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Delta variant concerns linger 

 Markets traded in a listless fashion overnight, awaiting key corporate earnings data and forthcoming US inflation data for 
direction. There were lingering concerns that the rapid spread of the delta variant of COVID-19 may slow the 2021 
rebound. The end to restrictions in Sydney looks to be a long way off after 112 new cases were reported yesterday. NZ can 
count itself lucky, but there is little room for complacency considering COVID-19 vaccination rates in Australia and NZ 
remain the lowest of the OECD according to Bloomberg estimates. Close to 3.5 billion vaccines have been administered 
globally. 

Global equities were up but traded in thin volumes. The major US stock indices hovered around record highs ahead of key 
Q2 corporate earnings results. Financials and real estate led the S&P500 higher. Major European bourses were also up. 
Stocks were generally firmer in the Asian session (ASX 200 +0.8%, NZSE50 +0.6%).  

Global yields were mixed. US Treasury yields were up modestly, led by higher short-term tenors, following Treasury 
auctions of the 10-year note. Still, yields for the 10-year tenor (1.37%) were more than 30bps lower than two months ago. 
European 10-year yields were a fraction lower, with curves marginally flatter. Australian yields were down yesterday, with 
10-year government bond yields down to 5-month lows (1.33%). Milder falls were observed to NZ bond yields (10Y 1.67%), 
with a modest curve flattening bias.   

Oil prices were weighed by the stronger USD and concerns over the impact of the delta variant on demand, pushing 
near-term contract prices for Brent just above USD75 per barrel. Metals and agricultural commodity prices rose, but gold 
prices eased. 

Fed speak: FOMC Vice Chair Williams stuck on message, reiterating that he preferred to taper the USD120bn in monthly 
asset purchases fully before raising policy interest rates, but “clearly, right now, we have not achieved that” given 
remaining labour market capacity. The Fed’s Kashkari (2021 non-voter) viewed the lift in US inflation to be transitory given 
spare US labour market capacity, a key determinant of medium-term inflation in his view. This highlights the key 
differences with NZ, where the economy is at (or close) to effective full employment. Hence, ASB’s view on the risk of 
inflation remaining persistently higher for longer.    

In an interview yesterday, ECB President Lagarde signalled the Bank will announce fresh guidance at its July 22 meeting. 
While the current €1.85 tr ECB bond buying programme would run “at least” until March 2022, this would be followed by 
other policy support measures. With the ECB now targeting 2% inflation over the medium term (rather than below, but 
close to 2%), Lagarde noted it may take a bit longer to reach, with a moderate and transitory inflation overshoot needed to 
be consistent with the ECB’s policy objectives. 

NZ retail card spending managed a robust 0.9% June increase (core: +0.6% mom, total 1.6% mom), underpinned by rising 
hospitality, consumable and fuel spending (see our write-up here). Card spending accelerated to a 4.5%-5.5% quarterly clip 
for total, retail and core card spending, with the consumer supporting the domestic expansion. Solid domestic momentum, 
rising retail prices and stretched capacity suggest OCR hikes are coming soon, likely from November.   

FX Comment: The USD strengthened overnight, with commodity currencies (including the NZD) amongst the G10 laggards. 
The NZD traded in a tight 0.6950 to 0.6995 USD range overnight, and is currently holding around 0.9240 AUD. There is 
scope for further NZD volatility over the next day or so, with the RBNZ policy decision looming at 2pm tomorrow. 

Day ahead:  REINZ NZ housing market data for June (9am) should depict a tight domestic housing market, and upside 
pressures on prices notwithstanding recent government and RBNZ measures to slow the market. June food prices and 
rents are the last inputs into our Q2 pick for NZ CPI (+0.8% qoq, 2.8% yoy). The NAB business survey across the Tasman is 
out at 1.30pm. Chinese trade data, German CPI, and US CPI data (mkt: 4.9% yoy headline, core 4.0% yoy) headline global 
data releases over the next 24 hours. There are no scheduled speeches by the Fed, ECB or BOE overnight.   
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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 0.6984 -0.2% NZD/SEK 5.996 -0.1% NZX WMP 3745.0 -0.1% Dow 34999 0.4%

NZD/AUD 0.9337 -0.2% NZD/DKK 4.380 -0.1% Gold $/o 1807.1 -0.1% S&P 500 4385 0.4%

NZD/EUR 0.5889 -0.1% NZD/THB 22.8 0.4% WTI Oil $/b 73.8 -1.1% NASDAQ 14725 0.1%

NZD/JPY 77.07 -0.1% AUD/USD 0.7479 0.0% Money Market (%) FTSE 7125 0.0%

NZD/GBP 0.5031 -0.1% EUR/USD 1.186 -0.1% 90 Day BB 0.32 -0.02 CAC-40 6559 0.5%

NZD/CAD 0.8701 -0.1% USD/JPY 110.4 0.2% OCR 0.25 0.00 DAX 15791 0.7%

NZD/CHF 0.6392 -0.2% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 27515 0.6%

NZD/HKD 5.424 -0.3% NZ 1.65 -0.01 1yr 0.58 0.01 Nikkei 28569 2.2%

NZD/SGD 0.9441 -0.1% US 1.37 0.01 2yr 0.84 -0.02 ASX200 7333 0.8%

NZD/CNH 4.523 -0.1% Aust 1.32 -0.04 5yr 1.34 -0.02 NZX50 12763 0.6%
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