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Fed delivers on expectations, first rate hike to be delivered in March 

The first read on the just-released FOMC Statement is that it was bang on market expectations. Market reaction has 
hence been very limited. A mild ‘pro-US’ bias exists if you look hard enough: the EUR/USD is down 20 pips or so and the 
US 10-year Treasury yield is up 2-3bps. But these moves are small enough to be lost in the wash of daily volatility. 

The Fed kept the Fed Funds rate at 0-0.25% but strongly signalled a hike at the next (March) meeting. This was already 
well priced by markets prior to the meeting. Monthly asset purchases will be tapered down further in February and 
ended in March to pave the way for higher interest rates. The Fed’s economic assessment was more upbeat as you 
would expect. The labour market was characterised as “strong”, but COVID caveats continues to feature heavily in the 
commentary.  

Markets were feeling a little more perky prior to the FOMC meeting. Stock indices on both sides of the Atlantic enjoyed 
a solid bounce (Eurostoxx 50 +2.1%) and indicators of risk aversion like the VIX index eased off a bit. There was no 
obvious catalyst for such other than a bit of bargain hunting following the wash out earlier in the week. The S&P500 is 
still 7.7% below where it started the year.  

Commodity prices shared in the more positive mood, with Russian-Ukraine tensions also likely a factor for energy 
prices. A 2% lift in WTI crude prices put them at the highest level since 2014 (US$87.30/barrel). Coupled with the recent 
fall in the NZ dollar, this points to continued upward pressure on local petrol prices.   

The Bank of Canada left its policy rate at 0.25% overnight, disappointing markets who’d expected the hiking cycle to 
begin. The CAD lost ground as a result. USD/CAD rose ½% to 1.264 before giving some of this back. Still, Governor 
Macklem was refreshingly clear: “Everybody should expect interest rates to be on a rising path.” Traders have obliged, 
pricing a 1.5% cash rate by year end.  

FX corner: Extremely subdued. The NZD/USD was becalmed prior to the Fed meeting as you would expect and has barely 
moved since, hovering around 0.6700.  

Day ahead: The excitement continues with NZ CPI inflation figures for the 4th quarter out at 10:45am. The market 
consensus is centred on a 1.3% qoq (5.7%) increase but we favour a stronger set of numbers (1.6%/6.1%). The run of 
offshore inflation surprises, including Australia earlier in the week, supports the case for larger print. The top three 
inflation forecasters – at least according to Bloomberg – are all on the stronger side of expectations (>= 6%). In terms of 
market reaction, we suspect a downside surprise would be viewed as a timing issue only, and wouldn’t do much damage 
to the aggressive OCR hiking profile priced in for this year. A stronger result north of 6% would likely see pricing for a 
50bps February hike ramp up further (currently seen as a 20% chance).   

Tonight, Q4 US GDP growth is expected to rise from 2.3% to 5.3% (annualised) with consumer spending and 
manufacturing doing the heavy lifting over the quarter. There’s probably some upside risk attached to this forecast given 
the recent US data flow. Author: mike.jones@asb.co.nz  
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Currencies Currencies Commodities Equities

NZD/USD 0.6689 0.0% NZD/SEK 6.188 0.0% NZX WMP #N/A N/A #VALUE! Dow 34516 0.7%

NZD/AUD 0.9341 0.0% NZD/DKK 4.409 0.0% Gold $/o 1832.2 -0.9% S&P 500 4438 1.9%

NZD/EUR 0.5924 0.1% NZD/THB 22.1 0.2% WTI Oil $/b 87.3 0.9% NASDAQ 13832 2.2%

NZD/JPY 76.45 0.3% AUD/USD 0.7161 0.0% Money Market (%) FTSE 7470 1.3%

NZD/GBP 0.4950 0.0% EUR/USD 1.129 0.0% 90 Day BB 1.08 0.00 CAC-40 6982 2.1%

NZD/CAD 0.8429 0.0% USD/JPY 114.3 0.3% OCR 0.75 0.00 DAX 15459 2.2%

NZD/CHF 0.6158 0.2% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 24290 0.2%

NZD/HKD 5.207 0.0% NZ 2.62 0.05 1yr 1.93 0.00 Nikkei 27011 -0.4%

NZD/SGD 0.8998 0.1% US 1.80 0.03 2yr 2.42 -0.01 ASX200 6962 -2.5%

NZD/CNH 4.232 0.0% Aust 1.95 0.01 5yr 2.78 0.00 NZX50 12186 0.0%
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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.  
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