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Let the taper begin 

As expected, the Fed’s Open Market Committee has announced it will start to taper asset purchases later in November. 
Treasury purchases will be reduced by USD$10 billion and mortgage-backed securities by USD$5 billion as it begins 
withdrawing monetary support. The Fed has signalled a steady pace of similar reductions for each subsequent month, but 
declares it will remain flexible and will be prepared to adjust the pace if conditions change (no kidding). In its comments, 
the Bank still stated inflation was elevated due to ‘transitory’ factors and that that it expected supply constraints to ease 
and relieve inflationary pressures over time. The federal funds rate remains unchanged at 0.25%.   

Moves in US yields have actually been relatively modest overnight, given the taper has been widely signalled by Powell 
& co. for some time. Treasury yields are 2-5bps higher at the time of writing, with the most pronounced moves in the 3-5 
year terms. Given its dip over the past fortnight, the 10-year yield is still circa 10bps below its October peak. There’s no 
sign of a taper tantrum just yet, though this is the beginning of a process rather than the end of it. 

Equities have also taken the Fed’s move in their stride. The major Wall Street indices have been mixed overnight, with the 
Dow down 0.14%, but the S&P500 rising 0.09% and the Nasdaq up 0.37%. European sharemarkets were similarly mixed. 

Moves in currency markets have been similarly muted (are you sensing a theme here?). Among the G10, the USD is 
actually a middle-ranked performer. NZD/USD spiked a little in the aftermath of the FOMC’s announcement, and now sits 
around 0.713. NZD/AUD has also ticked up around 0.960. 

There wasn’t an awful lot new out of yesterday’s RBNZ FSR, but it did cover some recent themes. The RBNZ remains 
concerned about the pace of house price growth and is looking at the introduction of debt-to-income ratios (DTIs) and 
interest rate floors as new implements for the ever-expanding macroprudential toolbox. Consultations won’t start until the 
end of the month and, from their end, the Bank reckons it’ll take another six months for banks to implement those DTIs 
(interest rate floors can be implemented a bit sooner). Elsewhere, the RBNZ confirmed the minimum core funding ratio 
(CFR) for commercial banks would return to 75% in the new year (having been lowered to 50% in the early stages of the 
pandemic). Again, the near-term implications here are limited given the current actual CFR across banks sits at a lofty 
86.3%. 

Yesterday’s Q3 NZ labour market data showed most measures of labour strength overperformed, with the 
unemployment rate falling to 3.4% from 4% in Q2. The unemployment rate (3.4% vs a surveyed 3.9%), employment 
growth (+2.0% qoq vs a surveyed +0.4%), and the participation rate (71.2% vs a surveyed 70.5%) all surprised with their 
strength. Only private sector wage inflation was below expectations at +2.5% yoy instead of a surveyed +2.6%, but it is 
picking up and will accelerate further given the tightness in the labour market more broadly. We may see some measures 
ease in Q4 as the lengthy lockdown’s impact gets more fully reflected in the data – but it’s clear the labour market remains 
very, very tight and looks set to largely remain so. 

Local Recap: NZ yields advanced in the aftermath of the strong labour market print, with the OIS market now pricing 
32bps of hikes at the next meeting and the OCR hitting 2% by the August meeting. That pricing increasingly looks a little 
rich to us in light of the RBNZ’s emphasis on moving in 25bps increments. The 2- and 10-year swap each rose by circa 
10bps, but the impact largely wore off as the day went on. NZX50 was unchanged over the day. 

Day Ahead: Nothing out locally after yesterday’s excitement. Overnight, the highlight is the Bank of England meeting – we 
expect the Bank will make no policy changes, though there is a risk it begins reducing monetary support in light of the 
more persistent inflationary pressures on show. Author: nathaniel.keall@asb.co.nz  

 

 

 

Currencies Currencies Commodities Equities

NZD/USD 0.7137 0.4% NZD/SEK 6.110 0.2% NZX WMP 4000.0 0.9% Dow 36053 0.0%

NZD/AUD 0.9602 0.3% NZD/DKK 4.580 0.2% Gold $/o 1767.9 -1.1% S&P 500 4637 0.1%

NZD/EUR 0.6157 0.3% NZD/THB 23.8 0.7% WTI Oil $/b 80.9 -3.6% NASDAQ 15736 0.5%

NZD/JPY 81.44 0.5% AUD/USD 0.7433 0.0% Money Market (%) FTSE 7249 -0.4%

NZD/GBP 0.5224 0.0% EUR/USD 1.159 0.1% 90 Day BB 0.82 0.02 CAC-40 6951 0.3%

NZD/CAD 0.8857 0.4% USD/JPY 114.1 0.1% OCR 0.50 0.00 DAX 15960 0.0%

NZD/CHF 0.6513 0.1% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 25025 -0.3%

NZD/HKD 5.555 0.4% NZ 2.56 -0.02 1yr 1.54 -0.03 Nikkei 29521 -0.4%

NZD/SGD 0.9631 0.4% US 1.58 0.03 2yr 2.26 0.05 ASX200 7393 0.9%

NZD/CNH 4.565 0.2% Aust 1.86 -0.04 5yr 2.57 0.02 NZX50 12994 0.0%

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/labour-market-review-q3-2021.pdf
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      Important Disclaimer 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or needs. 
Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard to your 
objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.   

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the 
information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy, 
reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this document are subject 
to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere by ASB Bank Limited. We are 
under no obligation to, and do not, update or keep current the information contained in this document. Neither ASB nor any person involved in the 
preparation of this document accepts any liability for any loss or damage arising out of the use of all or any part of this document.   

Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to contingencies 
and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant that any of these 
valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.  
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