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It’s mostly priced in 
Despite mounting pessimism given weaker signs for global growth (the outlook for OECD economies has slipped 
noticeably in recent months), worries of what a Russian gas shutdown to Europe could do and concerns over what 
an inverted Treasury yield curve portends, markets struck a more positive tone. The catalyst was the bet by 
investors that much of the pessimism is already priced into markets and with still positive corporate earnings 
results to follow there is viewed to be more upside than downside risk to global stocks. We will see. 

There was a solid bounce in US and European equities, with the Dow, SD&P500 and Nasdaq notching 2% to 3% 
gains, with all of the major categories in the S&P500 rising and led by financials, technology and industrials. The 
S&P500 is about 8% above its mid-June trough but is still a shade less than 20% below its early 2022 peak.  European 
bourses were up 1-3% (FTSE 100 +1%, Dax 2.7%, Euro Stoxx 50 +2.2%). Equities were generally lower in the Asia 
Pacific session, weighed by technology stocks. 

Government bond yields were up. US Treasury yields edged 2-6bps higher across the curve led by shorter-term 
tenors (2Y 3.23%, 10Y 3.02%). European yields moved higher, led by short-term tenors flattening yield curves. 
Australian bond yields were roughly 10bps higher across the curve (10Y 3.51%), with more than 25bps of hikes 
added to RBA market pricing for 2022, with the implied cash rate approaching 3.5% (see below). NZ yields edged up 
with the curve steepening but the swaps curve remained inverted (2Y 4.13%, 10Y 3.94%).   

The weaker USD provided a leg-up to energy and metal commodity prices, but agricultural prices were generally 
lower.  Prices for whole milk powder slipped by 5.1% in the GDT auction overnight, but we retain our $10 Fonterra 
milk price forecast for 2022/23 given tight global supplies. Supply disruptions and upbeat comments by the Iraqi Oil 
Minister on the oil price outlook (who would have guessed?) supported further gains in oil prices with near-term 
contracts for Brent (USD107 per barrel) and WTI (USWD104) up around 1%. 

The Mansion House speech by BOE Governor Bailey launched a strong defence in favour of BOE independence 
from political tinkering. While the UK framework arguably faced its toughest test since the late 1990s, Bailey argued 
that having an independent central bank (albeit one that is tasked with meeting the inflation target set by 
Government) is now more important than ever. We agree. Bailey then noted he expected UK inflation to fall very 
rapidly in 2023 potentially falling below the Bank’s 2% symmetric target thereafter. We are not so convinced NZ will 
follow. 

Data wrap: Last night Eurozone inflation hit a record high 8.6% in June (core 3.7% yoy), in line with expectations. UK 
data overnight depicted a tightening labour market with jobless claims falling by 20k in June, with employment in 
the 3-months to May surging 296k, and the unemployment rate a fraction above record lows at 3.8%. Weekly 
earnings eased to a 6.2% annual rate. A 50bp BOE August hike is fully priced in. US housing starts (-2% mom) and 
building permits (-0.6% mom) data provided downside and upside surprises relative to expectations but were largely 
ignored. 

The July RBA Minutes noted that the arguments for the 50bp July hike to a 1.30% cash rate (versus 25bp) were 
stronger. With the RBA cash rate deemed to be “well below” even the lower range of estimates of its neutral 
level, “further steps” would be needed over time, with the size and timing of rate hikes depending on the data 
and the RBA board’s assessment of the inflation and labour market outlook. Our CBA colleagues expect 50bp RBA 
hikes in August and September. Australian yields rose after RBA Deputy Governor Bullock said that with much 
household debt held by higher income earners, Australian households were in a “fairly good position” to cope 
with higher borrowing costs. Households generally have substantial housing equity, and lending standards have 
been more prudent. The same likely applies to NZ. How households will respond to higher borrowing costs will be 
important in how far the RBA (and RBNZ) will need to go.  

FX: USD weakening continued with NOK, SEK and the AUD amongst the G10 currency outperformers, which also 
supported the NZD. The euro gained overnight against the USD and yen on speculation that the ECB will deliver a 
50bp hike at the end of this week (37pts are currently priced in) to start off its policy tightening. The NZD pushed 
above 62 US cents last night and is currently 0.6230 USD having traded in a 0.6160 to 0.6250 USD range overnight. 
The NZD has slipped against the AUD (currently 90.2 Australian cents). NZD fortunes hinge on risk appetite. 

Day ahead: Little locally. A lot has been said by the RBA over the past 24 hours, but markets will nonetheless have a 
laser-like focus on today’s 11.10am speech by RBA Governor Lowe.  No changes are expected to 1 (3.7%) and 5-year 
(4.45%) loan prime rates in China by the PBOC that is announced at 1.15pm NZT. UK CPI June inflation is expected to 
hit fresh 40-year highs (headline: 9.3% yoy, core 5.8% yoy). German producer prices are expected to maintain strong 
momentum (33.7% yoy). US existing home sales will be looked at for signs of slippage.  
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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 0.6224 1.2% NZD/SEK 6.368 -0.5% NZX WMP 3675.0 0.7% Dow 31827 2.2%

NZD/AUD 0.9021 -0.2% NZD/DKK 4.531 0.3% Gold $/o 1711.3 0.1% S&P 500 3937 2.6%

NZD/EUR 0.6087 0.4% NZD/THB 22.8 1.0% WTI Oil $/b 104.2 1.6% NASDAQ 11713 2.9%

NZD/JPY 86.04 1.2% AUD/USD 0.6900 1.3% Money Market (%) FTSE 7296 1.0%

NZD/GBP 0.5186 0.7% EUR/USD 1.023 0.8% 90 Day BB 3.13 0.00 CAC-40 6201 1.8%

NZD/CAD 0.8012 0.3% USD/JPY 138.2 0.1% OCR 2.50 0.00 DAX 13308 2.7%

NZD/CHF 0.6031 0.3% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 20661 -0.9%

NZD/HKD 4.886 -1.1% NZ 3.69 0.01 1yr 4.05 0.01 Nikkei 26962 0.6%

NZD/SGD 0.8664 0.8% US 3.02 0.04 2yr 4.13 0.02 ASX200 6650 -0.6%

NZD/CNH 4.200 0.3% Aust 3.52 0.07 5yr 3.95 0.03 NZX50 11163 0.0%
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