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FOMC keeps its options open 

This morning’s January FOMC Minutes preceded the stonking 7.5% January CPI print, but the tone suggested that the 
Committee was prepared to keep their options open and would review policy settings each meeting with the path of 
policy tightening dependent on economic and financial developments. The statement highlighted both upside and 
downside risks to the outlook. While recent activity and employment data had strengthened and the FOMC viewed risks 
to the inflation outlook to lie to the upside, the Minutes did not give the sense that a faster pace of rate hikes was 
imminent (50bp hikes rather than 25s). However, it did also conclude that in light of elevated inflation pressures and the 
strong labour market asset purchase should be concluded “soon”, with a few officials wanting to end purchases before 
March.  The dovish tinge to the minutes lifted US stocks, with US short-term yields and the USD lower. 

The choppiness in market moves and swings in risk sentiment continued overnight as concerns over high inflation and 
the Ukraine crisis dented earlier optimism. NATO and US officials reportedly reiterated that they’ve yet to see signs of a 
Russian pullback in troops. High level talks between US and German leaders, an emergency summit of European leaders 
in the coming days, and then a G7 meeting of foreign ministers this weekend highlight the severity of the situation.  

Contrasting inflation readings highlighted divergences. Multi-decade highs were notched for UK annual CPI inflation 
(headline 5.5% yoy, mkt: 5.4% yoy, core CPI 4.4% yoy, mkt: 4.3% yoy) and Canadian headline CPI (5.1% yoy, mkt: 4.8% 
yoy). By contrast, Chinese inflation prints continued to swim against the global tide with CPI inflation (headline, +0.9% 
yoy, core 1.2% yoy) modestly undershooting expectations as did Producer Price Inflation (a still high 9.1% yoy but set to 
cool), raising speculation of further policy easing by the PBOC.  

US and European stocks were lower. US stocks fell upon the market open, with broad-based falls. European stocks 
erased earlier gains to end fractionally lower. The prospect of more Chinese policy stimulus and earlier optimism 
provided a lift to stocks in the Asian session.  

Deteriorating risk sentiment fuelled a modest rally in US Treasuries (yields lower), with falls for short-term rates 
steepening the yield curve. It also halted the recent climb in European yields, which declined across the curve. The rising 
demand for fuel and the Ukraine crisis pushed oil prices towards 7-year highs, with near-term contract prices for Brent 
topping USD95 per barrel. 

Increased caution was despite data showing that the US economy started 2022 with reasonable momentum. January 
retail spending (3.8% mom versus mkt: +2.0% mom), and industrial production on the up (1.4% mom, mkt: 0.5% mom) 
topped expectations, with surveyed capacity utilisation (77.6%) at a post-pandemic high.    

FX Update: Despite the general risk-off tone, the USD was heavy leading to the FOMC Minutes, with the NZD and AUD 
amongst the strongest of the G10 currencies overnight. The NZD was towards the top of its 0.6635 to 0.6685 USD range 
at the time of writing overnight and has nudged up towards 93 Australian cents. NZD direction will hinge on global risk 
sentiment, and despite USD strength over the last few months, we remain constructive on NZD prospects. The NZD TWI 
(71.5) has fallen about 5% in the last 3-months and is a similar margin below the levels assumed by the RBNZ [75.1].  

Day Ahead NZ: Not much locally, with markets awaiting next Wednesday’s Monetary Policy Statement, with roughly 
35bps of hikes priced in. At just after 2pm, the weekly NZGB $200m tender of the 2027 and 2051 lines might be up 
against it considering the general march higher in global yields and recent NZGB outperformance. NZ non-resident bond 
holdings (3pm, 57.9% prior) and the 6-monthly Crown Financial Settlements (10am) will provide clues on bond demand 
and future supply.  Following a couple of strong prints market expectations are centred around a flat outturn for January 
Australian employment, with flat outturns for the participation and unemployment rates. Our chums at CBA expect the 
labour market to continue to tighten with the unemployment rate down to a record low 4%. Rising wages and a June 
start date to RBA hikes are on the cards. Jobless claims, housing starts and building permits wrap up the US data. 
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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.  

 

 

 

Currencies Currencies Commodities Equities

NZD/USD 0.6674 0.6% NZD/SEK 6.189 0.5% NZX WMP 4400.0 0.0% Dow 34693 -0.8%

NZD/AUD 0.9290 0.1% NZD/DKK 4.364 0.3% Gold $/o 1868.7 0.8% S&P 500 4439 -0.7%

NZD/EUR 0.5865 0.4% NZD/THB 21.6 0.4% WTI Oil $/b 94.2 2.3% NASDAQ 13966 -1.2%

NZD/JPY 77.09 0.2% AUD/USD 0.7184 0.5% Money Market (%) FTSE 7604 -0.1%

NZD/GBP 0.4914 0.2% EUR/USD 1.138 0.2% 90 Day BB 1.23 0.00 CAC-40 6965 -0.2%

NZD/CAD 0.8468 -0.4% USD/JPY 115.5 -0.1% OCR 0.75 0.00 DAX 15370 -0.3%

NZD/CHF 0.6153 0.2% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 24719 1.5%

NZD/HKD 5.207 0.7% NZ 2.84 0.02 1yr 2.11 -0.01 Nikkei 27460 2.2%

NZD/SGD 0.8967 0.5% US 2.04 0.00 2yr 2.57 -0.03 ASX200 7285 1.1%

NZD/CNH 4.227 0.3% Aust 2.24 0.04 5yr 2.92 -0.02 NZX50 12122 0.0%
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