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Yields dip, equities surge as Fed forgoes a 100bp-er 
The FOMC has opted to deliver another 75bps hike in the Fed Funds rate overnight, forgoing speculation the Bank 
would deliver a full-percentage point lift. The decision is more or less exactly in line with market expectations 
(which had pegged the odds of a 100bps lift at around 10% prior to the meeting). Unsurprisingly, the Bank kept all of 
its previous hawkish rhetoric in place (“strongly committed to returning inflation to its 2% target” and “highly 
attentive to inflation risks”). Balance sheet reduction will continue at its announced pace. 

It’s the forward guidance from Jerome Powell that’s been the most notable. The Chair left open the possibility the 
Bank will return to hiking in smaller increments at the next meeting (“another unusually large increase may be 
appropriate” but will depend on the data). He also said “it will become appropriate to slow the pace of increases” in 
the future as the Bank digests the data on the impact of the current tightening cycle on the employment and 
inflation outlook. That’s a perfectly reasonable statement, but markets thought it was at least somewhat notable 
that Powell didn’t keep the rhetoric as hawkish as possible.  

The upshot is that market pricing for the next couple of Fed meetings comes off a little bit, with about 97bps now 
priced by the end of the year (compared to north of 100bps prior to this morning). The 2-year Treasury yield slid 
8bps, while the 10-year dropped a more modest 2bps (2Y: 2.97%, 10Y: 2.78%) as markets pared back their near-term 
expectations for the degree of tightening on the cards, but the 2s10s curve remains inverted. European yields were 
mostly higher ahead of the Fed powwow. 

Equities also surged on the announcement, as some of the recent angst around overtightening receded. Notably, 
the Nasdaq leapt 4.3%, followed by 1.7% and 3% lifts in the Dow and S&P500 respectively. A better run of earnings 
data out of Wall Street helped no doubt. 

The safe haven currencies have all dipped off the back of the less pessimistic view among markets. The USD has 
been the bottom performer in the G10, followed by JPY and the Swiss Franc. NZD/USD has managed a modest gain 
to near 0.6260, but NZD has lost the usual tug of war against AUD – easing to near 0.8960. Commodity prices are 
mostly higher, with benchmark oil prices lifting 3-4%. That’s helped NOK overperform. 

US June Data Wrap: US retail inventories lifted far ahead of expectations (+2% mom versus a surveyed +1%). 
Durable goods orders performed a similar trick, lifting 1.9% mom versus an expected dip of 0.4%. On the other hand, 
the US housing market is clearly cooling, with pending home sales falling 8.6% mom, despite expectations of a more 
modest 1% drop. 

Local Recap: In contrast to other recent inflation prints around the world, yesterday’s Q2 Aussie CPI print undershot 
expectations by lifting 6.1% annually as opposed to the market median of 6.3% (typical cobbers – gotta be different). 
Still, it’s no use quibbling over tenths of a percent with inflation still way off target – while Aussie market pricing 
pared back a little (to just shy of +45bps for the next meeting), another 50bps hike by the RBA is still the base 
outcome. Broader Aussie swap yields eased 8-10bps, with the largest declines in the front end of the curve. Moves in 
NZ swaps were miniscule. The local market has about 55bps priced for the August RBNZ meeting – it’s fair to say a 
75bps hike by Orr and co is likelier than a shift back to 25s. 

Day ahead: Today’s events will find it hard to live up to the excitement this morning, with Aussie retail sales 
projected to be largely flat at +0.2% mom. Overnight, the week’s key US events continue, with the release of Q2 GDP 
data that will confirm the US economy decelerated over the quarter (CBA: +0.8%/saar). With US inflation data 
towards the end of the week likely to be pretty molten-hot, it’s a grim omen of the challenging balancing act the Fed 
will have to deal with as the tightening cycle wears on. 
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Currencies Currencies Commodities Equities

NZD/USD 0.6264 0.5% NZD/SEK 6.402 -0.5% NZX WMP 3675.0 -0.5% Dow 32198 1.4%

NZD/AUD 0.8956 -0.3% NZD/DKK 4.571 -0.3% Gold $/o 1735.2 1.0% S&P 500 4028 2.7%

NZD/EUR 0.6141 -0.2% NZD/THB 23.0 0.4% WTI Oil $/b 97.2 2.3% NASDAQ 12032 4.1%

NZD/JPY 85.54 0.3% AUD/USD 0.6995 0.9% Money Market (%) FTSE 7348 0.6%

NZD/GBP 0.5151 -0.5% EUR/USD 1.020 0.8% 90 Day BB 3.16 0.02 CAC-40 6258 0.7%

NZD/CAD 0.8031 0.1% USD/JPY 136.6 -0.2% OCR 2.50 0.00 DAX 13166 0.5%

NZD/CHF 0.6005 0.1% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 20670 -1.1%

NZD/HKD 4.917 0.5% NZ 3.57 -0.04 1yr 3.89 -0.02 Nikkei 27716 0.2%

NZD/SGD 0.8664 0.1% US 2.78 -0.02 2yr 3.95 0.01 ASX200 6823 0.2%

NZD/CNH 4.224 -0.3% Aust 3.26 -0.09 5yr 3.72 -0.02 NZX50 11135 0.0%
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