
The lull before non-farm
The Federal Reserve announced it will 
begin selling down, or tapering, its 
holdings of corporate bonds purchased 
last year as part of its Secondary Market 
Corporate Credit Facility. 

While it was possibly more psychological 
than effective, the Fed nevertheless 
holds USD8.6 billion in corporate bond 
ETFs and USD5.2 billion of individual 
corporate bonds. By all accounts, the 
Fed is sitting on a gain of USD140 million 
from the ETF price appreciation alone, 
although the Fed emphasized the sales 
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will be gradual, orderly and “will aim to 
minimize the potential for any adverse 
impact on market functioning.” Thank 
heavens for that!

In other US data, the ADP employment 
report showed companies added the 
most jobs in 11 months as 978,000 
people returned to work, while initial 
claims dropped below the 400,000 level 
for the first time since the pandemic 
hit to reach a mere 385,000 last week. 
Finally, the ISM services PMI increased 
to 64.0 in May to record a new record 
high and beat market forecasts of 63.0.

We also had a few Fed members on the 
newswires with Robert Kaplan, “expecting 
more people to return to jobs market when 
benefits expire. We’d be better off weaning 
off bond purchases, the Feds job is not to 
monetise debt.” While John C. Williams 
said “I do think it makes sense for us to be 
thinking through the various options we 
may have in the future.”

So, while RBNZ Governor, Adrian Orr, 
and Assistant Governor, Christian 
Hawkesby, have both talked about 
the option to cut rates since the MPC,  
the RBNZ Deputy Governor, Geoff 
Bascand, stated “very loose policy will not 
last ‘forever’. Rates will rise but when is the 
question.” 

He then added “international shipping 
costs were high, and is watching how these, 
and other supply constraints, translate 

into expectations for inflation and wage 
pressure.” The NZ budget deficit for the 
first 10 months of the financial year was 
NZD3.57 billion smaller than forecast.

Australia had a whole host of data with 
construction PMI’s easing to 58.3 in 
May as the indexes for employment, 
input prices and selling prices all hit 
record highs. Meanwhile the Markit 
final services and composite PMI’s 
both printed at 58.0, slightly below 
the preliminary’s, with the usual 
employment and inflationary pressures. 
The Australian trade balance for April 
produced a surplus of AUD8,028 million, 
slightly below the AUD8,250 million, 
while the final April retail sales number 
came out in line with the preliminary at 
+1.1%. 

The Caixin/Markit PMIs for China 
showed services at 55.1 and the 
composite at 53.8 for May, down from 
April’s numbers but still in expansionary 
mode. 

Given the strong US employment 
and services data, the US dollar index 
extended gains to 90.5 ahead of tonight’s 
pivotal non-farm payrolls. This saw the 
NZD and AUD both get hit particularly 
hard, with both sitting just above key 
support levels. Meanwhile, US equities 
pared back some losses after news leaked 
that President Joe Biden may be open to 
a lower corporate tax rate than the 28.0%, 
while the 10 year yield firmed to 1.62%.
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