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The bond market giveth, and the bond market taketh away  

Global equity markets’ barnstorming run hit a small speedbump overnight, contributing to a slightly more cautious tone 
across broader financial markets. The main US stock indices are down 0.4-0.9% but are still within spitting distance of 
record highs. The VIX (risk aversion) index is up 2 percentage points to 23% but there’s been little fallout elsewhere. 
Indicative of such, the typically ‘safe-have’ USD actually fell a little, with European currencies, notably GBP, leading gains.  

A weaker-than-expected set of US jobless claims figures (861k vs. 756k expected) weighed on sentiment a little, while US 
housing data was mixed. Building permits surged 10.4% mom in January but housing starts unexpectedly fell 6%. The US 
labour market is perhaps more important for markets given the Fed’s laser-like focus on such, and initial jobless claims 
have remained stubbornly high around 800k per week since late last year. This compares to a pre-COVID average of 
around 200k/week.  

The ongoing sell-off in global interest rates is also starting to pose some headwinds for stock markets. US 10-year 
Treasury yields flirted with the recent 12-month high of 1.32% overnight, while the yield on 10-year German bunds lifted 
around 4bps to an 8-month high of -0.34%. Just as the multi-year declines in interest rates were one of the key factors 
boosting share prices, investors factoring higher future discount rates will reduce some of this support for equities. We’d 
note though that if yesterday’s FOMC minutes are anything to go by, the outright level of rates is going to remain well 
below recent averages for years. The Fed reinforced the view that the FOMC will not prematurely reduce policy support 
given the Fed is still a long way from hitting its labour market and inflation goals.  

In terms of NZ yields, our Corporate Hedging Toolbox released last week made the assertion that the trend in wholesale 
interest rates had definitively changed. Corporates should thus refresh hedging strategies and fixed-rate hedging 
benchmarks in light of the new backdrop. Yesterday we formalised changes to our swap forecasts that adds conviction to 
this call. Swap rates are seen as continuing to build on the recent trend higher, driven off ASB Economics’ new forecast for 
the RBNZ’s OCR to lift in August 2022 (around a year earlier than prior forecasts).  

Finally, yesterday’s January Aussie jobs numbers continued the trend of global labour markets mostly heading in the 
right direction. Employment rose by a solid 29.1k in January following a (upwardly revised) 50k increase in December. The 
unemployment rate dipped to 6.4% and the underemployment rate moved down to 8.1%. Our CBA colleagues expect the 
good news to keep coming with solid employment growth forecast over 2021 and the unemployment rate to fall further to 
5.7% by the end of 2021.  

FX update: The softer USD pulled the NZD/USD back up above 0.7200, having fallen to 0.7160 yesterday. We continue to 
favour a ‘buy of dips’ approach for NZD/USD based on a view that fundamentals will continue to move in support of the 
NZD this year skewing the balance of risks toward further appreciation.  

Day ahead:  US preliminary PMIs for February are expected to show both manufacturing and services activity throttling 
back a little from January’s rapid pace. A similar story is expected for the UK manufacturing PMI, also released tonight, 
albeit the outright level of the index will be lower in the UK (53.1 expected for the UK vs. 58.7 in the US). 

In our time zone, Aussie retail sales for January are expected to register a decent bounce (market & CBA forecast +2% 
mom) from December’s weakness. There’s nothing out in NZ ahead of next Tuesday’s retail sales and Wednesday’s RBNZ 
meeting. The market is particularly sensitive to the latter this time around, thus potential for volatility is higher than usual 
in the NZD/USD and wholesale interest rates next week. Have a great weekend.   
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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 0.7210 0.4% NZD/SEK 5.997 0.2% NZX WMP 3630.0 0.7% Dow 31488 -0.4%

NZD/AUD 0.9287 0.2% NZD/DKK 4.437 0.0% Gold $/o 1775.0 -0.1% S&P 500 3910 -0.6%

NZD/EUR 0.5967 2.6% NZD/THB 21.6 0.4% WTI Oil $/b 60.3 -1.3% NASDAQ 13850 -0.9%

NZD/JPY 76.20 5.9% AUD/USD 0.7763 0.2% Money Market (%) FTSE 6617 -1.4%

NZD/GBP 0.5162 -1.1% EUR/USD 1.208 0.4% 90 Day BB 0.28 0.00 CAC-40 5728 -0.7%

NZD/CAD 0.9156 1.6% USD/JPY 105.7 -0.2% OCR 0.25 0.00 DAX 13887 -0.2%

NZD/CHF 0.6463 8.5% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 30595 -1.6%

NZD/HKD 5.589 0.4% NZ 1.49 -0.03 1yr 0.29 -0.01 Nikkei 30236 -0.2%

NZD/SGD 0.9570 0.3% US 1.28 0.01 2yr 0.39 -0.02 ASX200 6886 0.0%

NZD/CNH 4.659 0.0% Aust 1.37 -0.03 5yr 0.94 -0.02 NZX50 12634 -0.3%
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