
Hello new Fed Chair, and hello 
tightening bias
Kevin Warsh’s first meeting as Fed Chair 
set the tone for markets overnight, and 
it leaned firmly hawkish. The FOMC 
held the funds rate unchanged at 3.50% 
to 3.75% in a unanimous vote, but the 
projections were the focal point. The 
median dot for end-2026 jumped to 
3.8%, from 3.4% in March, making a hike 
the new base case, with nine officials 
pencilling in at least one increase this year 
and six seeing two or more. Policymakers 
lifted their 2026 inflation forecast to 
3.6% (from 2.7%) and trimmed growth 
to 2.2%. Warsh declined to submit a 
dot of his own, calling the rate debate “a 
good family fight”, ruled out revisiting the 
2.0% target until it has been delivered, 
and announced task forces to overhaul 
the Fed’s communications, data use and 

CURRENCIES Spot 6mths

NZD/USD 0.5762 0.0033

NZD/AUD 0.8223 0.0074

NZD/JPY 92.580 -0.87

NZD/EUR 0.5012 -0.0009

NZD/GBP 0.4337 0.0024

NZD/CNH 3.9299 -0.0282

AUD/USD 0.7006 -0.0024

AUD/EUR 0.6094 -0.0067

EUR/USD 1.1494 0.0086

USD/CNH 6.7789 -0.0871

GBP/USD 1.3283 -0.0006

EUR/GBP 0.8652 0.0063

INT RATES NZ  Australia

OCR/Cash 2.25% 4.35%

90 day bills 2.67% 4.52%

2 year swap 3.27% 4.44%

10 year Govt 4.43% 4.87%

its USD6.7trn balance sheet. Markets 
took the hint and fully priced a hike by 
October, while even President Trump 
conceded one “could happen”.

The market’s reaction was strong. The 
S&P 500 fell 1.0%, and US Treasury 
yields rose sharply as the market moved 
to price in a hike this year. The 2-year US 
Treasury yield climbed 15bps to 4.21% 
and the 10-year added 6bps to 4.50%, 
which will likely see local swap rates 
open higher this morning. The USD index 
firmed back above the 100.00 level on 
the prospect of higher interest rates and 
dragged both the NZD and AUD lower, 
at 0.5765 and 0.7010 respectively. With 
the two antipodeans moving largely in 
tandem, the NZD/AUD was little changed 
around 0.8225. Gold fell 2.0% to around 
USD4,245 on the firmer USD and higher 
yields, while crude was little changed, 
now sitting under USD80 per barrel. 

Old news
The local focus now shifts to this 
afternoon’s NZ Q1 GDP, where markets 
are projecting growth of around 1.0% in 
the quarter. It is important to remember 
that this read is often volatile and messy 
and besides that, it largely pre-dates 
the late-February oil shock, so it shows 
where the economy was, not where 
it is now, with more recent indicators 
softening to look more like a stall in Q2. 
A soft print could be detrimental to the 
economic outlook. 

Overnight, UK CPI held at 2.8% in 
May, below the 3.0% feared, although 
services inflation firmed to 3.7%, keeping 

the BoE cautious ahead of its decision 
this evening. Markets currently see no 
change from the central bank.

Not just yet
While the Middle East conflict seems to 
be all but wrapped up, we can’t escape 
talking about it just yet. The US released 
the formal text of the Iran MoU overnight. 
Iran commits to destroying its enriched 
uranium through downblending (the 
opposite of enriching), with sanctions 
relief contingent on a final deal and good 
behaviour, and either side can still walk 
away until a binding agreement is signed. 
Trump may travel to sign as early as today, 
while insisting there is no US government 
cash in the USD300bn infrastructure 
rebuild fund, with a weekend meeting in 
Switzerland the next test.

Once bitten, twice shy. The oil supply 
outlook is already changing. US crude 
stocks at the Cushing hub have fallen to a 
12-year low near 20m barrels, around the 
operational minimum, after eight weeks 
of draws on surging wartime exports. The 
UAE said it is moving to cut its Hormuz 
reliance to “zero” through a major port 
expansion, while Iraq is poised to lift 
southern exports once the reopening is 
formalised. 
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