
Fed spanner 
Following on from the subdued nature of 
the RBA’s minutes, the Federal Reserve 
sprang into action this morning, and if 
it was their intention to create some 
volatility, then they certainly succeeded!     

While the Fed left its target range 
unchanged at 0-0.25%, policymakers 
signalled that rate hikes could come 
as soon as 2023 after the inclusion of 
the so-called ‘dot plot’ of expectations 
suggested there will be two hikes in 2023. 

In regard to its QE programme, the 
central bank gave no indication as to 
when it would begin cutting back on its 
bond-buying program and it will continue 
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to purchase bonds at its current rate  
of USD120 billion per month. Further-
more, the central bank now forecasts US 
GDP to grow at 7.0% and PCE inflation 
to reach 3.4% in 2021, although price 
pressures are expected to slow to 2.1% in 
2022.

So, while the markets took the ‘dot plots’ 
in their projections, the post meeting 
comments were erringly similar to those 
of the RBNZ’s after Chair, Jerome Powell, 
stated “the dots are not a great forecaster of 
rate moves. Dots to be taken with a big grain 
of salt.” The only thing missing from an 
RBNZ comparison was a “who knows where 
we’ll be by then” comment! In terms of 
potential discussions on tapering, he then 
added “at the next meeting, we will begin 
meeting-by-meeting to assess that progress 
and talk about what we’re seeing. You can 
think of this meeting as the ‘talking about 
talking about meeting.’”

So, to summarise, Mr Powell was broadly 
more hawkish than most, and ourselves, 
had expected at this juncture given the dot 
plot projections. In addition, the mention 
in the statement about continuing QE 
suggests they are now starting to think 
about starting the discussion on reducing 
purchases.  

While European and Asia markets were 
unchanged ahead of the Fed, the higher 
inflation forecasts for this calendar year 
and the suggestion of hikes in 2023 saw US 
equity markets ease 0.20%-0.50%. As with 
the RBNZ, the local fixed income markets 
took the dot plots at face value which 

saw the 10 year Treasury yield jump to 
1.56%, which compares to current levels 
of 1.67% in New Zealand and 1.55%  in 
Australia. The moves were mostly felt in 
the currency markets where the NZD 
and AUD, which both broke lower as 
the USD rallied on the news. To be fair, 
both currencies had been flat prior to 
the meeting, but upon the release of the 
statement, the USD immediately gained 
+0.8% which saw the NZD and AUD fall 
to lows of 0.7048 and 0.7608 before 
staging a modest recovery to existing 
levels.   

In other news
The New Zealand government has given 
‘in principle’ approval to add debt-to-
income ratios (“DTI”) to the RBNZ’s 
armoury. According to the RBNZ, nearly 
14.0% of lending in March was at a DTI  
of six or more.

UK CPI climbed to 2.1% in the year to 
May, up from April’s 1.5%.

The Chinese government announced 
there was no leak at its Taishan nuclear 
power plant despite increased levels of 
radioactivity, while President Biden and 
President Putin agreed to hold arms 
control and cyber-security talks.  
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