
Sticking to the script
The FOMC played to the pre-prepared 
script and hiked its target Fed Funds rate 
by 50 basis points to a 0.75%-1.00% range 
in what was its second consecutive rate hike 
and its largest rise in borrowing costs since 
2000. 

The central bank indicated it will 
begin reducing asset holdings on its  
USD9 trillion balance sheet from 1 June at  
USD47.5 billion per month. Rising to a 
maximum of USD95 billion after 3 months. 
Both policy adjustments were in line with 
expectations. 
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OCR/Cash 1.50% 0.35%

90 day bills 2.11% 0.70%

2 year swap 4.00% 3.07%

10 year Govt 3.80% 3.54%

In the Q&A, Jerome Powell started 
referencing how inflation is too high and  
that “We’re strongly committed to restoring 
price stability.” Russian and Chinese 
dynamics were flagged in the policy 
statement with both placing pressure on 
headline inflation, although “our tools don’t 
really work on supply shocks, our tools work on 
demand.” While the Fed needs supply-chain 
fixes to get inflation down, Jerome Powell 
emphasised there is plenty of work they 
can do on the demand side, which the Fed 
can affect unlike the supply side. He then 
added the Fed is “expeditiously” moving the 
policy rate towards “neutral” although “a 75 
bps increases are not something the committee 
is actively considering” with 50 bps increases 
on the table at the “next couple of meetings.” 
Jerome Powell also emphasised several 
times that the Fed is committed to reining 
prices in with the view that the ‘neutral’ rate 
was between 2.0%-3.0%. On the balance-
sheet runoff, Mr Powell suggested it “will 
have the same effect as about one rate increase 
a year.” 

Futures markets are now anticipating a 
half-point rate increase at the June meeting, 
although earlier pricing in a 50% chance of a 
0.75%-point move. Stocks initially struggled 
for direction after the statement but soared 
to session highs as the Chairman threw cold 
water on the prospect of 75-basis-point 
increases. 

European markets also had a good session 
despite the poor German trade numbers. 

Currency markets saw big moves with the 
USD index dropping 1.0% during the Q&A, 
although the AUD outperformed, rallying 
2.25% to 0.7255 while the NZD gained 
1.60% to 0.6550. Bond markets were 
a little quieter taking the move in their  
stride with the T-bond yield easing back  
4 pips to 2.935% 

In other news, New Zealand’s unemploy-
ment rate held steady at its record low 
of 3.2% with a modest improvement in 
working-age population growth offset by 
a 0.1%-point decline in the participation 
rate to 70.9%. Pay growth was in line with 
expectations, with private-sector wages 
rising 0.7% from previous quarter to 3.1%. 
Higher than a year earlier and the quickest 
jump in wages since 2009.

The Reserve Bank of New Zealand (“RBNZ”)  
also released their semi-annual Financial 
Stability Report, noting that a ‘sharp’ decline 
in house prices was possible as it raises 
borrowing costs aggressively to tackle 
inflation.

RBNZ Governor, Adrian Orr, stressed a 
global synchronized recession couldn’t be 
ruled out as, “It was a very synchronized global 
hit from the pandemic, so we’re all coming 
out of that pandemic simultaneously, albeit 
in different ways, and we’re talking global 
commodity prices that have been impacted 
through the Ukraine crisis”

In other news, Australia, retail sales rose 1.6% 
in March following on from February’s 1.8% 
gain.
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30 day bank bills 1.77% 0.19%

90 day bank bills 2.11% 0.70% COMMODITIES

1 year swap 3.46% 2.44% USD

2 year swap 4.00% 3.07% Brent Crude 110.59

3 year swap 4.12% 3.28% Gold 1,883.95
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