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FOMC hikes by 25bps and signals much more to come 

As was widely expected, the FOMC kicked off its rate hike cycle with a 25bp lift in the Federal Funds rate (to 0.25%-
0.50%). James Bullard was the sole dissenter, voting for a 50bp hike. The Committee also flagged future rate hikes and 
the running down of its asset holdings. The tone of the policy assessment was upbeat, acknowledging strengthening 
economic activity, low unemployment and elevated inflation. The invasion of the Ukraine had highly uncertain impacts on 

economic activity, but in the near-term it would boost inflation.  

The dot plots were substantially revised up, with a median of 7 rate hikes for 2022 now flagged (to 1.875%), close to 
what had been earlier signalled by current market pricing. What’s more a further 3½ hikes were flagged for 2023, taking 
the Federal Funds rate (2.75%) above market pricing. The longer-term median plot was shaded down to 2.375%.  This 
suggests the FOMC are serious over tacking high inflation and were pushing settings into restrictive territory to try to 
lower it. Economic forecast for growth in 2022 was shaded down, with the tight labour market still forecast to continue 
and with a higher starting point for core inflation, with core PCE inflation easing to 2.3% in 2024. 

Market reaction was swift, with US Treasury yields moving higher across the curve. There were more pronounced lifts in 
short-term Treasury yields, those for the 2-year tenor up 14bps and close to 2%. US10-year yields were up 8bps overnight 
(2.23%) also touching post-pandemic highs. The USD rose and US stock indices fell after the FOMC decision but have 
subsequently bounced. 

Prior to the FOMC it was all about the Ukraine, with receding tensions supporting market sentiment. Current negotiations 
are reportedly making progress, including a compromise solution whereby the Ukraine would become a neutral country 
(i.e. no NATO membership) but would retain its own armed forces. There are still no signs of a deal or ceasefire as yet. 
Ukraine President Zelensky appealed for American aid to the US congress, with US President Biden promising more 
weapons for Ukraine. Weaker than expected US retail sales (0.3% mom, control group -1.2% mom) appeared to have a 
fleeting impact on markets. 

European bourses had closed in the black with the Euro Stoxx 50 and DAX eking out roughly 4% gains and the FTSE100 up 
1.6%. Chinese stocks rose as bargain hunters swooped in and following supportive headlines that the Chinese State Council 
would keep the market stable most indices were up in the Asia pacific session (ASX 200 +1.1%, NZSX 50 0.6%). UK ad 
German 10-year government bond yields were 5-6bps higher. 

Oil prices nudged lower, given diffusing Ukraine tensions and higher US stockpiles as well as cuts to global crude oil 
demand for 2022 from the International Energy Agency. Near-term contract prices were lower for Brent (USD97.80 per 
barrel) and WTI (USD95). 

The Q4 NZ current account deficit was larger than expected at 5.8% of GDP, the highest since 2009. Stronger import 
prices and recovering domestic demand boosted imports. We expect current account deficits to recede as a share of GDP 
over the latter half of 2022 as domestic demand cools and the pending relaxation of the NZ border restrictions sees a 
jump in tourism export receipts. 

FX Update:  Leading up to the FOMC, it was the AUD, NOK and SEK making gains given positive risk appetite, with the USD 
and yen the laggards. The Chinese yuan maintained recent gains after Saudi Arabia was reported to accept yuan payments 
for oil. Post FOMC has seen the USD gain slightly. The NZD is currently in its 0.6740 to 0.6820 USD overnight range.  The 
NZD eased to 0.939 AUD. NZD direction will hinge on risk appetite and today’s Q4 GDP print. 

Day ahead: Lots still ahead, including Q4 NZ GDP (ASB: 3.6% qoq, mkt: 3.3% qoq) that should see most of the 2021 Q3 
delta dip recovered. Market reaction should be limited. Our focus lies on what is shaping to be a challenging 2022. NZDM 
will be tendering $200m of the 2027 and 2015 lines and we will be looking for a result slightly below mid-market levels 
given their recent cheapening.  Our CBA colleagues expect a 40k gain in Australian employment in February, with the 
unemployment rate to fall to 4%, a 14-year low. The Bank of England is widely expected to hike the bank rate by 25bps 
tonight (to 0.75%), with 170bps of 2022 hikes currently priced in. US housing starts, building permits, industrial production 
and jobless claims headline the US data flow. Eurozone annual CPI inflation is expected to hit a record 5.8% in February.  
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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 0.6811 0.6% NZD/SEK 6.465 -0.7% NZX WMP 4790.0 -6.0% Dow 33656 0.3%

NZD/AUD 0.9392 -0.1% NZD/DKK 4.615 0.3% Gold $/o 1913.4 -0.2% S&P 500 4253 0.0%

NZD/EUR 0.6201 0.3% NZD/THB 22.8 0.4% WTI Oil $/b 97.0 0.6% NASDAQ 13191 1.7%

NZD/JPY 80.93 0.2% AUD/USD 0.7251 0.8% Money Market (%) FTSE 7292 1.6%

NZD/GBP 0.5202 0.2% EUR/USD 1.098 0.3% 90 Day BB 1.56 0.07 CAC-40 6589 3.7%

NZD/CAD 0.8673 0.3% USD/JPY 118.8 0.5% OCR 1.00 0.00 DAX 14441 3.8%

NZD/CHF 0.6424 0.8% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 20088 9.1%

NZD/HKD 5.330 0.6% NZ 3.16 0.03 1yr 2.56 -0.01 Nikkei 25762 1.6%

NZD/SGD 0.9267 0.3% US 2.22 0.07 2yr 3.05 -0.01 ASX200 7175 1.1%

NZD/CNH 4.340 0.3% Aust 2.50 -0.02 5yr 3.29 0.01 NZX50 11874 0.0%
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