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Shares tumble on COVID woes 
 
It’s been an uncharacteristically lively start to the week, with risk sentiment around the world declining sharply 
overnight. Rising cases of the ‘delta’ COVID variant look to be the main culprit, with investors fleeing into ‘safe-haven’ 
assets amid anxiety about the implications of the more-transmissible strain on the global economy (and of course, we are 
seeing an example of how difficult it can be to suppress an outbreak over in Aussie). Bubbling under the surface, rising US-
China tensions have contributed to the soggy mood, with President Biden accusing the Chinese government of supporting 
cyberattacks. Severe flooding in Europe isn’t helping the mood either, as if the apocalyptic vibes of the global pandemic 
weren’t enough. 

That sharp decline in sentiment has seen equities notch up some of their sharpest falls since October last year. As at the 
time of writing, the Dow (-2.7%), S&P 500 (-1.9%) and Nasdaq (-1.3%) have all moved sharply lower. Equities most exposed 
to a surge in COVID cases were some of the hardest hit, with airlines United, Delta and American Airways all suffering 
losses. European shares notched up similar falls prior to their close, with the pan-European Stoxx index down 2.3% over 
the session. Unsurprisingly, the VIX index – the benchmark measure of market volatility – has lifted sharply higher 
overnight.   

Amid all this drama, safe-haven US Treasuries have been an attractive option for investors. As at the time of writing, 10-
year Treasury yield is trading at a five-month low around the 1.177% mark. Treasury yields are lower across the board, with 
the curve flattening. 

In line with the shift in risk sentiment, commodity prices have suffered broad losses. Energies and metals that had been 
enjoying a strong run as the global economy reopened have been forced to give up some of those gains. Brent Crude is 
down about 7.4%. 

FX Update: As is usually the case in times such as these, the safe-haven USD and JPY have been the big beneficiaries of the 
shift in sentiment. Conversely (and unsurprisingly), things haven’t been as flash for commodity currencies. NZD/USD is 
down about 1.2% to trade around 0.692. NZD/AUD is trading slightly lower around the 0.945 mark. 

Local recap: Another quiet start to the week domestically, with equities drifting down 0.17% over the day, and the 10-year 
government bond yield modestly lower at 1.61%. The key headlines were all in Aussie, with the news that ‘delta’ variant 
COVID cases in NSW are continuing to climb and the news that Victoria will extend its existing restrictions. Even as we’ve 
lifted our forecasts over recent weeks and brought forward our OCR view, we highlight the risk of a protracted delta 
outbreak here in NZ as the biggest risk with the potential to disrupt the outlook. 

On the other hand, yesterday also gave us another reminder of why we now expect the RBNZ to hike the OCR as soon as 
next month. Yesterday’s BNZ-BusinessNZ Performance of Services Index printed well in expansionary territory at 58.6 but 
continued to show staff shortages and supplier deliveries weighing on businesses, in line with virtually other data release 
of late.  

Day ahead: There’s nothing of note on the cards locally today, with the big highlight being the release of the July RBA 
meeting minutes over in Aussie. That meeting was a bit of a snoozer, with the Bank maintaining its yield curve control 
target and slowing the pace of asset purchases. We don’t expect there’ll be much new in those minutes either, and even 
since that meeting, the COVID outbreaks in Australia’s two largest states have escalated dramatically. 

Overnight, the key event for kiwis will be the latest GlobalDairyTrade auction in the small hours. There’s a fair degree of 
uncertainty around what will happen at that event – futures prices had been pointing downwards, but Fonterra’s decision 
to remove a whole lot of product from the platform could see prices move higher. nathaniel.keall@asb.co.nz   
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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.  
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