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Markets take 75bp FOMC hike in their stride  
The FOMC wrong footed the forecast consensus but not market pricing by delivering a front-loaded 75bp hike, the 
largest since 1994, taking the Federal Funds rate to 1.50-1.75%. Rates on reserve balances were hiked by 75bps to 
1.65%. The FOMC also signalled it will shrink its balance sheet by USD47.5bn per month, stepping up to USD95bn per 
month in September. The justification for the move was premised on the inflation outlook (“it will take some time to 
get inflation down” according to Chair Powell), with the FOMC still hopeful of a soft landing. Powell reiterated that 
the FOMC rates decision would be meeting by meeting but that a 50bp or 75pb hike seems most likely for July.   

The FOMC dot plots signalled a total of 325bps of hikes for 2022 (vs 175bps in March), implying a further 175bps 
of hikes for the remainder of the year.  Plots for 2023 showed a median 37.5bps of hikes (to 3.75%), with 37.5bps of 
cuts in the 2024 plots (back to 3.375%). The longer-term fed funds rate edged up to 2.5% (from 2.375%).  The dot 
plots were still light relative to market pricing for 2022 (which has close to 200bps of hikes), but with markets 
signalling cuts a year earlier (2023). FOMC forecasts for US growth over 2022 and 2023 were significantly revised 
down, with the unemployment rate expected to be a tad higher. However, forecasts for headline and core inflation 
were revised up for 2022, with core inflation not back to around 2% till 2024. 

Market reaction was modest given the decision had been fully priced in. US equity markets initially dipped but the 
S&P500 is back to pre-announcement levels and up roughly 2.2% since the previous close, with the Nasdaq up nearly 
2.5% for the session. The USD index initially spiked but is now a shade below where they were before the FOMC 
announcement. US Treasury yields did likewise, with those for the 2-year tenor (3.24%) about 20bps lower and 10-
year yields (3.33%) about 15bps lower. 

Markets had earlier been in rally mode leading up to the decision. There were modest lifts for US and European 
equity indices on higher than usual volumes traded. US Treasury yields retraced earlier rises, with the curve 
steepening. European yields dropped after it was announced the ECB Governing Council will hold an emergency 
meeting “to discuss current market conditions”, with the expectation ECB intervention would lower soaring yields. 
Falls were sharpest for the Eurozone periphery, with Italian 10-year yields down 35bps (3.80%). Yesterday saw 
Australian bond yields move 20-25bps higher across the curve, with 10-year yields (4.20%) hitting 8-year highs. NZ 
yields registered more moderate gains, with the swap yield curve close to inverting. RBNZ rate hike expectations 
continued to march up, with a whopping 140bp of hikes for the next two meetings, close to a further 100bps by the 
end of the year with the OCR well above 4.5% by late 2023. Commodity prices were generally lower on expectations 
of softening demand with near-term contract oil prices hovering slightly below USD120 per barrel. Gold prices rose. 

Non-NZ data wrap: US May retail sales unexpectedly fell 0.3% (mkt: 0.1%), with sales from the control group flat 
(0.3% mom). Eurozone April industrial production was in line with expectations (0.4% mom versus mkt:  0.5% mom). 
Chinese stocks were supported by better-than-expected May industrial production (0.7% yoy) and fixed asset 
investment data (6.2% yoy), but retail sales showed consumer wariness (-6.7% yoy). Australian June consumer 
sentiment eased to a 2-year low (86.4) with households revising down assessments of current conditions (81.8) and 
expectations (89.4).  

The Q1 NZ annual current account deficit widened to $23.3bn (6.5% of GDP), in line with market expectations and 
the highest deficit as a share of GDP since 2009. In spite of the close record terms of trade the annual goods and 
services deficits widened, and income earned from foreign investment in NZ outstripped income earned from NZ 
investment abroad. We expect the current account deficit to widen as a share of GDP over the remainder of the year 
and then to subsequently narrow given rising export incomes (mostly services driven) and softer household demand. 

NZ May REINZ housing market data showed the housing market continuing to slow in an orderly fashion (and not 
the ‘bloodbath’ as some had described it) with house prices down 0.6% mom (+3.7% yoy), sales volumes still low and 
the days to sell (41) at 2-year highs. There are few implications for our housing view, with the big 3 housing nasties - 
higher mortgage rates, tighter credit conditions, and increased supply - expected to push house prices about 12% 
below its late 2021 peak by mid-2023. 

In FX markets, the USD pared recent gains prior to the FOMC decision with the greenback down against most 
majors. Harder hit currencies from earlier USD strength – the yen, AUD and NZD – have staged a recovery overnight, 
with the sterling likely buoyed by the possibility that the Bank of England will deliver a larger than 25bp hike in 
tonight’s decision. The NZD has lifted post FOMC and is now towards the upper part of its 0.6200 – 0.6300 USD 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/reinz-May-2022.pdf
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overnight range.  The NZD has fallen below 90 Australian cents. The euro was briefly supported after the emergency 
meeting of the ECB Governing Council was announced but has subsequently faded.  

Day ahead: Busy. The domestic focus is Q1 GDP with ASB and the market consensus opting for a 0.6% qoq increase 
(2.4% yoy), but with three of the other major NZ banks opting for a flat outturn there could be some volatility. 
Following this is a $200m tender of the 2027 and 2051 bonds by NZ Debt Management. May Australian labour 
market data is out at 1.30pm, where our CBA colleagues see scope for labour market conditions to tighten further, 
with a +25k gain in employment expected, with slightly higher labour force participation and with the 
unemployment rate down to a record low 3.8%. Central bank action moves to the UK, with the BOE widely expected 
to hike its policy rate by 25bps (to 1.25%), but with markets pricing in 30% odds of a 50bp lift. US data includes 
jobless claims, Philly Fed, building permits and housing starts.  
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Currencies Currencies Commodities Equities

NZD/USD 0.6295 1.3% NZD/SEK 6.423 1.3% NZX WMP 4135.0 -0.4% Dow 30722 1.0%

NZD/AUD 0.8991 -0.6% NZD/DKK 4.487 1.1% Gold $/o 1831.9 1.3% S&P 500 3822 2.3%

NZD/EUR 0.6028 1.0% NZD/THB 21.9 0.6% WTI Oil $/b 115.3 -3.0% NASDAQ 11124 2.6%

NZD/JPY 84.18 0.1% AUD/USD 0.7002 2.0% Money Market (%) FTSE 7273 1.2%

NZD/GBP 0.5169 -0.3% EUR/USD 1.044 0.3% 90 Day BB 2.76 0.06 CAC-40 6030 1.3%

NZD/CAD 0.8112 0.8% USD/JPY 133.7 -1.2% OCR 2.00 0.00 DAX 13485 1.4%

NZD/CHF 0.6263 0.6% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 21308 1.1%

NZD/HKD 4.897 0.4% NZ 4.29 0.05 1yr 4.20 0.14 Nikkei 26326 -1.1%

NZD/SGD 0.8738 0.9% US 3.34 -0.13 2yr 4.54 0.09 ASX200 6601 -1.3%

NZD/CNH 4.201 1.1% Aust 4.21 0.24 5yr 4.55 0.08 NZX50 10636 0.0%

mailto:mark.smith4@asb.co.nz


16 June 2022  

 3 

 

 
 

ASB Economics & Research Phone Fax 
      Chief Economist 
Senior Economist 
Senior Economist 
Senior Economist, Wealth 
Economist 
Future Me Graduate 
Administration Manager 

Nick Tuffley 
Mark Smith 
Mike Jones 
Chris Tennent-Brown 
Nat Keall 
Chandna Bedi 
Caro Phillips 

nick.tuffley@asb.co.nz  
mark.smith4@asb.co.nz 
mike.jones@asb.co.nz 
chris.tennent-brown@asb.co.nz 
nathaniel.keall@asb.co.nz 
chandna.bedi@asb.co.nz 
caro.phillips@asb.co.nz 
 

(649) 301 5659 
(649) 301 5657 
(649) 301 5661 
(649) 301 5853 

     (649) 301 5915 
 

  (649) 302 0992 

      

 

 

https://reports.asb.co.nz/index.html  

@ASBMarkets 

 
ASB Economics 
ASB North Wharf, 12 Jellicoe Street, Auckland 

      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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