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COVID-19 and Fed triggered slowdown instils caution  
 

• The spread of COVID-19 in China has seen more caution instilled in markets, with concerns Beijing will follow 
Shanghai into lockdown, delivering another blow to global growth prospects and heightening supply chain frictions. 
Fears are also growing that aggressive Fed tightening to combat elevated inflation will trigger a global slowdown, 
while Ukraine tensions continued to bubble away. Conversely, the defeat of far-right candidate Marine Le Pen by 
Emmanuel Macron in the French Presidential Elections (58% of the vote) helped take some risk off the table. 
 

• Stock indices on both sides of the Atlantic were down 1-3% on Friday with further chunky falls in Chinese stocks 
preceding falls in Europe overnight.  US equity indices have unwound earlier losses this morning to be about square 
ahead of key earnings reports for large tech companies. 
 

• US Treasury yields fell further overnight (2Y 2.62%, 10Y 2.81%) with larger falls in the 5 to 10-year part of the curve. 
Markets are pricing in close to 240bp of Fed hikes for 2022 alone. European 10-year Government bond yields were 
lower across the curve (UK10Y 1.84%, GER10Y 0.83%). Commodity prices were generally lower, weighed by the 
weaker demand outlook and the stronger USD. Near-term contract prices for Brent (USD103 per barrel) and WTI 
(USD99) were down 3-4%.  

 

• Bank of Canada Governor Macklem signalled that Canadians should prepare for further hikes in interest rates 
following the 50bp hike earlier this month.  With monetary policy settings needing to be normalised reasonably 
quickly (the current policy rate is 1.00%), Macklem refused to rule out a 75bp hike with the Bank “prepared to be as 
forceful as needed”.   

 

• ECB President Lagarde avowed to use its tools (including a likely winddown on bond purchases in H2 this year) to 
contain inflation but differentiated the US situation with those for the Eurozone. About half of the record Eurozone 
inflation print was due to surging energy costs with the Eurozone labour market by no means as tight.  

 

• Data wrap:  Healthy April manufacturing and services sentiment gauges were notched in Australia (PMI 57.9, PSI 
56.6) and the US (59.7 and 54.7). Despite the Ukraine conflict sentiment generally improved in the Eurozone (55.3 
and 57.7) and Germany (54.1 and 57.9) and remained solid in the UK (55.3 and 58.3). The German IFO survey was 
also stronger than expected (91.8).  The soaring cost of living and Ukraine jitters likely contributed to sharp March 
falls in UK headline (-1.4% mom) and core (-1.1% mom) retail sales volumes, with UK consumer confidence dropping 
to its lowest level since 1974 (-38 on the GfK measure). February retail sales rose in Canada (headline 0.1% mom, ex-
auto +2.1%) making gains on the January climb. 

 

• FX Update:  Heightened risk aversion and Covid-19 challenges saw the yuan drop to a 17-month low against the USD 
(6.56 CNY/USD), with the Japanese yen, USD and Swiss franc the strongest G10 currencies and the CAD bolstered by 
strident central bank rhetoric. Lower commodity prices put the NOK, NZD and AUD on the skids, with the GBP and 
EUR heavy despite the Macrons win. The NZD has traded in a 0.6580 to 0.6690 USD range since last Friday and is 
currently 0.6620.  The NZD had nudged up against the AUD and is just above 92 Australian cents (0.922). 

    

• Week ahead local:  Light this week, with merchandise trade data for March ahead of April ANZ business and 
consumer sentiment surveys. Improvement is expected for both, but underlying activity levels should be sub-par 
with consumer sentiment the weaker of the two. Following Thursday’s March employment indicator data release, 
we will finalise our Q1 NZ labour market picks (released 4th May). 

 

• Week ahead offshore: Australian Q1 CPI (mkt: 1.7% qoq, 4.6% yoy, CBA: 1.4% qoq, 4.3% yoy) is the focus with core 
inflation (3.3-3.4% yoy) expected to nudge above the 2-3% RBA inflation target.  Eurozone annual CPI inflation is 
expected to plateau at 7.5%, with preliminary Eurozone Q1 GDP expected to post a 0.3% qoq advance (5.1% yoy).  
US Q1 GDP is expected to rise at a similar pace (1.0% qoq annualised), and with no FOMC speeches due until after 
the early May monetary policy decision markets will be paying close attention to the weekend’s PCE inflation print 
(mkt: headline 6.7% yoy, core 5.3% yoy). There are a number of central bank comments from the ECB, BOE and BOC 
that could be reported.  Author: mark.smith4@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.  

 

 

 

Currencies Currencies Commodities Equities

NZD/USD 0.6621 -0.2% NZD/SEK 6.434 1.7% NZX WMP 4050.0 0.0% Dow 33997 0.5%

NZD/AUD 0.9225 0.7% NZD/DKK 4.596 0.5% Gold $/o 1901.0 -1.6% S&P 500 4267 -0.2%

NZD/EUR 0.6177 0.5% NZD/THB 22.6 0.2% WTI Oil $/b 99.5 -3.4% NASDAQ 12953 0.9%

NZD/JPY 84.74 0.5% AUD/USD 0.7177 -0.9% Money Market (%) FTSE 7381 -1.9%

NZD/GBP 0.5196 0.5% EUR/USD 1.072 -0.8% 90 Day BB 1.96 0.00 CAC-40 6449 -2.0%

NZD/CAD 0.8420 -0.2% USD/JPY 128.0 -0.4% OCR 1.50 0.00 DAX 13924 -1.5%

NZD/CHF 0.6345 0.0% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 19869 -3.7%

NZD/HKD 5.195 -0.2% NZ 3.58 0.00 1yr 3.21 -0.03 Nikkei 26591 -1.9%

NZD/SGD 0.9096 0.0% US 2.81 -0.09 2yr 3.70 -0.04 ASX200 7473 -1.6%

NZD/CNH 4.349 0.5% Aust 3.13 0.05 5yr 3.82 -0.05 NZX50 11908 0.0%
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