
It’s a game of 2-halves.
First up, the Fed statement confirmed 
the pause but had a distinctive 

‘hawkishness’ in its tone. Summing it up, 
the Federal Reserve maintained its Fed 
Funds range at 5.00%-5.25%. The vote 
was unanimous and, in implementing its 
first pause since the start of the hiking 
cycle in March 2022, it provides the Fed 
with time to “assess additional information 
and its implications for monetary policy.” 
But there was a surprise, the Feds 
latest projections show policymakers 
favour a further 50bps of increases this 
year, pushing their median forecast to 
5.60% at year end, with a 4.60% 2024 
year-end rate. The Feds forecasts for 
economic growth and core inflation 
increased for 2023, while unemployment 
projections fell. The Feds view is that 
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the US economy continues to expand at 
a modest pace with robust job gains and 
low unemployment, although inflation 
remains “elevated.” The statement makes 
it clear the Fed will hike rates further 
should they deem it appropriate given, 

“the Committee would be prepared to adjust 
the stance of monetary policy as appropriate 
if risks emerge that could impede the 
attainment of the Committee’s goals.”

As has been the recent trend, the Q&A 
session undertook a slightly different 
tone. Fed Chair Jerome Powell started 
with, “we’ve covered a lot of ground and the 
full effects of our tightening are yet to be 
felt,” before adding, “if the economy does 
not evolve as projected, the path for policy 
will adjust as appropriate to foster our 
maximum employment and price stability 
goals. Nearly all committee participants 
expected it will be appropriate to raise 
interest rates somewhat further by the end 
of the year.” On the decision to hold today, 
he added, “the reason we’re comfortable 
pausing is that much of the tightening took 
place last summer and I think it’s reasonable 
to think that some of that may (still) 
come into effect.” Going forward, “we’re 
stretching out into a more moderate pace, as 
appropriate, to allow for more data to gather 
to see the impacts (as) there’s just ‘not a lot 
of progress’ in core inflation. We want to see 
it moving down decisively.”

Following the statement, equity and bond 
markets sold off, although rebounded 
during the Q&A session. Equities remain 
mixed, with the Dow being the worst 
performer, off -1.0%, while the 2-year 

US bond yield has eased back 7bps from 
its high to be up ‘just’ 7bps on the day at 
4.70%. The 10-year US yield is actually 
3bps lower at 3.79%. The USD-index 
has eased off, but is continuing to hold 
the 103.00 level, which has seen the 
EUR/USD rally past the 1.0800 level. 
The NZD/USD has also spiked above 
the 0.6200 handle, while AUD/USD is 
trading around the 0.6800 level.     

The best of the rest.
The NZ food price index increased 0.3% 
in May, which was better than April’s 
0.5% increase although, on the year, it 
remains at excessive levels having risen 
12.1%. In a further (mild) positive, the 
current account deficit improved from 
Q4’s -8.9% to -8.5%, or in dollar terms 
from NZD6.6 billion to NZD5.2 billion. 

The IMF has also chimed in with their 
own views on the local economy, stating, 

“the RBNZ will need to hold interest rates 
at their current level ‘for a prolonged 
period’ and should remain open to further 
hikes if necessary to tame inflation. The 
RBNZ’s rapid increases of the OCR to date 
are ‘appropriate’ and are helping to slow 
consumer-price gains.”      
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