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Bad news is good news as signs of recession mount 
Domestic business sentiment measures remained weak, with own activity expectations from the July ANZ Business 
Outlook marooned at recessionary levels (-8.7), with weak employment, investment intentions and profit 
expectations (see the write up by Mike Jones here). We are not yet forecasting recession for the NZ economy, but 
the direction of risk is clear, with the economic outlook in the second half of 2022 looking soft. Pricing and cost 
metrics from the ANZ survey did not shoot higher-still and suggest annual NZ CPI inflation may have peaked at ‘just’ 
7.3%. Still, it is difficult to foresee NZ CPI inflation falling below 3% anytime soon. Despite consumers likely to report 
weak sentiment today, we expect NZ Q2 data to depict an extremely tight labour market, with the unemployment 
rate hitting a record low 3% and with private sector labour costs notching their highest annual increase since 2008.   

The major news overnight has been the market’s reaction to a swathe of weak economic data (see section below), 
including signs that the US economy entered a shallow recession in the first half of 2022. A weaker activity pulse 
has bolstered hopes that inflation will ease, and yields have fallen as expectations of central bank hikes were dialled 
back. In turn, this has provided a further leg-up to equities, despite what a weaker activity backdrop might mean for 
corporate earnings. Currency safe havens have done well, but also interesting was the strong performance of the 
NZD overnight.  

Global yields extended their post-FOMC falls. US Treasury yields were around 10-15bps lower out to the 10-year 
tenor (2Y 2.87%, 10Y 2.67%), with 10-year yields their lowest since April.  Markets continued to pare back FOMC 
tightening expectations, with just 56bps hikes priced in for September and around 90bps by the end of the year. 
European Government bonds yields rose upon their open, but this was short-lived with yields 10-20bps lower, led by 
shorter-term tenors (UK 10Y 1.86%, Ger 10Y 0.82%). Australian bond yields were a tad lower across the curve. 

Equities have largely maintained their post-FOMC bounce. The S&P500, Nasdaq and Dow are around 1% higher on 
their open despite Facebook parent Meta Platforms reporting its first quarterly decline in sales. Markets are awaiting 
key earnings reports from some of the largest S&P500 companies as well as Amazon, Apple and Intel. European 
stock indices were generally up (Euro Stoxx 50 +1.2%, Dax 0.9%, FTSE 100 flat). Stocks generally closed higher in the 
Asia-Pacific session (ASX +1.0%). 

Commodity prices were mixed, with gains for metals (gold +1.2%) and most agricultural commodities, but with 
energy prices generally lower given signs of weaker global growth. Reduced US stockpiles provided a modicum of 
support to oil prices with modest moves in near-term contract prices for WTI (USD 97 per barrel) and Brent 
(USD107).  

Overseas data was weak: The US economy looks to have had a narrow recession in the first half of the year with Q2 
GDP contracting at an 0.9% annualised quarterly pace (mkt: 0.4% /saar) following the 1.6% annualised Q1 drop. Q2 
falls were registered for inventories (not necessarily bad), investment and government spending.  The tight US 
labour market may also be slowly going off the boil. Initial jobless claims at 256k were a touch higher than expected 
(mkt: 250k) and 90k above mid-March lows. Continuing claims were a tad lower than expected at 1359k. Eurozone 
July economic confidence fell to its lowest level (99) since early 2021 (mkt: 102), with falls in industrial (3.5), and 
services (10.7) sentiment. Eurozone consumer sentiment (-27) fell to record lows. Soft June Australian retail sales 
were in line with CBA expectations (0.2% mom undershooting the market consensus (+0.5% mom)), showing clear 
signs of moderation. Gains in Australian Q2 export prices (+10.1% qoq) were stronger than expected and point to a 
5% rise in the Terms of Trade, a positive for nationwide income.   

Local update: NZ swap yields eased throughout the early part of yesterday’s trading session but recovered 
thereafter to end down 2-6bps, with a larger pullback in shorter-term yields. OIS market pricing has 54bps of August 
hikes and 140bps of 2022 hikes (3.9% OCR by year end). NZ Government bond yields were down 5-11bps with larger 
falls for short-term tenors, steepening the curve.  The $400m NZDM tender of the 2027, 2033 and 2037 lines saw 
strong demand with yields below mid-market levels. The NZX 50 followed global equity indices higher (+1.7%). The 
NZD gained against most majors but eased against the yen. 

FX Update: Concerns over global growth and high energy prices saw the JPY and CHF outperform, with European 
currencies under some downward pressure as were the AUD and CAD. The NZD, however, was one of the stronger 
currency performers. The NZD traded in a 0.6250 to 0.6295 USD range overnight, and early this morning pushed 
above 90 Australian cents. 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/business-confidence-jul%202022.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/labour-market-preview-q2-2022.pdf
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Day ahead: NZ ANZ July consumer sentiment is expected to remain weak with downbeat consumer assessments of 
their experienced and expected situation, with soft assessments for general economic prospects, cooling house price 
expectations but with elevated Inflation expectations for consumer price inflation. Data is light for Australia (just 
producer prices and private sector credit), and Eurozone July CPI inflation is expected to accelerate to fresh record 
highs (Headline 8.7% yoy, core 3.95 yoy).  US PCE inflation for June is expected to remain stubbornly high (headline 
6.8% yoy, core 4.7% yoy), with consumer sentiment looked for signs of slippage. There are no scheduled comments by 
FOMC, ECB or BOE officials tonight of this weekend. Have a good weekend.  

Author: mark.smith4@asb.co.nz 
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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 0.6288 0.4% NZD/SEK 6.424 0.3% NZX WMP 3600.0 -2.0% Dow 32563 1.2%

NZD/AUD 0.9008 0.6% NZD/DKK 4.596 0.5% Gold $/o 1754.6 1.2% S&P 500 4071 1.2%

NZD/EUR 0.6174 0.6% NZD/THB 22.9 -0.2% WTI Oil $/b 96.8 -0.5% NASDAQ 12162 1.1%

NZD/JPY 84.42 -1.2% AUD/USD 0.6981 -0.2% Money Market (%) FTSE 7345 0.0%

NZD/GBP 0.5170 0.3% EUR/USD 1.019 -0.1% 90 Day BB 3.16 0.00 CAC-40 6339 1.3%

NZD/CAD 0.8058 0.3% USD/JPY 134.3 -1.6% OCR 2.50 0.00 DAX 13282 0.9%

NZD/CHF 0.6004 0.0% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 20623 -0.2%

NZD/HKD 4.936 -0.1% NZ 3.50 -0.07 1yr 3.86 -0.05 Nikkei 27815 0.4%

NZD/SGD 0.8677 0.2% US 2.67 -0.12 2yr 3.87 -0.06 ASX200 6890 1.0%

NZD/CNH 4.242 0.5% Aust 3.21 -0.04 5yr 3.67 -0.04 NZX50 11328 0.0%
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