak in April (-0.3% mom versus mkt: +0.1% mom), with broad 
based falls in services, manufacturing and construction activity. NFIB US small business optimism eased to 93 in May. 

NZ migration data for April showed a net permanent and long-term (PLT) outflow of just 81 persons (8669 annual 
net outflow), not the large stampede earlier feared. With the NZ border to be fully reopened at the end of next 
month the possibility is that we could already be past the peak in annual net migration outflows. Border crossings 
picked up to a post-pandemic high and April tourist arrivals roughly doubled on March figures but the 250k annual 
total remained a drop in the bucket compared to circa 4 million persons inflow just prior to the pandemic.  

FX Comment: The strong USD theme has continued leading up to Thursday’s FOMC decision. The greenback has 
stayed at the top of the G10 leader board, with the yen earlier touching 24-year lows against the USD (135 JPY/USD). 
Australasian currencies and NOK were at the foot of the G10 table.  A weaker onshore fix saw CNH spike to 6.77 USD 
yesterday afternoon, weighing on the AUD and NZD. Despite higher yields on offer the NZD has been one of the 
weaker performers, falling through 63 US cents last night and currently towards the bottom of its 0.6245 to 0.6350 
USD overnight range.  The NZD has regained an earlier dip to currently lie at 90.4 Australian cents. 

Day ahead: REINZ housing market data for May (9am) is likely to soften with house prices set to fall further (we 
expect falls of around 10% over 2022) and the days to sell climbing. We also expect a seasonal rise in NZ May food 
prices with annual CPI inflation on track to top 7% in mid-2022.  Australia has May CBA household spending 
intentions and the NAB business survey. Tonight’s UK labour market data is expected to be strong ahead of Thursday 
night’s BOE decision with markets flagging the risk of a greater than 25bp hike. The ZEW survey data for Germany 
and the Eurozone and German CPI data is out tonight. US producer price inflation is expected to modestly cool to 
1.8% in May.  
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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.   
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Currencies Currencies Commodities Equities

NZD/USD 0.6247 -1.6% NZD/SEK 6.372 0.2% NZX WMP 4155.0 0.1% Dow 30448 -2.8%

NZD/AUD 0.9037 0.2% NZD/DKK 4.467 -0.5% Gold $/o 1819.9 -2.8% S&P 500 3768 -3.7%

NZD/EUR 0.6004 -0.6% NZD/THB 21.8 -1.0% WTI Oil $/b 121.0 0.3% NASDAQ 10803 -4.6%

NZD/JPY 84.12 -1.4% AUD/USD 0.6913 -1.8% Money Market (%) FTSE 7206 -1.5%

NZD/GBP 0.5159 0.2% EUR/USD 1.041 -1.0% 90 Day BB 2.57 0.04 CAC-40 6022 -2.7%

NZD/CAD 0.8053 -0.8% USD/JPY 134.7 0.2% OCR 2.00 0.00 DAX 13427 -2.4%

NZD/CHF 0.6243 -0.6% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 21068 -3.4%

NZD/HKD 4.904 -1.6% NZ 4.06 0.13 1yr 3.78 0.11 Nikkei 26987 -3.0%

NZD/SGD 0.8717 -1.1% US 3.43 0.28 2yr 4.15 0.12 ASX200 6932 -1.3%

NZD/CNH 4.238 -0.5% Aust 3.68 0.07 5yr 4.26 0.13 NZX50 10925 0.0%
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