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Australasian yields continue to march higher 

Yesterday’s NZ COVID-19 briefing announced 89 new community cases.  With the Christchurch tally steady at 2, the city 
remained at Alert level 2. Auckland (84 new cases) and parts of the Waikato (3) remained marooned on Level 3. Tweaks 
were announced for MIQ and for restrictions on arrivals, but NZ remains well behind much of the developed world in 
opening up. Markets have largely turned a blind eye to the geographical spread of COVID-19 in NZ, with the NZD 
generally holding firm and the NZ yields pushing to post-pandemic highs.   

Yesterday saw further large moves in the Australian rates market, with the curve aggressively flattening and the April 
2024 bond approaching 0.50% after the RBA did not defend its 0.1% yield curve control (YCC) target. This has raised 
speculation that the RBA will weaken its YCC policy at next week’s policy decision.  At a parliamentary testimony RBA 
Deputy Governor Debelle welcomed slightly more inflation and cited “strong underlying momentum” post lockdown, 
pockets of high wage growth, and a watching brief on employment. Progress in vaccinations and the more resilient labour 
market and economy in general have seen our CBA colleagues bring forward the expected timing of RBA tightening. 
They expect QE tapering from February 2022 (ending May 2022), the exit of yield curve control in Q2 2022 and RBA rate 
hikes from November 2022 (1.25% endpoint). 

The hyper-sensitivity of markets to inflation continued overnight, with the euro and Eurozone yields up after ECB 
President Lagarde noted at the ECB press conference that higher inflation might be around for longer than expected and 
only mildly pushed back against market expectations of ECB rate hikes from 2022.  Stronger than expected German 
inflation data (4.5% yoy) would not have helped calm markets. There was earlier little reaction after the ECB held policy 
settings and said bond buying would continue at a moderately lower pace. No change in policy settings was delivered from 
the Bank of Japan, which maintained a downbeat tone, with supply chain frictions weighing on consumer spending but not 
fuelling sustained increases in inflation. 

US Treasury yields were marked higher overnight on a curve steepening bias (10Y 1.57%), with European yields also 
firmer.  Australian yields rocketed higher, with 10-year bond yields (1.85%), approaching February 2021 highs. NZ yields 
across the curve continued to grind higher, although markets were highly illiquid. Liquidity was poor, but the 2-year swap 
(2.35%) closed around 15bp higher, the highest in close to 5 years, and up more than 90bp since the start of the month. NZ 
10-year government bonds (2.65%) nudged higher. The $500m NZDM tender of the 2026, 2031 and 2037 bonds attracted 
less than usual demand (1.70 times cover).  

US Equities were up and the USD weaker on generally improved risk appetite. Gains in the Nasdaq (+1.3%), eclipsed 
those of the Dow (+0.50%) and the S&P500 (+0.9%), with the latter at record highs.  Rising consumer discretionary stocks 
(Ford and Tesla) drove broad-based increases in the S&P500. Implied volatility (as proxied by the VIX) remained low. Equity 
indices were generally mixed in Europe and Asia.  

Commodity prices were generally down despite the weaker USD. Near-term contract oil prices were broadly flat, undoing 
initial falls that were driven by higher US stockpiles and the possible resumption of Iranian oil exports. Wider energy prices 
were lower following moves by Chinse authorities to limit selling prices for thermal coal, with metals prices generally 
lower. 

US data were mixed. The advance Q3 reading of GDP mildly undershot expectations at a 2.0% qoq annualised rate (mkt:  
2.6% qoq annualised), with September pending home sales down 2.3% mom. On the upside were better than expected 
readings for initial jobless claims (281k) and continuing claims (2243k) which fell to their lowest levels since March 2020. 
The October Kansas Fed manufacturing gauge came in at +31, its equal highest reading post-pandemic. 

FX Update. Widespread USD weakness was evident, with the Largarde comments providing support to European 
currencies overnight. The NZD was about mid-table in the G10 currency rankings overnight. The NZD pushed above 72 US 
cents overnight and is currently around 72 US cents after trading in a 0.7160 to 0.7220 USD overnight range. The NZD 
eased fractionally to 0.954 AUD. High outright NZ yields are set to remain key NZD supports. 

Day ahead: NZ ANZ October consumer sentiment at 10am is expected to remain weighed down by the COVID-19 
restrictions, tempering the usual seasonal lift. The usual 1pm COVID briefing would be worth keeping tabs on given recent 
developments.  Across the ditch, the focus will be on whether the RBA buys 2024 Govt bonds, which will provide clues on 
RBA cash rate guidance. A large Q3 fall is expected for Australia retail volumes (mkt: -5.1% qoq, CBAS -4% qoq). Q3 
Eurozone GDP (mkt: 2.1% qoq, 3.5% yoy) and October CPI figures (mkt: core CPI 1.9% yoy) highlight European data. The 
jury is still out on the ‘transitory’ versus ‘persistent ‘inflation debate, but a strong September reading from the core Private 
Consumption Expenditure deflator (mkt: 4.4% yoy) should trigger a push higher in US (and global) yields. Have a good 
weekend everyone. Author: 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.  

 

 

 

Currencies Currencies Commodities Equities

NZD/USD 0.7192 0.3% NZD/SEK 6.127 -0.5% NZX WMP 3950.0 0.5% Dow 35627 0.4%

NZD/AUD 0.9541 0.0% NZD/DKK 4.580 -0.4% Gold $/o 1801.5 0.3% S&P 500 4588 0.9%

NZD/EUR 0.6156 -0.4% NZD/THB 23.9 0.0% WTI Oil $/b 82.6 -0.1% NASDAQ 15419 1.2%

NZD/JPY 81.65 -0.1% AUD/USD 0.7539 0.3% Money Market (%) FTSE 7249 -0.1%

NZD/GBP 0.5215 -0.1% EUR/USD 1.168 0.7% 90 Day BB 0.78 0.01 CAC-40 6804 0.8%

NZD/CAD 0.8878 0.9% USD/JPY 113.5 -0.3% OCR 0.50 0.00 DAX 15696 -0.1%

NZD/CHF 0.6558 -0.4% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 25556 -0.3%

NZD/HKD 5.594 0.3% NZ 2.63 0.03 1yr 1.65 0.10 Nikkei 28820 -1.0%

NZD/SGD 0.9670 -0.1% US 1.56 0.02 2yr 2.35 0.17 ASX200 7430 -0.2%

NZD/CNH 4.596 -0.4% Aust 1.85 0.03 5yr 2.70 0.09 NZX50 12971 0.0%
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