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Rise in NZ COVID-19 cases weighs on NZD 

NZ yields, the NZD and confidence of a shift lower in alert levels in Auckland from next week all dipped after 45 new 
community cases were announced yesterday (12 unlinked). One spike does not make a trend, but the delta variant is 
proving tricky to eliminate. NZ vaccination rates have picked up (around 80% of the eligible population is either vaccinated 
or booked), and the situation here does not look as troubling as in Australia (950 community cases reported in Victoria, 
863 in NSW and worrying signs in Queensland). A long road lies ahead and the stresses of lockdown for much of Auckland 
could continue for a while yet.  

Concerns over US fiscal policy remain. With Treasury Secretary Yellen earlier warning that US government borrowing will 
be exhausted by October 18, and Republicans reluctant to extend the debt ceiling, Congressional Democrats are still 
scrambling to put something in place to avoid a US government shutdown/debt default. There is still an impasse between 
progressive and moderate Congressional Democrats over whether the USD3.5 trillion social spending bill should be 
advanced as well as the bipartisan USD1 trillion infrastructure package. 

Markets remained skittish with a modest lift in global equities following the large falls in the previous session. Defensive 
stocks led the climbs in the S&P500, which is close to 4% below early September peaks. There were modest gains in other 
US equity indices and in European bourses. Equities were down in the Asian session (ASX 200 -1.4%, NZSX 50 -0.4%). 
Concerns over the potential debt default pushed longer-term US Treasury yields higher (10Y 1.54%), contrasting with 
modest falls in European government bond yields. NZ swap and bond yields were smidge lower for short- and medium-
term yields, with October OCR hike odds trimmed to just over 80%.   

Inflation concerns were also lingering. FOMC Chair Powell reiterated earlier comments that inflation was expected to ease 
eventually, but that current elevated inflation pressures were “frustrating”, “apparently getting a little bit worse”, holding 
up longer than previously thought, and running well into 2022.  ECB President Lagarde stuck to the script, “seeing no 
reason to not believe these price increases will be transitory going forward”.  

Energy commodity prices were mixed. Lower US stockpiles and concerns over global demand saw modest falls in near-
term contract prices for oil – to a still-lofty USD74 and USD77.60 per barrel for WTI and Brent grades, respectively. 
However, reports the Chinese government is considering increasing electricity prices for industrial users (rather than 
rationing supply) boosted coal prices. 

Chinese authorities have reportedly stepped in to assist Evergrande, with local government purchasing a 20% stake of a 
Chinese bank owned by the embattled property developer. Evergrande reportedly faced another bond payment yesterday, 
with still no confirmation on whether last week’s payment was made. Fitch ratings has dropped Evergrande’s credit rating 
to C, one notch above junk. Fears over financial contagion have seen yields on junk bonds soar to a decade high 15% 
according to Bloomberg estimates. 

The overnight dataflow was positive. US pending home sales rose a stronger-than-expected 8.1% in August (mkt: +1.3% 
mom), suggesting housing activity is warming up again. Rising Eurozone Economic Confidence (117.8) and industrial 
confidence (14.1) were stronger than expected, whilst declining confidence for the services sector (15.1) undershot 
expectations. Nevertheless, the Eurozone economic recovery appears to remain on track. 

FX update:  Increased risk aversion supported the USD and yen, with the NZD at the foot of the G10 currency ladder. The 
NZD fell through previous support levels and is currently sitting at 0.687 USD, trading in a 0.686 to 0.696 USD range 
overnight. Against the AUD, the kiwi is a shade above 95.5 Australian cents.  Near-term NZD direction will hinge on global 
risk appetite and the course of COVID-19. 

Day ahead: Coinciding with the 1pm COVID-19 announcement is the September ANZ Business Outlook. Broadly stable 
readings would be testament to the resilience and adaptability shown by the business sector, but slippage could indicate 
the onset of lockdown fatigue. At just after 2pm is the $500m weekly NZDM tender of the 2026, 2028 and 2033 bonds, 
which should attract decent demand. August building approvals (mkt: -5.0% mom) and private sector credit are out for 
Australia. Manufacturing and non-manufacturing PMIs are out for China.  Overnight are unemployment data for Germany 
and the Eurozone, and UK house price and Q2 GDP data. The 3rd reading of Q2 USD GDP and jobless claims are released in 
the US, with a number of FOMC members on the wires.  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 0.6876 -1.1% NZD/SEK 6.049 -0.5% NZX WMP 3775.0 0.1% Dow 34557 0.7%

NZD/AUD 0.9564 -0.5% NZD/DKK 4.406 -0.5% Gold $/o 1724.9 -0.5% S&P 500 4381 0.6%

NZD/EUR 0.5925 -0.5% NZD/THB 23.4 -0.8% WTI Oil $/b 74.8 -0.6% NASDAQ 14599 0.3%

NZD/JPY 76.99 -0.5% AUD/USD 0.7188 -0.7% Money Market (%) FTSE 7108 1.1%

NZD/GBP 0.5116 -0.5% EUR/USD 1.160 -0.6% 90 Day BB 0.63 -0.01 CAC-40 6561 0.8%

NZD/CAD 0.8767 -0.4% USD/JPY 112.0 0.4% OCR 0.25 0.00 DAX 15365 0.8%

NZD/CHF 0.6425 -0.6% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 24664 0.7%

NZD/HKD 5.345 -1.3% NZ 2.06 0.02 1yr 1.08 -0.03 Nikkei 29544 -2.1%

NZD/SGD 0.9362 -0.8% US 1.54 0.01 2yr 1.43 -0.03 ASX200 7197 -1.1%

NZD/CNH 4.454 -0.5% Aust 1.49 0.01 5yr 1.86 -0.02 NZX50 13120 0.0%
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