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FOMC Minutes signal end of 2021 taper  

The FOMC Minutes of the September meeting signalled there was broad agreement for the tapering of the USD120bn in 
monthly asset purchases to begin by the end of this year, with tapering to concluded by mid-2022 (roughly USD15bn per 
month). This could pave the way for FOMC hikes as soon as mid-2022. However, the minutes showed a divergence of 
views around the outlook for inflation (transitory versus more persistent) and the interest rate outlook (some highlighting 
the need for rate hikes by the end of next year versus rates on hold over the next couple of years).  Market reaction was 
modest as most market participants had expected an imminent tapering announcement, including our CBA colleagues. 
There was little movement in US yields, with the USD index briefly arresting earlier falls and modest climbs in the S&P500.  

US short-term to medium-term yields pushed higher and 10-year Treasury yields fell (after a brief spike) after a faster 
than expected 0.4% September gain in the headline CPI (5.4% yoy), with core CPI (0.2% mom, 4.0% yoy) in line with 
expectations. Elsewhere, annual CPI inflation was confirmed at a lofty 4.1% for Germany.  Our view on the NZ CPI inflation 
outlook (Q3: +1.7% qoq, 4.4% yoy) is that there is more upside to come, with annual CPI inflation set to move above 4.5% 
by the end of this year. There is also the risk that the recent confluence of upside influences become engrained in wage 
and price settings and produce a more persistent uplift in inflation.  

There were modest moves in global equity indices, with technology stocks generally outperforming. Solid corporate 
earnings boosted European stocks.  Global yield curves were under flattening pressure, consistent with the pending 
removal of interest rate stimulus. US 10-year Treasury yields are currently trading at 1.55% after spiking to 1.60% after the 
US CPI print. Two-year Treasury yields touched March 2020 highs last night. NZ yields were generally up for short- to 
medium-term tenors, with 2-year swap yields (1.57%) at more than 2-year highs. About 45bps of OCR hikes are priced in by 
early 2022 with around 100bps of hikes by the end of next year. Australian yields were generally lower and curves flatter. 

Energy prices held at elevated levels as the global power crisis rolls on, with near-contract prices for WTI above USD80 
per barrel. Yesterday the International Energy Agency warned of more turbulence in global energy markets given the lack 
of investment in green and traditional (i.e. fossil fuel) generation sources so as to meet future energy needs heading to the 
Northern Hemisphere winter. There are signs of stress across the commodity complex. Chinese thermal coal futures hit a 
record high, with heavy rains impacting local supply. 

Data wrap: August monthly figures for UK estimated GDP (+0.4% mom), industrial production (0.8%), services (0.3% mom) 
and construction output (-0.2% mom) showed an uneven recovery, with the 1.6% dip in Eurozone industrial production 
broadly in line with expectations. China’s September trade surplus beat expectations by a wide margin (US$66.8bn actual 
versus US$45bn expected). Exports were increasingly driven by rising prices rather than volumes.  Higher electricity prices 
in China after the market-based reform may cause Chinese exporters to pass rising input costs to importers.  

NZ yields/OCR market pricing and the NZD ground higher after the preliminary October ANZ NZ business outlook 
surprised with its resilience and showed few (if any) signs of a delta variant hit. Own activity expectations rose to pre-
lockdown levels (26.2), whereas cost and pricing side metrics remained red hot and close to record highs. There is little in 
this survey that would prevent forthcoming OCR hikes (see our view here).  However, still-high COVID-19 counts (55 NZ 
cases yesterday), the extension of Level 3 restrictions in Northland and parts of the Waikato and likelihood of no let-up in 
restrictions for Auckland will likely test the patience, flexibility and resilience of the NZ economy. 

FX Update:  The European currencies were in the ascendancy overnight, with the USD the weakest G10 performer.  Lower 
prices for iron ore and weaker consumer sentiment data pushed the AUD lower, dragging the NZD down with it (NZD/AUD 
is currently 0.943). The NZD traded in a 0.691 to a 0.697 USD range overnight. Positive interest rate differentials and a solid 
NZ export commodity price backdrop (our index is around record highs in NZD terms) remain key sources of NZD support. 

Day ahead: REINZ September NZ housing market data might be out today and should show COVID-19 disruptions holding 
down sales volumes, but a tight market (low days to sell) with house prices likely still on the rise. Related to this is a 
1.30pm speech by departing RBNZ Deputy Governor Bascand on the contribution of strong balance sheets to NZ’s 
economic resilience. There will be speeches from various central banking officials from the RBA, BOE, ECB and FOMC over 
the next 24 hours. A lockdown-induced hit is expected for Australian September employment (mkt: -110k, CBA: -200k) and 
a rise in the unemployment rate (mkt: 4.8%, CBA: 5.0%). At just after 2pm NZDM will be tendering $500m of 2026, 2031 
and 2037 NZ Government bonds. NZ’s high outright yields on offer and the stronger starting point for the Crown accounts 
(which likely reduces future net issuance) should elicit reasonable demand. Chinese CPI (mkt: 0.8% yoy) and PPI data 
(10.5% yoy) are expected to highlight the uneven nature of the global inflation process. US jobless claims and US producer 
prices (mkt: 8.7% yoy) headline a quiet overnight session for data.  mark.smith4@asb.co.nz 

https://aem-preview-prod.asbbank.co.nz/content/dam/asb/documents/reports/economic-note/2021-q3-cpi-preview.pdf
https://aem-preview-prod.asbbank.co.nz/content/dam/asb/documents/reports/economic-note/business-confidence-oct-prelim-2021.pdf
https://aem-preview-prod.asbbank.co.nz/content/dam/asb/documents/reports/commodities-weekly/commodities-weekly-131021.pdf
mailto:mark.smith4@asb.co.nz
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Currencies Currencies Commodities Equities

NZD/USD 0.6960 0.3% NZD/SEK 6.053 -0.7% NZX WMP 3835.0 0.0% Dow 34371 -0.2%

NZD/AUD 0.9434 0.0% NZD/DKK 4.468 -0.2% Gold $/o 1791.4 1.8% S&P 500 4359 0.3%

NZD/EUR 0.6005 -0.2% NZD/THB 23.1 -0.1% WTI Oil $/b 80.6 -0.1% NASDAQ 14555 0.5%

NZD/JPY 78.89 -0.2% AUD/USD 0.7377 0.3% Money Market (%) FTSE 7142 0.2%

NZD/GBP 0.5097 -0.2% EUR/USD 1.159 0.5% 90 Day BB 0.68 0.02 CAC-40 6597 0.8%

NZD/CAD 0.8657 -1.6% USD/JPY 113.3 -0.2% OCR 0.50 0.00 DAX 15249 0.7%

NZD/CHF 0.6431 -0.4% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 24963 -1.4%

NZD/HKD 5.414 0.2% NZ 2.21 0.01 1yr 1.18 0.02 Nikkei 28140 -0.3%

NZD/SGD 0.9415 0.0% US 1.55 -0.02 2yr 1.54 0.03 ASX200 7273 -0.1%

NZD/CNH 4.475 -0.2% Aust 1.70 -0.03 5yr 1.97 -0.01 NZX50 13025 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.  

 

 

 

Currencies Currencies Commodities Equities

NZD/USD 0.6938 0.0% NZD/SEK 6.093 0.1% NZX WMP 3835.0 0.0% Dow 34429 -0.2%

NZD/AUD 0.9434 -0.1% NZD/DKK 4.477 0.2% Gold $/o 1759.9 0.3% S&P 500 4362 0.0%

NZD/EUR 0.6017 0.2% NZD/THB 23.1 -1.1% WTI Oil $/b 80.5 0.0% NASDAQ 14473 -0.1%

NZD/JPY 78.83 0.0% AUD/USD 0.7353 0.1% Money Market (%) FTSE 7130 -0.2%

NZD/GBP 0.5104 0.0% EUR/USD 1.153 -0.2% 90 Day BB 0.66 0.00 CAC-40 6548 -0.3%

NZD/CAD 0.8650 -1.7% USD/JPY 113.6 0.3% OCR 0.50 0.00 DAX 15147 -0.3%

NZD/CHF 0.6457 0.3% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 24963 -1.4%

NZD/HKD 5.399 0.0% NZ 2.20 0.01 1yr 1.16 0.01 Nikkei 28231 -0.9%

NZD/SGD 0.9414 0.1% US 1.58 -0.03 2yr 1.53 0.03 ASX200 7281 -0.3%

NZD/CNH 4.479 0.2% Aust 1.73 0.00 5yr 1.99 0.01 NZX50 12996 0.0%
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