
It sounds very familiar
Interestingly, a lot of the data releases 
overnight mirrored the sentiment we have 
seen in New Zealand this year with falling 
new home sales, plummeting consumer 
confidence, and surging inflation.

The US housing market, like most 
developed economies, performed 
strongly through the pandemic, boosted 
by aggressive stimulus and flexible 
working. However, with mortgage rates 
climbing and household balance sheet 
costs increasing, the housing market 
risks becoming a drag as we head into 
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2023. Overnight, US new home sales fell 
2.0% in February to a seasonally adjusted 
annual rate of 772,000, following on  
from January’s 8.4% decline to 810,000.

It was a similar story in the Eurozone, 
where consumer confidence fell to its 
lowest level since May 2020, plummeting 
9.9 points on the month to -18.7, well 
below expectations of -12.9. It should be 
noted that while this was the first data 
release in the Eurozone since the war in 
Ukraine started, the data doesn’t consider 
the full surge in energy prices.

In the UK, inflation hit another multi-
decade high in February, touching 6.2%  
for the first time since the early 1990s. 
Above market forecasts of 5.9% and 
higher than January’s 5.5%. It is the 
highest inflation rate since March 1992, 
as the rising cost of energy and food 
continued to squeeze the living standards.

Loretta Mester, Bank of Cleveland Presi-
dent and Fed member, favours front 
loading FOMC rate hikes stating, “Raising 
the fed funds rate to about 2.5% will be 
appropriate, with further rate hikes next 
year. Frontloading rate hikes is appealing, 
we can slow the pace, or speed (up the 
hiking cycle) in 2H 2022, depending on 
inflation data. Upside risks to inflation from 
Ukraine conflict are greater than downside 
risks to US growth. Base case is that the 
economy will grow at above-trend pace, 
sustain healthy job gains. Inflation will 
move down but won’t return to 2% this year.”  

Loretta’s Fed colleague, Mary Daly, an-
nounced, “We are prepared to do whatever 
it takes to get price stability. There is quite 
a bit of frontloading compared to prior 
cycles. The data will tell us if a 50 basis 
point is the right recipe. Some increase 
in policy rate above neutral is likely to 
be required in 2023. Balance sheet 
adjustments would also deliver at least 
another rate hike worth of tightening. 
Very limited chance of US recession, 
(although it is) too early to call if we will 
have a global recession.”

China has locked down the major steel-
hub, the city of Tangshan. Residents 
are confined to their buildings until the 
lockdown is eased. Rumours suggest 
Shanghai could head into a lockdown  
as well. 

Although nothing has 
changed
Last night financial markets were actually 
quite stable as the data essentially 
confirmed what we already knew, that 
global growth is stalling while inflationary 
pressures remain elevated. Equity 
markets were a sea of red, with European 
bourses down 1.50% to 2.0%, while 
the US markets were off 1.0%. Oil, and 
commodities in general, were higher, 
although treasury yields eased with the 
10-year down to 1.315%. The NZD and 
AUD continued to grind higher, with the 
AUD/USD at the 0.7500 level. 
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