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Taking the edge off  

A softer-than-expected slug of Chinese activity data out yesterday has seen investors start the week in a more cautious 
frame of mind. It adds to the perception we might be close to ‘peak growth’ in the global economy with the spreading 
delta variant taking the edge off economic forecasts (which still look very healthy on the whole).  

European equity markets slipped 0.3-0.9%, while their US counterparts are having a slightly better time of it with the Dow 
and S&P creeping into positive territory as we write (S&P500 +0.1%). A lift in the VIX (so-called “fear gauge”) to 16.5% from 
below 15.5% confirms the modest ‘risk-off’ vibe. Global commodity prices are mostly lower while bond yields have drifted 
down a few bps (US 10-year Treasury yield 1.25% from 1.28%).  

All three monthly Chinese activity indicators weakened by more than expected in July (retail sales +8.5% yoy, industrial 
production 6.4%, and asset investment 10.3%). This thanks to some extreme weather and the social distancing measures 
rolled out to help contain the virus. Our friends at CBA have consequently nudged down their 2021 Chinese GDP forecasts 
to 8.4% from 8.6%. This is based on an assumption the Government eases restrictions from late August. 

The data were another blow for the AUD, with the headwinds facing the Chinese outlook adding to Australia’s domestic 
growth risks. The currency’s fall from 0.7360 to around 0.7330 set the stage for a mild sell-off in the CAD and NZD, the 
AUD’s commodity currency partners in crime.  

Still, the NZD/USD has managed to keep its head above 0.7000 though (0.7020 currently), with NZD/AUD once again 
taking some of the strain. The cross made a fresh 8-month high around 0.9590 this morning but has since eased off 30-40 
pips. Note that our short-term valuation model estimates a 0.9170-0.9570 ‘fair-value’ range in NZD/AUD, but we wouldn’t 
be surprised to see it trade above 0.9600 for a time.  

Economic data/events overnight have been thin on the ground. The only release of any note, the New York ‘Empire’ 
manufacturing index did nothing to soothe growth fears. The headline index fell sharply from 43 – a record high – to 18.3, 
well below the 28.5 expected. A good chunk of the fall reflects the global supply constraints now being felt the world over, 
rather than a drying up of demand.  

The NZ Performance of Services index slipped to 57.9 in July, from 58.4 in June. This should still be seen as a strong result. 
It was the fifth consecutive result north of 50.0 (the level indicative of expansion in the sector) and miles above the 53.9 
long-run average. The new orders component of the survey printed at a sky-high 63.2, yet another sign demand is 
outstripping the economy’s potential to supply. On the latter, respondents noted ongoing challenges with shortages, 
shipping delays and freight costs.   

Day ahead: There’s just the RBA Board Minutes to look forward to in this part of the world. And even then their thunder 
has likely already been stolen by Friday’s Statement on Monetary Policy and Governor Lowe’s parliamentary testimony. 
Our CBA colleagues remain of the view the RBA’s forecasts are too optimistic. Tonight brings US retail sales for July (-0.2% 
expected), with Fed chair Powell speaking at a ‘town hall discussion with educators’ early tomorrow morning.  
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Currencies Currencies Commodities Equities

NZD/USD 0.7022 -0.3% NZD/SEK 6.076 -0.2% NZX WMP 3500.0 -0.1% Dow 35625 0.3%

NZD/AUD 0.9570 0.2% NZD/DKK 4.434 -0.1% Gold $/o 1787.3 0.4% S&P 500 4475 0.1%

NZD/EUR 0.5963 -0.1% NZD/THB 23.4 -0.2% WTI Oil $/b 67.3 -1.7% NASDAQ 14794 -0.2%

NZD/JPY 76.72 -0.7% AUD/USD 0.7338 -0.4% Money Market (%) FTSE 7154 -0.9%

NZD/GBP 0.5075 -0.2% EUR/USD 1.178 -0.2% 90 Day BB 0.67 0.01 CAC-40 6839 -0.8%

NZD/CAD 0.8828 0.1% USD/JPY 109.3 -0.4% OCR 0.25 0.00 DAX 15926 -0.3%

NZD/CHF 0.6407 -0.8% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 26181 -0.8%

NZD/HKD 5.466 -0.3% NZ 1.82 -0.02 1yr 1.10 0.02 Nikkei 27523 -1.6%

NZD/SGD 0.9520 -0.2% US 1.26 -0.02 2yr 1.36 0.03 ASX200 7582 -0.6%

NZD/CNH 4.547 -0.1% Aust 1.16 -0.06 5yr 1.69 0.03 NZX50 12720 0.0%
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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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