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Pause in global bond selloff provides brief respite for markets 

Yesterday we put out our key themes for 2022, highlighting key challenges for the year ahead. COVID-19 still 
dominates the outlook, and an Omicron outbreak in NZ could cause some short-term volatility and impact the demand 
and supply sides of the economy. The outlook remains uncertain, but pressures on inflation and capacity are expected to 
be protracted even as the housing market cools over 2022. Risks to the interest rate outlook are two-sided, but our more 
pessimistic view of inflation acknowledges upside risks. 

Yesterday, NZ Prime Minister Ardern confirmed that restrictions would be tightened, with the country moving to Red on 
the traffic light system within 24-48 hours of a community case of the Omicron variant being detected in NZ. Lockdowns 
would be avoided. Businesses and domestic travel would continue under the ‘Red’ setting but with some restrictions. The 
shift to the “Red” setting looks to be imminent with a number of recent near misses, suspected cases and fears Omicron 
is already in the community. Hospitals are reportedly planning for an influx of Omicron cases. 

Overnight, a pause in the global bond market sell-off provided brief respite for markets. Broad-based gains were 
notched in US equity indices after the previous session selloff, with modest circa 1% gains in the Dow, S&P and Nasdaq. 
European stock indices also edged higher. The prospect of more policy support to the Chinese property sector and 
modest cuts in the 1-year (3.70%) and 5-year (4.60%) loan prime rates by the People’s Bank of China provided a lift to 
stocks in the Asian session, with the NZX 50 a notable outlier (-0.9%). Oil prices halted their upward climb after modest 
reported climbs in US crude inventories. 

The ECB meeting Minutes were peppered with some caution over rising inflation and concerns policy credibility was 
being eroded. However, in an interview the ECB’s Lagarde sought to play down those fears. In her view, the ECB has 
“every reason” not go down the FOMC route given “clearly weaker” Eurozone inflation (5% versus 7%) and a more 
sluggish Eurozone recovery. The ECB would respond if needed, but in Lagarde’s view Eurozone inflation (at a record high 
5% with core at 2.6%) would gradually decline over 2022 as supply chain issues start to stabilise. The euro and Eurozone 
yields subsequently cooled. Watch this space. 

US Treasury yields have continued their modest retracement, with 1-4bp falls across the curve (10Y 1.83%). European 
10-year yields also nudged lower. Australian short- to medium-term yields were supported by the strong labour market 
print. NZ market pricing firmed a touch with 150bp of hikes fully priced in for 2022 and with the OCR approaching 3% by 
mid-2023. NZ swap yields and market pricing edged higher yesterday morning, before news of rumoured Omicron cases 
in the community weighed on yields later in the session. NZ bond yields were lower and solid demand was evident in 
yesterday’s NZDM tender of the 2027 and 2051 bond. 

US data showed tentative signs of an Omicron impact. US initial jobless claims (286k versus mkt: 225k) and continuing 
claims (1,635k versus 1,563k) were both higher than expected, with the former the highest since October 2021. 
December existing house sales (6.18m, -4.6% mom) were also weaker, but rising US mortgage interest rates (30-year 
rates at 3.56% at their highest since March 2020 according to Freddie Mac) might also be impacting. The January Philly 
Fed rebounded to 23.2 after dipping to a 2021 low in December (15.4). 

Australian December employment data printed in line with expectations (65k), but the Australian dollar and Australian 
short-term yields lifted after the unemployment rate fell to 4.2%, a 13-year low.  The survey largely predated the 
Omicron outbreak, which our CBA colleagues expect to have a short-lived impact. Tight labour market capacity is 
expected to eventually boost wages and inflation. Our CBA colleagues expect next week’s Q4 headline (+3.2% yoy) and 
trimmed mean core inflation (+2.5% yoy) to surprise the RBA to the upside, with the RBA to end QE in February and start 
to hike the cash rate later this year. 

FX Update:  The strong Australian labour force print provided a boost to the AUD and it has remained at the top of the 
G10 currency league overnight (72.6 USD).  The euro was lower after Lagarde’s comments. Spooked by fears of an 
Omicron outbreak, the NZD lost ground against other majors but has recovered some lost ground early this morning and 
traded in a 0.6750 to 0.6810 overnight range. The kiwi has stabilised at about 93.5 Australian cents as compared to 
above 94 prior to the Australian jobs report. 

Day Ahead: A quiet day ahead. Locally we have the manufacturing PMI for December (prior: 50.6) out ahead of (likely 
anaemic) November net immigration data. There are no major economic events/data scheduled for China and Australia 
today. A quiet night ahead beckons with a modest retracement expected for UK December retail sales (mkt: -0.6% mom, 
prior: 1.4% mom), but no US data released or FOMC speeches ahead of next week’s FOMC policy decision. Have a safe 
and enjoyable weekend. Author: mark.smith4@asb.co.nz 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/2022-themes-note.pdf
mailto: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.  
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