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Market anxieties in focus ahead of the Fed 

The upcoming Fed meeting at 8am tomorrow morning NZT looms large over the next 24 hours. There’s not much doubt 
the Fed will need to continue marching towards tightening up monetary policy, but the question is ‘how much?’ On 
balance, the most likely course is that the Fed announces it will stop increasing it’s balance sheet in mid-February (a shift 
forward of one month), paving the way for a hike in the Fed Funds rate in March. That’s likely to be followed by the Bank 
starting to decrease the balance sheet in June. The risks here are tilted to a more hawkish turn by the Bank though, 
which could put a bit of upward pressure on Treasury yields and the USD. 

Overnight, markets have been jittery ahead of the Fed, with risk sentiment mixed. The IMF hasn’t helped matters by 
shaving 0.5% off its 2022 global growth forecast, taking it to 4.4%. A few culprits are behind the move, with Omicron’s 
emergence, ongoing supply bottlenecks and rising cost pressures all playing a role. An escalation in the Russia-Ukraine 
tensions is unlikely to help the latter point, given the potential implications for global energy prices.  

Accordingly, equities have taken another hit. As at the time of writing, the Dow is down 1.1%, the S&P500 is 1.9% and 
the Nasdaq has dropped 2.8% - in line with its usual tendency to underperform in periods of risk aversion. After their 
tumble and remarkable comeback yesterday, its already shaping up to be quite a week for global sharemarkets and its 
only Wednesday. 

Treasury yields have edged up a bit, though moves have been fairly modest as investors keep an eye on tomorrow 
morning. Yields are up a fairly constant 3-4 bps across the curve, with the 10-year now sitting at 1.774%. 

Despite the deterioration in risk sentiment overnight, the USD has actually been mixed across the major crosses 
instead of playing its usual safe-haven role. NZD/USD has still edged lower though, currently trading close to 0.6680.  

Today, Associate Health Minister Ayesha Verrall is set to outline the government’s planned response to the Omicron 
outbreak over its likely course. Details around the government’s plans for phases ‘two’ and ‘three’ of the outbreak will 
give us a sense of how similar the approach will be to what we saw pursued in Australia. As we noted yesterday, our CBA 
colleagues estimate circa 4% of the Aussie population has been isolating at home during the peaks of Omicron outbreak 
over the Tasman (with an attendant fall in ‘hours worked.’ That would translate into up to 200,000 New Zealanders 
isolating at a given time if we see a similar per capita level of cases. Early signs in Aussie suggest spending is only 3% 
lower during the outbreak than it would otherwise have been, but summer is a volatile period for forecasters at the best 

of times, so ¯\_(ツ)_/¯ . 

Our CBA chums have also revised their RBA view off the back of yesterday’s Aussie Q4 CPI reading. The ‘trimmed 
mean’ – the RBA’s preferred measure – massively exceeded the Bank’s expectations to hit an annual 2.6%. Given the 
overshoot, CBA reckon the Bank will have to ‘fundamentally’ shift from its previous assessment of ‘low and gradual’ 
inflation, with the first hike of the cycle now more likely to come in August (or perhaps even June). Inflation data is 
coming thick and fast this week, service à la française: as well as the NZ CPI reading on Thursday, we’ve got Aussie PPI on 
Friday and the US PCE deflator on Saturday. 

The Aussie market also brought forward its rate hike expectations, now fully priced by May. The broader Aussie rates 
market experienced a relatively modest sell-off, albeit with the 3-year hitting its highest level since mid-2019. It’s 
Australia Day tomorrow, so Aussie punters will have 24 hours with markets quiet to plot their next moves while they fling 
extra crustaceans onto grills. Thursday’s CPI read stands as the major catalyst for NZ rates direction.  

Day ahead: It’s a ho-hum affair today. Outside of the ever-combustible world of geopolitics, there won’t be much on the 
data front to distract markets ahead of the central bank drama tomorrow morning. The Bank of Canada will be out ahead 
of the Fed. The consensus is that the BoC will remain on hold, but given the Canadian economy was maintaining strong 
momentum going into its recent Omicron outbreak (hmmm, where have we heard that before?), the risks are tilted 
towards a potential hike. Author: nathaniel.keall@asb.co.nz  
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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.  
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