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Forthright Powell boosts yields  

 

• Concerns over high inflation and a potential hard economic landing following aggressive central bank tightening 
seemed to be the key theme overnight, with markets spooked by forthright comments by Fed chief Powell. Rising 
oil prices did not help soothe fears, and those that did look would not have been comforted by the record 25.9% 
annual German producer price print reported overnight.  
 

• FOMC Chair Powell spoke at the National Association for Business Economics (NABE) conference. The Fed should 
move “expeditiously” towards tighter settings to lower excessive inflation (50bp rather than 25bp moves per 
meeting if required), and if necessary, move to more restrictive levels if that was required to restore price stability 
(i.e. get the 0.25%-0.5% Fed funds rate above 2.25%-2.50%). Powell cited the strong US economy and was confident 
that the Fed’s moves would not cause a US recession. Earlier, Bostic (non-voter until 2024) supported just a further 5 
rate hikes in 2022 in light of increased uncertainty over the outlook. 

 

• US Treasury yields surged, with double digit gains across the curve, and yields at 3-year highs (2Y 2.10%, 10Y 
2.30%). Market pricing jumped, with a further Fed 7 hikes priced in for the rest of 2022, including 42bps priced in for 
the April decision. There were sizeable gains in European yields, with the likelihood NZ yields will hit a fresh post-
pandemic high today. Higher yields weighed on US stocks, with the major US indices down 0.5% to 1%, with broad-
based falls. European stocks were weighed by Ukraine risks and higher energy prices and concerns over potential 
hard landings engineered by hawkish central banks. Stock indices were mixed in the Asian session, with Chinese 
stocks dipping after no change to lending interest rates (see below).  

 

• Oil prices headed back up as the Ukraine war neared the 1-month mark with few signs of resolution and attacks on 
an oil facility in Saudi Arabia by Yemen rebels heighted supply concerns. Near-term contract prices for Brent and 
West Texas soared 7% above USD110 per barrel.  Gold prices rose, with agricultural commodity prices generally 
higher.  
 

• Ukraine forces in the besieged city of Mariupol have refused to surrender. There are hopes a ceasefire can be 
brokered with the parties “close to agreement on fundamental issues” according to mediators. Economic pressure 
has stepped up on Russia, with several EU countries pushing for fresh sanctions on Russia and Germany announcing 
it was fast-tracking plans to import LNG from Qatar rather than rely on Russian gas. Fonterra yesterday announced it 
had withdrawn from the Unifood joint venture in Russia and was closing its Moscow offices.   
 

• Major Chinese banks left the 1-year (3.70%) and 5-year prime loan rates (4.60%) unchanged yesterday, following 
no change to the medium-term lending facility announced by the PBOC last week. Expectations remain that the 
PBOC will deliver more stimulus in the coming months to support the slowing Chinese economy, including pending 
cuts to the reserve requirement ratio. 
 

• NZ ran a $385m merchandise trade deficit in February ($914m deficit seasonally adjusted) with the annual deficit 
widening to $8.373bn, the largest on record. Not a great look. Imports of machinery and capital goods fell to their 
lowest level since mid-2021 consistent with the tailing off in business sentiment and investment intentions. Not 
good for alleviating capacity frictions either.  
 

• FX Update: Hawkish Fed comments by Powell provided a broad-based boost to the USD, which along with the CAD 
was at the top of the G10 currency league overnight. The NZD eased against most currencies overnight and was 
towards the bottom of the G10. The NZD slipped below 69 US cents last night and is currently towards the bottom of 
its 0.6875-0.6910 USD range, with the NZD a shade above 93 Australian cents. 

  

• Today:  Light again today. Westpac Q1 NZ Consumer sentiment is expected to weaken (99.1 Prior) given surging 
costs facing households, housing headwinds and still-evident COVID-19 caution. The offshore dataflow is largely non-
existent. RBA Governor Lowe will be participating in a panel discussion after 4.30pm. FOMC Vice Chair Williams and 
FOMC member Daly (2024 voter) have scheduled events tonight. Global attention and market direction will evolve 

around the Ukraine.  Author: mark.smith4@asb.co.nz 
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Currencies Currencies Commodities Equities

NZD/USD 0.6882 -0.1% NZD/SEK 6.529 0.3% NZX WMP 4750.0 0.0% Dow 34438 -0.9%

NZD/AUD 0.9305 -0.1% NZD/DKK 4.645 0.2% Gold $/o 1934.0 0.6% S&P 500 4449 -0.3%

NZD/EUR 0.6242 0.2% NZD/THB 23.1 0.5% WTI Oil $/b 110.7 5.7% NASDAQ 13760 -0.9%

NZD/JPY 82.17 -0.1% AUD/USD 0.7396 -0.1% Money Market (%) FTSE 7442 0.5%

NZD/GBP 0.5226 -0.1% EUR/USD 1.102 -0.4% 90 Day BB 1.57 0.02 CAC-40 6582 -0.6%

NZD/CAD 0.8665 -0.3% USD/JPY 119.4 0.3% OCR 1.00 0.00 DAX 14327 -0.6%

NZD/CHF 0.6420 -0.3% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 21221 -0.9%

NZD/HKD 5.386 -0.1% NZ 3.16 0.00 1yr 2.53 0.02 Nikkei 26827 0.7%

NZD/SGD 0.9343 0.0% US 2.30 0.15 2yr 3.02 0.03 ASX200 7279 -0.2%

NZD/CNH 4.385 0.2% Aust 2.59 0.00 5yr 3.29 0.04 NZX50 12178 0.0%
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