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RBA and markets just don’t see eye to eye 

Australian yields and the AUD spiked after yesterday’s RBA Minutes acknowledged the risks to the RBA’s inflation 
forecast had changed, with the “distribution of possible outcomes shifting upwards”. In a dovish speech later that day 
RBA Governor Lowe pushed back at the notion of imminent RBA rate hikes, noting that a 2024 start was still “plausible”, 
and that pricing pressures remained quite weak, with inflation and wages to pick up only gradually. Markets are looking 
increasingly sceptical with 75bps of RBA cash rate hikes priced in for 2022 and with Australian swap yields up 20-60bps 
over the last month alone.  

Time will tell whether the market or RBA is correct. Markets remain sensitive to inflation news, signs of whether pricing 
pressures are likely to be more persistent than transitory or whether central banks are changing how they will respond.  
Earlier remarks by BOE Governor Bailey who was “very uneasy over the inflation situation” given risks to wage inflation 
from worker shortages highlights some of the challenges faced by central bankers. Comments by the FOMC’s Bullard 
overnight, reiterating that the Fed should speed up its reduction of monetary stimulus to offset rising inflation, suggest 
that these concerns are more global and certainly shared by the RBNZ. 

Markets traded with a positive tone overnight, with risk sentiment helped by strong data (see below).  Signs of a thaw in 
US-Sino relations following the first Biden-Xi virtual summit were also likely supportive. While the summit was short on 
specifics and didn’t have any major breakthroughs, it has put fears of a flaring up of superpower tensions on the 
backburner.  

The major US equity indices registered circa 0.5% gains, climbing towards record highs as gains were also helped by solid 
retail sector corporate earnings (Walmart and Home Depot). Improved risk appetite provided a modest lift to most 
European and Asian indices.  US Treasury yields pushed modestly higher after the release of strong US data (10Y 1.62%) 
ahead of fresh debt auctions. US Treasury yields remain somewhat below mid-October peaks. UK gilt yields were also 
pushed higher, whilst other European yields were slightly lower. NZ swap yields were little changed, while NZ Government 
bond yields followed their Australian counterparts higher.   

The latest GDT auction was not as strong as signalled by the futures market, with whole milk powder prices up 1.9% to 
USD3,987 per metric tonne, but with widespread gains for other products on offer. We have maintained our bullish $8.75 
kgMS Fonterra milk price forecast for 2021/22.  

Other commodity prices were a mixed bag. Oil and wider energy prices rose after the US Energy Information 
Administration said the impact on prices from releasing US crude reserves would be short-lived. The stronger USD pushed 
other commodity prices lower. 

Overnight data were stronger than expected. US October data overnight pointed to strengthening momentum. Both 
headline (+1.7% mom) and core US retail sales (1.4% mom) rose by more than expected as did industrial (1.6% mom) and 
manufacturing production (1.2% mom). The NAHB housing index rose to 83 in November. UK September labour market 
data also surprised to the upside, with employment (+247k for the quarter), weekly earnings (+3.8% yoy) and the 
unemployment rate (4.3%) better than expected. The October claimant count measure of unemployment eased to 5.1%.  

FX Wrap: Helped by strong data, the USD and GBP were two of the strongest G10 currencies overnight. The strong USD 
weighed on the NZD, which is hovering around 70 US cents after trading in a 0.6990-0.7040 overnight range.  The NZD 
ground lower against the AUD post the RBA Minutes and is currently towards the midpoint of its 0.9560-0.9590 overnight 
range. 

Day Ahead: Q3 producer prices in NZ should remain elevated, with the wage price index in Australia (CBA/mkt: +0.6% qoq, 
2.2% yoy) a key data release across the ditch. UK CPI (mkt: headline 3.9% yoy, core 3.1% yoy) will be closely scrutinised as 
will CPI readings from the Eurozone (mkt: headline 4.1% yoy, core 2.1% yoy). US housing starts, building permits are 
expected to rebound in October. Speeches/comments by the FOMC’s Williams, Mester, Bowman and Daly will be on the 
wires as well as a speech by the BoE’s Mann. Author: mark.mith4@asb.co.nz 
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Currencies Currencies Commodities Equities

NZD/USD 0.6998 -0.7% NZD/SEK 6.216 0.3% NZX WMP 4225.0 0.0% Dow 36297 0.6%

NZD/AUD 0.9575 -0.1% NZD/DKK 4.594 -0.2% Gold $/o 1851.5 -0.6% S&P 500 4711 0.6%

NZD/EUR 0.6176 -0.3% NZD/THB 22.9 -0.7% WTI Oil $/b 81.0 0.1% NASDAQ 15962 0.7%

NZD/JPY 80.19 -0.8% AUD/USD 0.7310 -0.6% Money Market (%) FTSE 7327 -0.3%

NZD/GBP 0.5207 -0.8% EUR/USD 1.133 -0.5% 90 Day BB 0.86 0.00 CAC-40 7153 0.3%

NZD/CAD 0.8787 -0.1% USD/JPY 114.6 0.5% OCR 0.50 0.00 DAX 16248 0.6%

NZD/CHF 0.6509 -0.1% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 25714 1.3%

NZD/HKD 5.449 -0.8% NZ 2.66 0.03 1yr 1.68 0.01 Nikkei 29808 0.1%

NZD/SGD 0.9492 -0.5% US 1.62 0.00 2yr 2.33 0.02 ASX200 7420 -0.7%

NZD/CNH 4.474 -0.2% Aust 1.84 0.07 5yr 2.70 0.01 NZX50 12903 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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