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ECB hikes 50bps, bond yields fall 
Punchy newsflow out of Europe overnight has produced surprisingly little in the way of lasting market reaction, at 
least in FX markets. Global equities managed to post another round of modest gains, currencies are little changed 
on net, while bond yields are 10-15bps lower, despite the ECB’s 50bps hike. The NZD/USD continued to shuffle 
mostly sideways in a 0.6190-0.6250 range. 

The European Central Bank lifted its policy rate 50bps overnight, the first increase in 11 years. Analysts had been 
split on a 25bps vs. 50bps move. The ECB’s deposit rate is now 0%, having been negative since 2014. The ECB also 
rolled out its latest tool to combat rising borrowing costs in peripheral European economies – the catchily titled 
Transmission Protection Instrument (TPI). As with central banks everywhere, there’s more to do. ECB chief Lagarde 
said inflation is expected to remain “undesirably high” for some time and that further policy normalisation is 
appropriate. Traders have duly priced in a swift pace of hikes for the remaining three meetings of the year.  

In response, the EUR wobbled a little but is ultimately little changed around 1.020. Bond yields initially rose given 
50bps wasn’t entirely priced, but have since come off noticeably. The German 10-year, having jumped from 1.30% to 
1.37%, has pulled back to around 1.22%. This has helped shave around 15bps off the US 10-year Treasury yield 
(2.90% currently) and should see NZ wholesale interest rates open lower this morning.  

A couple of factors look to be responsible for the wobble in rates markets. First, Italian political uncertainty. Prime 
Minister Draghi resigned overnight after a number of parties in the governing coalition abstained from a confidence 
vote. We could now see fresh elections as soon as September.  

Second, US economic data printed south of expectations, something that risks becoming a trend. US jobless claims 
hit the highest level since November 2021 (251k vs. 240k expected) in another sign the US labour market is losing 
momentum. And the Philly Fed index was much weaker than expected at -12.3 for July (+0.8 expected). In better 
news, European gas prices eased a little after gas flows through the crucial Nord Stream 1 pipeline resumed at 40% 
capacity.  

The Bank of Japan surprised nobody yesterday in maintaining its ultra-loose policy setting. The BoJ is going to 
continue to buy government bonds to defend the upper-end (0.25%) of its 10-year yield target of “around” 0%, and 
it will ease more if necessary. The BoJ’s updated inflation projections were revised a touch higher but remain well 
below the 2% target, suggesting its easy policy stance is going to remain in play for some time.  

Yesterday’s 700m whopper of a NZ trade deficit – the largest June deficit on record – pushed the annual deficit out 
to $10.5b. That’s a fresh record and a nasty turnaround from the roughly ‘balanced’ trade of May last year. The June 
blowout was fuelled (sorry) by a much larger bill for petroleum products. This reflects both the higher cost of such, 
and the changing mix - zero crude imports, more refined petrol and diesel - now that the Marsden refinery has been 
closed.  

Day ahead: The July round of what used to be called the ‘Flash’ global PMIs will garner some passing interest from 
markets given they’re one of the better forward indicators of global growth. Some modest deceleration is expected 
from the PMIs on both sides of the Atlantic, albeit with readings still (just) above the 50 level consistent with 
expansion. 
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Currencies Currencies Commodities Equities

NZD/USD 0.6242 0.2% NZD/SEK 6.3707 -0.2% CRB Index 281.837 -1.8% Dow 32037 0.5%

NZD/AUD 0.9021 -0.3% NZD/NOK 6.2129 0.0% NZX WMP 3650 -0.1% S&P 500 3999 1.0%

NZD/EUR 0.6111 -0.1% NZD/THB 22.94 0.3% Gold $/o 1719.93 1.4% NASDAQ 12060 1.4%

NZD/JPY 85.83 -0.3% AUD/USD 0.6920 0.5% WTI Oil $/b 99.5 -2.7% FTSE 7271 0.1%

NZD/GBP 0.5210 0.2% EUR/USD 1.0215 0.4%  NZD Swap Rates (%) DAX 13247 -0.3%

NZD/CAD 0.8037 0.1% USD/JPY 137.49 -0.6% OCR 2.50 0.00 CAC-40 6201 0.3%

NZD/CHF 0.6037 -0.2% 10 Yr Bond Yields (%) 3mth 3.16 0.04 H.Seng 20575 -1.5%

NZD/HKD 4.8982 -0.8% NZ 3.77 -0.01 1yr 4.03 -0.05 Nikkei 27803 0.4%

NZD/SGD 0.8679 0.0% US 2.89 -0.14 2yr 4.15 -0.01 ASX200 6794 0.5%

NZD/DKK 4.5498 -0.2% Aust 3.58 0.03 5yr 4.00 -0.01 NZX50 11270 0.0%
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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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