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BOE holds and a collective sigh of relief in markets post-FOMC 

The Bank of England held its 0.1% policy interest rate and £895bn in asset purchases. The decision was in line with analyst 
expectations but caused a bit of a stir as markets were biased in favour of a 15bp hike, triggering a sharp pullback in UK 
yields and a fall in sterling. The decision showed a 7-2 split in favour of the rates decision and 6-3 in favour of the QE 
programme, with the BOE citing uncertainties over the labour market outlook as reasons for the decision.  

The policy assessment pointed to likely rate hikes over the coming months given high (but transitory) inflation with the BoE 
expecting close to 5% CPI inflation by early 2022 but falling towards 2% by late 2023.  Still, BoE Governor Bailey has mildly 
pushed back against the aggressive pace of market pricing (that had the target rate above 1% by late next year), noting 
that while it was “in the right direction” in was “a bit overdone”. Time will tell.  

Markets have breathed a collective sigh of relief on the FOMC’s signal that it was willing to be ‘patient’ with rate settings 
and was in no hurry to hike them despite starting its QE taper later this month. This provided a boost to global equities, 
with the MSCI global equity gauge hitting a record high after the FOMC decision and with gains in US and European stocks 
overnight. The VIX measure of implied volatility (15.9) ticked up a fraction overnight but remained close to 2021 lows. 
Stocks were generally higher in yesterday’s Asian session. 

The BoE on-hold decision provided a further boost to global bond markets, with US Treasury yields lower across the curve 
(10Y 1.52%, down 8bps). Falls in UK yields were larger for short-term tenors (2Y -22bps), but 10-year gilt yields were still 
down 14bps overnight (0.93%). Australian yields drifted higher overnight, with more sizeable increases in the belly of the 
curve. 

Commodities prices were generally lower overnight, generally weighed by the stronger USD. Oil prices were down 
around 2% with near-term Brent prices a shade above USD80 per barrel, weighed by higher US stockpiles and the approval 
of a 400k daily increase in oil production by OPEC+, who rejected President Biden’s plea for a larger increase. 

US initial jobless claims (269k versus mkt: 275k) and continuing claims (2,105k versus 2,150k) were stronger than market 
expectations, falling to fresh March 2020 lows, with the US September trade deficit (USD80.9bn) a touch wider. Eurozone 
producer prices (2.7% mom, 16% yoy) were stronger than expected, highlighting near-term inflation risks. 

There was little market reaction as Australian retail trade volumes slumped 4.4% in Q3 (mkt: -5.0%). The usual lockdown 
type dynamics occurred with food retailing up (+5.3% qoq) in contrast to sharp drops in non-essential/hospitality spending. 
However, CBA’s household card spending data for Australia are showing a strong rebound is now occurring. Similar 
dynamics are in place on this side of the Tasman, but we expect a larger fall in NZ Q3 retail activity. The gradual rate at 
which restrictions will be eased and stock shortages will stretch out and temper the NZ rebound into well into 2022.    

Local Recap:  NZ yields have bounced around on thin trading volumes, with a general lift and steeper curves after their 
post HLFS gyrations. Market pricing is little changed, with 65bps of OCR hikes priced in by February 2022 and an OCR 
endpoint above 2.50%, more than our core view. The $500m in NZGB tenders of the 2024, 2032 and 2042 attracted mixed 
results, with strong demand for the 2024 bond, with yields trading below prior mid-market levels, but with yields for the 
2032 and 2041 bonds at around mid-market levels with lower bid cover ratios. The NZSX 50 closed down 0.4%. 

FX Update: Sterling and other European currencies were weighed by the BoE decision, with lower commodity prices 
lowering commodity currencies. The yen and USD were towards the top of the G10 leader board, with the NZD towards 
the foot of the table. The NZD had steadily eased against the USD overnight and is towards the bottom of its 0.7090 to 
0.7150 USD overnight range, with the NZD hovering around 96 Australian cents.  

Day Ahead: Nothing locally today, with the horse race between vaccinations and COVID-19 cases continuing and with 
Aucklanders planning to step up their Christmas shopping after next week’s relaxation in alert levels.  The RBA Statement 
of Monetary Policy will contain the meat on the bones of Tuesday’s RBA decision, in which we expect the contained wage 
and inflation outlook to signal little urgency in raising the 0.1% cash rate.  Tepid growth in September Eurozone retail sales 
is expected (mkt: +0.2% mom, 1.5% yoy). With no Fed speeches scheduled till early next week, the focus for markets is US 
October Non-farm Payrolls (mkt: +450k). Have a good weekend. Author: mark.smith4@asb.co.nz 
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Currencies Currencies Commodities Equities

NZD/USD 0.7104 -0.7% NZD/SEK 6.104 -0.1% NZX WMP 4000.0 0.0% Dow 36000 -0.4%

NZD/AUD 0.9604 0.0% NZD/DKK 4.572 -0.3% Gold $/o 1792.8 1.3% S&P 500 4673 0.3%

NZD/EUR 0.6148 -0.3% NZD/THB 23.7 -0.7% WTI Oil $/b 79.7 -1.5% NASDAQ 15951 0.9%

NZD/JPY 80.76 0.6% AUD/USD 0.7396 -0.7% Money Market (%) FTSE 7280 0.4%

NZD/GBP 0.5262 0.6% EUR/USD 1.155 -0.4% 90 Day BB 0.81 0.00 CAC-40 6988 0.5%

NZD/CAD 0.8857 0.6% USD/JPY 113.7 -0.3% OCR 0.50 0.00 DAX 16030 0.4%

NZD/CHF 0.6482 -0.6% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 25225 0.8%

NZD/HKD 5.530 -0.7% NZ 2.60 0.04 1yr 1.55 -0.05 Nikkei 29794 0.9%

NZD/SGD 0.9599 -0.5% US 1.52 -0.08 2yr 2.26 0.02 ASX200 7428 0.5%

NZD/CNH 4.545 -0.3% Aust 1.84 -0.02 5yr 2.62 0.06 NZX50 12944 0.0%
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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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