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Steady the ship  

Offshore markets have spent the night steadying themselves after the US inflation-inspired volatility of the previous 
night. US bond markets were closed for Veteran’s Day, but equities have recovered a little of their poise following 
yesterday’s dip (S&P500 0.12%). Commodity prices are generally higher with the exception of oil prices (WTI crude -0.1%).  

Meanwhile in currency markets, the USD has continued to push higher in the wake of the US inflation spike and 
consequent bringing forward of Federal Reserve cash rate expectations. The US 5-year ‘breakeven’ inflation rate yesterday 
spiked to the highest level in over 30 years of 3.1%. The first Fed rate hike is now fully priced for around July of next year. 
The “DXY” US dollar index has pushed on another 0.3% following on top of yesterday’s 0.9% lift and now trades at the 
highest level in just over a year.  

The higher USD has continued to apply pressure to the NZD/USD, which has lost another 40 pips or so overnight and 
trades around 0.7020. The kiwi’s commodity currency counterparts the CAD and AUD also underperformed. In the short-
term we think there’s room for the market to keep bringing forward US tightening expectations. This would keep the 
weight on the NZD/USD and bring into view a test of support around 0.6900. Strong NZ fundamentals will continue to limit 
the downside. 

October REINZ data out yesterday showed another strong month for NZ’s housing market, albeit with a return to form 
from Auckland over-inflating the headline numbers. Auckland house prices notched up a 3.6% (s.a.) gain for the month. 
This drove a 2.3% monthly increase in the national HPI, enough to maintain annual house price inflation at 30%, for the 6th 
straight month. Housing momentum is proving frustratingly difficult to rein in for policy-makers. But change is coming. 
There was (just) enough evidence in the October numbers to support our forecast for a material slowing in house price 
inflation next year. The pace of sales activity is slowing. The 1.6% ex-Auckland increase in NZ house prices was the slowest 
in 14 months. And indicators of market tightness – like median days to sell a house, and the sales/listings ratio – suggest 
excess demand and hence price pressures are (slowing) abating.  Housing construction will close the supply gap. 

NZ food price data for October (-0.9% mom, +3.7% yoy) didn’t change our view that annual CPI inflation is on track to hit 
6% later this year. High global food commodity prices point to food price inflation (and general inflation) remaining high 
well into 2022.  

Yesterday’s Aussie labour force report for October was a messy one, with the survey capturing the impacts of Victoria and 
the ACT still in lockdown but some of the first signs of improvement in NSW. Overall, employment was weaker than 
expected, contracting by 46.3k in October. The consensus expectation was for a 50k lift in employment. Forward indicators 
continue to point toward improvement and there was little market reaction.  

Domestic markets update: The NZ swap curve lifted and flattened yesterday with the moves largely driven by the surge in 
US yields of the night before. Two-year swap yields finished the day almost 10bps higher, and continue to hug their recent 
multi-year highs around 2.3%. 10-year swap yields were up more like 5bps to 2.73%. The 2s-10s measure of yield curve 
slope consequently flattened to around 43bps, and we expect more flattening ahead.   

Day Ahead: It’s shaping up as a quiet end to the week. In our time zone, there’s just the NZ manufacturing PMI to keep an 
eye on. There’ll be interest in whether the headline index can sustain its September move back above 50 (indicating 
expansion in the sector). Tonight, the influential New York Fed President Williams is speaking. Markets will be attuned to 
any shifts in Fed thinking following this week’s big inflation surprise. Author: mike.jones@asb.co.nz 

 

Currencies Currencies Commodities Equities

NZD/USD 0.7016 -0.8% NZD/SEK 6.118 -0.5% NZX WMP 4150.0 0.0% Dow 35952 -0.4%

NZD/AUD 0.9618 -0.2% NZD/DKK 4.558 -0.4% Gold $/o 1862.0 0.7% S&P 500 4656 0.2%

NZD/EUR 0.6128 -0.5% NZD/THB 23.0 -0.8% WTI Oil $/b 80.9 -0.6% NASDAQ 15739 0.7%

NZD/JPY 80.05 -0.5% AUD/USD 0.7295 -0.6% Money Market (%) FTSE 7384 0.6%

NZD/GBP 0.5248 -0.3% EUR/USD 1.145 -0.4% 90 Day BB 0.83 0.00 CAC-40 7060 0.2%

NZD/CAD 0.8830 0.0% USD/JPY 114.1 0.3% OCR 0.50 0.00 DAX 16083 0.1%

NZD/CHF 0.6466 -0.3% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 25248 1.0%

NZD/HKD 5.467 -0.7% NZ 2.66 0.10 1yr 1.67 0.05 Nikkei 29278 0.6%

NZD/SGD 0.9503 -0.6% US 1.55 0.00 2yr 2.30 0.02 ASX200 7382 -0.6%

NZD/CNH 4.484 -0.4% Aust 1.82 0.08 5yr 2.69 0.01 NZX50 13027 0.0%

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/reinz-oct-2021.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/housing-shortage-update-nov-2021.pdf
mailto:mike.jones@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.  
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