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Time to reflect as the BoE rate hike delivers another 2021 surprise 

With 2022 rapidly approaching it would be remiss not to reflect on 2021. Despite the clear risks from COVID-19, once 
again the NZ and global economies have proved to be remarkably resilient. Markets have adjusted accordingly, albeit to 
varying degrees. US Treasury and Australian bond yields out to the 10-year tenor are roughly 50bps to 100bps higher 
than at the start of the year. This pales in comparison to the 135bp-185bp jump in NZ counterparts, with the NZ 2-year 
swap rate up a massive 200bps as markets have rushed to do the RBNZ’s work for it. Equity market performance has 
been reasonable globally (MSCI global index up 18%, S&P500 up 27%, ASX +11, but with higher NZ interest rates likely 
weighing on the NZSX 50, down 2.4%). Throughout 2021 currency movements were less volatile than in 2020, with the 
NZD trading in a 0.6745 to 0.7436 USD range, between 0.9165-0.9700 on the AUD and 72.6 to 76.8 on the NZ TWI.  

Following yesterday’s hawkish tilt by the FOMC, the BoE went one better by surprising markets and voting 8-1 to hike 
the bank rate by 15bps to 0.25%, the first G7 central bank to hike post-COVID-19.  The reasons for the hike were very 
familiar to those here – concerns over “more persistent” medium-term inflation and very tight labour markets according 
to BoE Governor Bailey – with markets now placing 80% odds on a 25bp follow-up hike in February and speculating that 
the BoE will imminently cease reinvesting its expired QE bond holdings. UK yields and sterling jumped following the 
decision but have subsequently pared gains. 

While the BOE move should encourage other central banks to get a move on, ECB President Lagarde reaffirmed 2022 
ECB rate hikes were very unlikely despite possible upside risks to the inflation outlook. To avert a ‘brutal transition’ 
from the expiration of the €1.85bn Pandemic Emergency Purchase Programme (PEPP) in March, the ECB has pledged to 
temporarily double its Asset Purchase Programme in Q2 of 2022 to €40bn per month. 

Market action overnight was mixed. A sell-off in major technology stocks (including Apple and Tesla) weighed on the 
Nasdaq, with modest falls in the S&P500. The major European stock indices were around 1% higher overnight, with only 
a brief dip in the FTSE 100 following the BoE hike. Chinese stocks were weighed by the possibility of US sanctions as 
political tensions ratchet up. US Treasury yields were lower across the curve, underpinned by strong demand.  UK bond 
yields were about 2bps higher across the curve following the BoE hike, with Eurozone yields higher. The possible 
imposition of sanctions on Russia provided a boost to energy commodity prices. 

Data wrap: US initial jobless claims (206k) were in line with expectations, with continuing claims down to a fresh post-
March 2020 low (1,845k). US manufacturing (57.8) and services PMIs (57.5) depicted solid momentum, as did those for 
the UK (57.6 and 53.2, respectively), the Eurozone (58 and 53.3), and Australia (57.4 and 55.1).  Other US data – 
industrial production (+0.5% mom), housing starts (+11.8% mom), building permits (+3.6% mom) – were solid. 

NZ yields ticked up after Q3 NZ GDP showed a milder contraction relative to market expectations (-3.7% qoq, -0.3% 
yoy). As we commented yesterday, the better-than-expected result likely reflected strong underlying momentum 
heading into the mid-August lockdown and general resilience of the NZ economy. We are constructive on the outlook for 
the NZ economy over 2022, although are cognisant of the challenges facing households given high inflation, rising 
interest rates and a less supportive housing market backdrop. 

Australian yields jumped after easing COVID-19 restrictions unleashed a monster 366k jump in November employment. 
While the participation rate rose to a five-month high (66.1%), the unemployment rate fell to 4.6%. In a speech, RBA 
Governor Lowe watered down the prospect of RBA hikes for 2022 and set out three options for tapering quantitative 
easing in February (including exiting QE altogether). Our CBA colleagues expect the labour market to tighten considerably 
over 2022 and for the cash rate to move up in late 2022. 

FX Update: The post-FOMC jump in the USD proved to be short-lived, with the USD remaining weak overnight, and 
sterling and topping the G10 currency stakes courtesy of the BOE hike. CAD and the Swiss franc did well, whereas the 
AUD and NZD were generally weaker against most currency pairs. The NZD traded in a 0.6760 to 0.6835 USD range over 
the past 24 hours and is currently 94.7 Australian cents. The higher NZ yields on offer over the holiday season relative to 
our trading partners are likely to be NZD supportive, coupled with the strong export commodity price backdrop (record 
NZD highs according to our latest ASB commodities report). 

Day ahead: Locally, we have the December ANZ business outlook (1pm) which will be looked for signs of economic 
direction after November’s Own Activity expectations (15) fell to a 2021 low. Pricing metrics from the survey should 
remain elevated. UK November retail sales (mkt: 0.8% mom, 4.2% yoy) and the German IFO survey highlight a quiet night 
for data, with a Q&A on the US economic outlook from Fed Governor Waller tomorrow morning. This is our last Daily  
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https://aem-preview-prod.asbbank.co.nz/content/dam/asb/documents/reports/economic-note/gdp-review-q3-2021.pdf
https://aem-preview-prod.asbbank.co.nz/documents/economic-research/commodities-weekly/commodities-weekly-161221.html
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Alert for 2021. Tune in on the 17th January for our first full daily update for 2022. Until then, have a safe and 
enjoyable holiday break.  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 0.6798 1.1% NZD/SEK 6.148 -0.1% NZX WMP 4225.0 0.0% Dow 36017 0.2%

NZD/AUD 0.9464 0.1% NZD/DKK 4.465 0.2% Gold $/o 1795.7 1.1% S&P 500 4691 -0.4%

NZD/EUR 0.6005 0.4% NZD/THB 22.7 0.7% WTI Oil $/b 72.7 2.6% NASDAQ 15281 -1.8%

NZD/JPY 77.28 0.1% AUD/USD 0.7182 0.9% Money Market (%) FTSE 7261 1.3%

NZD/GBP 0.5105 0.1% EUR/USD 1.132 0.8% 90 Day BB 0.92 0.00 CAC-40 7005 1.1%

NZD/CAD 0.8688 -1.3% USD/JPY 113.7 -0.4% OCR 0.75 0.00 DAX 15636 1.0%

NZD/CHF 0.6257 0.1% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 23476 0.2%

NZD/HKD 5.304 1.0% NZ 2.33 -0.02 1yr 1.75 0.01 Nikkei 29066 2.1%

NZD/SGD 0.9271 0.6% US 1.43 -0.03 2yr 2.28 0.02 ASX200 7296 -0.4%

NZD/CNH 4.336 0.2% Aust 1.57 0.01 5yr 2.58 0.02 NZX50 12778 0.0%
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