
That wasn’t as hawkish …
… as everyone thought it was going to be!

In a nutshell … the FOMC left their 
interest rate settings unchanged at 
5.25%-5.50% citing lack of progress on 
inflation. In a surprise move, the central 
bank announced they will slow the runoff 
of treasuries from its balance sheet from 
this June, reducing from USD60bn per 
month to USD25bn. Then, in the Q&A Fed 
Chair, Jerome Powell, stated a rate hike is 
unlikely to be Fed’s next move, although 
their confidence in a cutting cycle will 
take longer than previously thought.

The statement highlighted, “The 
Committee judges that the risks to achieving 
its employment and inflation goals have 
moved toward better balance over the past 
year. In recent months, there has been a lack 
of further progress toward the Committee’s 
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2.0% inflation objective. The Committee 
does not expect it will be appropriate to 
reduce the target range until it has gained 
greater confidence that inflation is moving 
sustainably toward 2.0%,” although there 
was some surprise by the statement, 

“Recent indicators suggest that economic 
activity has continued to expand at a solid 
pace,” given last week’s Q1 GDP print.

Highlights from the Q&A were, “I think 
there are paths that we could embark on 
to cut rates. Part of getting inflation to 
target probably means moving wage hikes 
to more sustainable levels. We don’t know 
how long it will be before we can cut rates. 
An unexpected weakening in the labour 
market would have to be significant, a 
couple of tenths in the unemployment rate 
probably wouldn’t do it. My expectation is 
over the course of the year that inflation 
will move back down but my confidence 
in that is lower. I don’t see the ‘stag’ or the 

‘flation’. Restrictive policy is doing what it’s 
supposed to do. We believe they (rates)are 
restrictive. And we believe, over time, it will 
be sufficiently restrictive. It’s unlikely that 
the next policy rate move will be a hike.” 

Overall, the markets liked the 
bearishness with equity markets 
recovering post meeting, while yields 
moved lower throughout the session 
with the 2 and 10-years currently lower 
by -9bps and -6bps to be at 4.96% and 
4.63%, respectively. The USD-index 
continue to bounce around the 106.00 
level and, while it is lower today, it is 
currently at 106.06 which has seen 
NZD/USD and AUD/USD bounce back 

above the 0.5900 and 0.6500 levels 
while NZD/AUD reached a low at 0.9076. 
Commodities are lower with oil falling 
to a 1-month low of -3.35% on the day.      

Looking at the rest of the 
headlines.
US jobs openings tumbled to a 3-year 
low at 8.488m, while US manufacturing 
PMIs returned to contractionary 
territory falling from 50.3 to 49.2. In 
Australia, manufacturing PMIs were also 
contractionary printing at 49.6.

In New Zealand, the unemployment rate 
firmed to 4.3% against expectations at 
4.2%, with the participation rate easing 
from 71.9% to 71.5%. Labour costs 
increased 0.8% on the quarter and 3.8% 
on the year. Meanwhile, the RBNZ’s 
Financial Stability report warned there 
remains a risk that new or persistent 
inflation pressures could mean global 
interest rates remain restrictive for 
longer, while Deputy Governor, Christian 
Hawkesby announced, “Employment data 
confirmation of trend we were expecting 
to see. Higher interest rates will involve a 
cooling of the labour market. High global 
inflation still remains a key risk for financial 
stability.”

Finally, analysts in Japan have suggested 
“As far as we can tell by looking at changes 

in the BOJ current account, we can say 
there’s a high likelihood intervention took 
place on the 29th. The amount of about 
JPY5trn (USD32bn) is largely in line with 
our calculations.”
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