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Market Update – January 2021
Domestic Market Update

- A generally positive end to 2020 for the Australian economy was 
overshadowed by the spike in COVID-19 cases in Sydney. This 
spike resulted in Sydney’s Northern beaches being locked down and state 
borders closing. ANZ Roy-Morgan consumer confidence fell 2% over the 
weekend of 19-20 December, but is still above the neutral level of 100 
and higher than it was in late 2019 (as the bushfires pushed sentiment 
lower). 

- Employment rose by a much stronger-than-expected 90,000 in 
November, boosted by the opening up of Victoria. The unemployment 
rate was steady at 6.8%. Victoria’s reopening also boosted retail sales, 
which rose 7% m/m in November. 

- The housing data were also strong. CoreLogic reported a 0.9% m/m rise 
in national house prices over December, the third monthly gain in a 
row (after five straight months of falls). Building approvals were up 
3.8% m/m in October, after a gain of more than 16% in September, and 
housing finance was up 0.7% m/m over the same period (the 5th gain in 
a row).  

- Consistent with the strength of the data, NAB business conditions 
jumped to +9 – the highest level since March 2019.

- In the Mid-Year Economic and Fiscal Outlook (MYEFO), the Treasury 
revised its GDP forecasts up and its unemployment forecasts down. The 
better economic outlook saw the size of the fiscal deficit for 2020-21 
revised down to a touch under $200bln. While smaller than expected at 
the time of the October Budget, this will still be the largest ever deficit as 
a percent of GDP since WW2. 

- The 10y ACGB yield finished 2020 at 0.97%, some 40bp below its level 
at the end of 2019 but above its historic low of 0.61% in early March. The 
AUD finished 2020 a touch under 0.77 and has since moved above this 
level despite the escalating trade dispute with China. 

Global Market Update

- COVID case numbers have continued to surge in Europe and the US. The 
UK has entered a third lockdown, while in the US hospitals in some states 
are at capacity. Despite this, the US data at least have remained generally 
positive. The manufacturing ISM rose above 60 in December, its highest 
level since August 2018. But there has been a loss of momentum in the 
labour market, with weekly jobless claims back above 800k. The US 
Congress passed a stimulus package. 

- China’s PMIs have eased slightly, but remain above 50. Industrial 
production was up 7% y/y in November, the strongest result since June 
2017. Reflecting the strength of China’s rebound, iron ore prices continue 
to rise.  

Australian consumer confidence is back at pre-COVID 
levels 

The AUD is above 0.7700

Source: Roy-Morgan, Bloomberg, ANZ Research

0.56

0.58

0.60

0.62

0.64

0.66

0.68

0.70

0.72

0.74

0.76

0.78

0.80

0.82

Jan 18 Aug 18 Mar 19 Oct 19 May 20 Dec 20

A
U

D

AUD/USD rate



2

Market Update – February 2021
Domestic Market Update

- The RBA’s updated forecasts in its February Statement on Monetary
Policy show a more positive outlook than in November. Unemployment is
now thought to have peaked in mid-2020 and it is seen falling to 6% by
the end of this year and 5½% by the end of 2022. Inflation is a touch
higher as a consequence and expected to reach 1¾% by mid-2023.

- While the economic outlook is better, policy is set to remain very
stimulatory with the RBA Governor emphasising that there is “still quite
a way to go” before the economy is where the RBA wants it to be. This
means the RBA expects the cash rate to remain where it is “until
2024 at the earliest.” This and the fact global central banks aren’t
pulling back on their stimulus also explain why the RBA announced an
AUD100bn extension of its QE program after the present program
comes to an end in April.

- Some aspects of the RBA’s policy set may be tightened, however.
The RBA has flagged that the term funding facility (TFF) for banks may
not be extended past the June end date of the current program. ANZ
Research thinks this will have some upward impact on the cost of
fixed rate borrowing. It is also possible that the RBA doesn’t roll
forward its yield curve control policy to the Nov-24 ACGB in August.

- Employment rose by 50,000 in December, in line with market
expectations. The unemployment rate fell to 6.6%, however, which was
better than expected. There was also a sharp decline in
underemployment. ANZ Job Ads points to the possibility that
unemployment falls below 6% in the first half of 2021.

- Trade data for December indicates that Australia’s commodity exporters
have been largely successful in finding markets other than China to sell
their produce. This is not unexpected given the global nature of these
markets. Prices remain generally robust thanks to the global economic
recovery, notwithstanding weakness in Europe.

Global Market Update

- President Biden looks set to deliver his stimulus package after it passed
the US Senate in early February. US bond yields have been rising on
optimism about this and the vaccine roll-out. The soft US employment
report for January, with a jobs gain of just 49k after a revised plunge of
227k in Dec, highlights that the US economy is not out of the woods.

- Chinese IP growth was stronger than expected in December and Q4
GDP data confirmed that China will be one of the very few
economy’s to grow in calendar 2020. China’s PMIs eased again in
January, but remain above 50.

10y ACGB yield is back to pre pandemic levels

The AUD is around 0.7700

Source: Bloomberg, ANZ Research
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Market Update – March 2021
Domestic Market Update

- The RBA Governor has pushed back against market pricing of rate 
hikes as early as 2022.  He has emphasised that for inflation to be 
sustainably within the RBA’s 2-3% target band, wage growth will likely 
need to be quite a bit higher than 3% y/y. In turn this will require a much 
tighter labour market – an unemployment rate of below 5% at least and 
possibly even below 4%. As a result the RBA remains firmly of the view 
that the first rate hike won’t happen until “2024 at the earliest.”  

- This is despite the fact the economy is improving more quickly than 
expected. The unemployment rate fell to 6.4% in February and ANZ 
Job Ads suggests it could be below 6% in the second half of 2021.  ANZ 
Research has just updated its forecasts and sees unemployment at 5.8% 
by the end of 2021 and 5% at the end of 2022. What’s more, GDP has 
probably got back to its pre-pandemic level in the current quarter 
after it gained 3.1% q/q in Q4. This is well ahead of previous 
expectations.

- But wage growth will only respond to the fall in unemployment 
with a lag and it will be this that keeps the RBA’s cash rate at 0.1%. ANZ 
Research has annual wage growth at 2% by the end of 2022, with the 
expected quarterly change of 0.6% q/q still annualising well below the 
RBA’s required level.

- That doesn’t mean monetary policy is completely static. The RBA 
has signaled that the Term Funding Facility for banks will likely close at 
the end of June and the 3y bond target may not be rolled to the Nov-24 
ACGB later this year. Indeed, ANZ Research thinks the target bond will 
remain the Apr-24 ACGB – which means the duration of the yield target 
shortens over time. 

Global Market Update

- The global news flow has been dominated by the passage of President’s 
Biden’s USD 1.9 trillion stimulus package. Anticipation of that package 
and continued strong US economic data has seen upward pressure on 
longer-dated bond yields, with the 10y UST hitting a post-pandemic 
high of more than 1.6% in early March. There has a modest pull-back 
over the past week, but the 10y UST yield is still up more than 60bp since 
the end of 2020.   

- Meanwhile, US payrolls regained strength in February with a gain of 379k 
as the Us economy reopens from winter lockdowns.  The unemployment 
rate dropped to 6.2%, well down from the high of 14.8% reached in April 
but still well above its pre-pandemic level of 3.5%. 

- China’s PMIs dipped in February, but remain above 50.  

Bond yields up sharply from pandemic lows

ANZ Research sees unemployment back to pre-
pandemic levels in 2022

Source: Bloomberg, ABS, ANZ Research
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This communication is published by Australia and New Zealand Banking Group Limited ABN 11 005 357 522 (“ANZ”) in 
Australia, holder of Australian Financial Services Licence Number 234527. Information in this communication is not 
independent investment research, it is market commentary produced by ANZ’s sales desk which by its nature is a 
summary only and should not be relied on as being accurate, current or complete. The views and recommendations 
expressed in this communication are those of the author and may differ or be contrary to the views or recommendations 
expressed by ANZ Research or any other business area. ANZ and its affiliates (including the author) may have an 
interest in the products and services described in this communication.

Disclaimer


