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Dot plots signal earlier and faster pace of FOMC hikes  

As was widely expected the FOMC held its key policy settings with the Fed Funds Rate in a 0-0.25% corridor and monthly 
asset purchases at USD120bn. The policy assessment reiterated ‘progress’ had been made in meeting the Fed’s price 
stability and employment goals (not the ‘substantial progress’ that would signal an imminent taper), but rising COVID-19 
cases were impacting the recovery. A moderation in asset purchases would “soon be warranted”, but the FOMC left the 
exact timing around this open.  At the Press Conference Fed Chair Powell said the taper could start as soon as November 
but said the timing and pace of the taper was not a direct signal for when Fed Funds rate ‘lift off” will begin.  

US short-term yields and the USD jumped after the ‘dot plot’ interest rate projections from 2022 were shaded up 
relative to those in June (0.125% (2021), 0.25% (2022), 1.0% (2023) and 1.75% (2024), signalling an earlier start to rate 
hikes and more tightening. The longer-term Fed funds rate was steady at 2.5%. Published forecasts showed lower 2021 
forecasts for growth (5.9% over 2021) and higher 2021 forecasts for the unemployment rate (4.8%), but also upward 
revisions for core Private Consumption Expenditure inflation (3.7% over 2021). The S&P500 is currently above pre-
announcement levels and, after a brief flurry higher, 10-year Treasury yields (1.31%) are back at 6am levels. 

Leading up to the FOMC, improved risk appetite was evident following market headlines yesterday afternoon that a 
‘deal’ had been reached between the payment of a USD35.9bn coupon (due September 23) by embattled Chinese property 
developer Evergrande to its bond holders. Details remain sketchy, but with the PBoC again adding liquidity yesterday to 
support the banking system, hopes are that a Lehmans-type episode can be avoided. Data had little market impact, with 
US August existing home sales close to expectations (-2.0% mom versus mkt: -1.7% mom). 

Global equity markets and the CNY were broadly supported, with US and European equities reversing previous falls. The 
resumption of trading in China and the Evergrande shadow resulted in choppy trading in the Chinese equity indices and 
Asian equities more generally, although real estate stocks were generally higher.  

Global bond yields were fractionally lower, with local yields lower yesterday as the market continued to digest the RBNZ’s 
cautious message on rate hikes (22bps of hikes are priced in by October, 50bps by November, 73bps by February 2022). 
Commodity prices were firmer, supported by improving global prospects. The rundown in US inventories provided an 
added boost to oil prices.  

There was little market reaction after the Bank of Japan left settings unchanged. The Japanese economy was recovering 
but the delta variant had hit consumer spending, with the BOJ watching the unfolding Evergrande situation. The PBoC held 
the 1- and 5-year Prime Rate at 3.85% and 4.65%, respectively.  

FX update: The stronger USD post-FOMC has seen a small unwinding of earlier NZD strength, temporarily pushing the kiwi 
below 70 US cents (0.6990-0.7060 USD range overnight). Prior to this, commodity currencies and the CNY had been in the 
ascendancy, with the NZD briefly testing 97 Australian cents. Favourable NZ interest rate differentials and a solid export 
commodity price outlook (we have revised up our 2021/22 Fonterra milk price forecast to $8.20 kgMS) remain key NZD 
supports. 

Day ahead NZ: Being a seasonally weak month for merchandise exports an August trade deficit is widely expected, with 
the annual trade deficit (currently $1.1bn) likely to widen. At around 2pm, NZDM will tender $500m of the 2024, 2031 and 
2037 bonds. NZ yields have rallied after Tuesday’s RBNZ speech signalled a greater likelihood of gradual OCR hikes (which 
should support demand), with outright yields (and spreads with global counterparts) biased lower. 

Day ahead offshore: With much of Australia in lockdown, September services (prior: 42.9) and composite PMIs (43.3) are 
expected to remain weak, in contrast to manufacturing (52). PMIs and PSIs for the UK (mkt: 59 and 55), Eurozone (60.3 and 
58.5) and US (61 and 54.9) are expected to be somewhat firmer (but uneven). Initial jobless and continuing claims feature 
tonight. The Bank of England is expected to make no policy changes, with focus on whether other MPC members join 
Michael Saunders and vote to curtail the current £895bn asset purchase programme. Author: mark.smith4@asb.co.nz 

https://www.asb.co.nz/content/dam/asb/documents/reports/rural-economic-note/fonterra-milk-price-september-21.pdf
mailto:mark.smith4@asb.co.nz
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Currencies Currencies Commodities Equities

NZD/USD 0.7016 0.1% NZD/SEK 6.090 0.0% NZX WMP 3770.0 1.9% Dow 34331 1.2%

NZD/AUD 0.9675 -0.2% NZD/DKK 4.457 0.3% Gold $/o 1770.2 -0.2% S&P 500 4406 1.2%

NZD/EUR 0.5994 0.3% NZD/THB 23.5 0.4% WTI Oil $/b 72.3 2.5% NASDAQ 14922 1.2%

NZD/JPY 77.04 0.3% AUD/USD 0.7251 0.3% Money Market (%) FTSE 7083 1.5%

NZD/GBP 0.5145 0.3% EUR/USD 1.171 -0.2% 90 Day BB 0.62 0.01 CAC-40 6637 1.3%

NZD/CAD 0.8942 1.6% USD/JPY 109.8 0.5% OCR 0.25 0.00 DAX 15507 1.0%

NZD/CHF 0.6492 0.3% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 24222 0.5%

NZD/HKD 5.463 0.1% NZ 1.94 0.01 1yr 1.10 -0.01 Nikkei 29639 -0.7%

NZD/SGD 0.9493 0.1% US 1.32 -0.01 2yr 1.43 0.00 ASX200 7297 0.3%

NZD/CNH 4.537 0.3% Aust 1.26 -0.02 5yr 1.78 0.00 NZX50 13216 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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