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Main Themes: Markets are focussed on the 
meeting of the US Federal Reserve Open Market 
Committee, which is underway. A rate hike is widely 
expected to be handed down tomorrow –  the first 
since 2018. 

In other developments, oil prices fell under US$94 a 
barrel on hopes of a revived Iran deal and the ZEW 
survey in Europe suggests there is a strong risk of a 
downturn. 

Share Markets: US share markets rallied, as crude 
oil prices tumbled and ahead of a US Federal 
Reserve decision early tomorrow morning (AEDT). 
All three major indices rose by more than 1%. The 
Nasdaq index led the way. 

The latest BofA global fund manager survey 
revealed that most investors expect global stocks to 
slump into a bear market this year as the growth 
outlook has fallen to the lowest level since the GFC. 
While cash levels surged to the highest since April 
2020, allocation to commodities jumped to a record 
and exposure to equities fell to the lowest in almost 
two years. Stagflation expectations jumped to 62% 
of responses. 

Interest Rates: US Treasuries ended mixed with the 
yield curve steeper ahead of the Fed’s decision, 
which is likely to be a rate hike of 25 basis points. 
The decision will be revealed 5am tomorrow AEDT.  
The US 2-year yield closed 1 basis point lower whilst 
the 10-year yield finished 1 basis point firmer. 

The Australian 3-year government bond yield 
(futures) ranged between 2.04% and 2.10%, while 
the 10-year yield ranged between 2.52% and 2.57%. 
The first RBA rate hike remains fully priced for June 
2022. 

Foreign Exchange: The USD index appreciated 
overnight, lifting from a low of 98.64 to a high of 
99.20.  

The AUD/USD traded within a tight range of 0.7165-
0.7227. It was higher in the European session but 
then lost its gains in New York. The AUD is likely to 
tread water ahead of the Fed’s decision tomorrow 
morning. 

A big mover was the euro. It was sold off heavily 
after the weak ZEW data. EUR/USD fell from an 
overnight high of 1.1020 to an overnight low of 
1.0926, which helped AUD/EUR rise to near the 
0.6580 handle. 

Commodities: Renewed hopes about a revived Iran 
deal deflated oil prices after Russia’s Foreign 
Minister Sergei Lavrov said sanctions on his country 
won't affect the Iranian pact. The West Texas 
Intermediate futures price fell below US$94 a barrel 
before closing just above US$95 a barrel. It is the 
lowest close since 28 February. Oil has shed more 
than 20% in a tumultuous past week of trading 
that’s seen wild price fluctuations and heightened 
volatility. 

Australia: The Reserve Bank (RBA) left policy 
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settings unchanged at the March meeting, as widely 
expected. The minutes were released yesterday. 
The most significant development in the lead up to 
the meeting was the emergence of the devastating 
Ukraine war.  

The RBA acknowledged Russia’s invasion is an 
“adverse supply shock that would result in lower 
growth and higher inflation”. However, the 
economic impact will depend on the “scale and 
duration of the conflict” and the extent of any 
second-round effects. 

The minutes note the Australian economy was 
resilient throughout the Omicron outbreak and had 
strong momentum ahead of the temporary 
disruption. The RBA understands activity and hours 
worked began to recover from late January as case 
numbers declined. 

Russia’s invasion complicates the job of 
policymakers. The disruption to energy markets will 
weigh on global growth and push up inflation, 
materially increasing the risk of stagflation. 
Policymakers will need to balance supporting 
economic activity and taming inflation.  

We continue to expect that the RBA will commence 
the hiking cycle in August. However, we cannot fully 
rule out a move earlier in June or July, particularly 
in the context of the additional inflationary 
pressures underpinned by the Ukraine conflict.  

The ABS dwelling price index jumped 4.7% over the 
December quarter, following a 6.0% quarterly rise 
in the September quarter. The result takes the 
annual pace of growth to 23.7%, the fastest on 
record going back to 2004. 

China: Industrial production rose 7.5% over the year 
to February - the slowest growth in production 
since December of 2020. The result follows a 9.6% 
annual increase in January.  

Eurozone: March’s ZEW indicator of economic 
sentiment for Germany fell more sharply than ever 
before. The indicator plummeted 93.6 points to a 
current value of minus 39.3 points. It’s the biggest 
drop in expectations since the survey began in late 
1991. By comparison, the indicator experienced a 
decline of 58.2 points at the beginning of the 
COVID-19 pandemic in March 2020.  

The assessment of the economic situation in 
Germany has also worsened in the current survey. 
The corresponding indicator dropped 13.3 points to 
a level of minus 21.4 points. The data suggests a 
slowdown in Germany’s economy will soon be 
underway. Expectations for the inflation rate in 
Germany jump by 107.7 points to a new value of 

70.2 points. 

The ZEW President stated after the survey’s release 
that a recession in Germany is becoming more likely 
and that the collapsing economic expectations are 
accompanied by an extreme rise in inflation 
expectations.  

Industrial production in the eurozone region was 
unchanged in January, after a 1.3% rise in 
December. Forthcoming data is likely to be weaker, 
reflecting the softer ZEW survey. 

United Kingdom: The UK employment report for 
January exceeded consensus expectations. The 
number of unemployed persons fell by 48.1k, the 
unemployment rate dropped from 4.1% to 3.9% (vs 
4.0% expected) and wage growth rose to 4.8%, up 
from 4.6% (and vs 4.6% expected). 

United States: The Fed's two-day policy meeting 
has begun. A decision will be revealed at 5am AEDT. 
The Fed is widely expected to raise the target for 
the fed funds rate by 25 basis points, its first rate 
hike since 2018.  

A more aggressive hike of 50 basis points is seen as 
less likely, following hints from Fed Chair Jerome 
Powell at his Congressional testimony a couple of 
weeks back. The sharp drop in oil prices in the last 
couple of days has also likely lengthened the odds 
considerably of a hike of 50 basis points. 

In terms of data, the Federal Reserve Bank of New 
York’s Empire State manufacturing index declined 
to -11.8 in March, from 3.1 in February. This print 
missed the market expectation of 7.25 by a wide 
margin. The decline in business activity was the first 
fall since early in the pandemic. The new orders 
component was notably weak. The prices paid index 
remained very elevated, and the prices received 
index reached yet another record high. 

The final outcome for the producer price index for 
February was revised higher, from 9.7% annual 
growth to 10.0%. 

Russia & Ukraine: The leaders of Poland, the Czech 
Republic and Slovenia travelled to Kyiv for talks with 
Ukraine’s President as Russia stepped up its 
bombardment of Ukraine's besieged capital. Talks 
between the two sides resumed to discuss a 
possible cease-fire, but Vladimir Putin said Ukraine 
isn't being "serious" about resolving the war. 

The European Union extended its sanctions list and 
also imposed a ban on exports of luxury goods to 
Russia. 

 

https://www.investing.com/news/stock-market-news/shares-of-luxury-goods-makers-slip-on-russia-export-ban-2784731
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Besa Deda, Chief Economist 

Ph: (02) 8254 3251 

Today’s key data and events: 

 

US Total Net TIC Flows Jan prev -$52.4bn (7am)  

NZ Current Acct Q4 exp -$6.2bn prev -$8.3bn (8:45am)  

AU WBC Leading Index Feb prev 0.13% (10:30am)  

JN Industrial Production Jan Final (3:30pm)  

US Retail Sales Feb exp 0.4% prev 3.8% (11:30pm)  

US Import Price Index Feb exp 1.6% prev 2.0% (11:30pm)  

US Export Price Index Feb exp 1.2% prev 2.9% (11:30pm)  

US Business Inventories Jan exp 1.1% prev 2.1% (1am)  

US NAHB Housing Mkt Index Mar exp 81 prev 82 (1am)  

US FOMC Meeting Decision (5am)  

Federal Funds Rate exp 0.25%-0.50% prev 0.00%-0.25% 

 

Times are AEDT. All data forecasts are m/m or q/q and seasonally 
adjusted unless otherwise specified. Forecasts for Australian data are our 
forecasts and for other countries they are consensus forecasts. 



Morning Report  
 

 
 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 

 

 
 
 

Contact Listing    

    
Chief Economist Economist   
Besa Deda Matthew Bunny   
dedab@bankofmelbourne.com.au matthew.bunny@bankofmelbourne.com.au   
(02) 8254 3251 (02) 8254 0023   
    
Senior Economist Associate Economist 

Jarek Kowcza Jameson Coombs 

jarek.kowcza@bankofmelbourne.com.au jameson.coombs@bankofmelbourne.com.au 

0481 476 436 0401 102 789 

 

 
 

 

The Detail 
 
The information contained in this  report (“the Information”) is provided for, and is  only to be used by, persons in Australia. The information may  

not comply with the laws  of  another jurisdiction. The Information is general in nature and does  not take into account the particular investment 
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