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Main Themes: The escalation in the Israel-Hamas 
conflict has caused risk aversion to rise among 
investors, contributing to a drop in global bond 
yields and sell off in major global share markets. 
The Middle-East conflict is fuelling demand for safe-
haven assets. The VIX volatility index jumped 2.6 
points to 19.3 – its highest since October 3. The rise 
in the VIX index reflects the rise in investor risk 
aversion. 

Share Markets: It was a sea of red across global 
share markets on Friday, as risk aversion spiked 
amid the Israel-Hamas conflict in the Middle East. 
The US S&P 500 dropped 0.5% and the Nasdaq lost 
1.2%. The Euro Stoxx 50 fell 1,5%, the UK FTSE fell 
0.6% and the German DAX declined 1.6%. 

Interest Rates: Investor demand for safe-haven 
assets amid rising Middle East geopolitical concerns 
continued to push up government bond prices over 
last week. The US 10-year bond yield rose to 4.89% 
on October 16, its highest level since 2006. That 
rate fell to a low of 4.58% on Friday, before closing 
at 4.61%, a decline of 8 basis points on the previous 
trading session. The decline in the US 2-year yield 
was more muted due to Friday’s data showing a lift 
in inflation expectations. The US 2-year bond yield 
fell just 1 basis point to 5.05%. This led to a further 
inversion of the US 2-10-year curve. 

Foreign Exchange: The rise in volatility and risk 
aversion spurred selling in the Australian dollar. The 

AUD/USD fell from a Friday high of 0.6445 to a 2-
week low of 0.6286. The AUD/USD is at risk in the 
short term of moving under 0.6200 (towards 
0.6170) with volatility likely to rise amid worries 
over the Middle East.  

Safe-haven demand and higher-than-expected US 
inflation expectations readings pushed the US dollar 
index higher. The Swiss franc appreciated with 
USD/CHF falling from a high of 0.9088 overnight on 
Friday to 0.8987. We expect the CHF to remain well 
bid in the current environment of rising Middle East 
tensions. If the conflict widens and drags on for an 
extended time, EUR/USD could also strengthen. 

Commodities: World crude oil prices posted the 
largest weekly gain in a month as concerns about oil 
supply escalated with the escalation of the Israel-
Hamas conflict. Hedge funds slashed their bullish oil 
bets in the week ending October 10 to the lowest 
net-long level in six weeks. 

Australia: The Voice to Parliament referendum has 
been defeated.  

There was no major economic data released on 
Friday.  

Eurozone: Industrial production rose 0.6% in 
August, after falling by 1.3% in the previous month. 
It was the strongest monthly growth rate in four 
months. In annual terms, industrial production 
contracted 5.5%, the size of the contraction 
deepening from the previous month. 
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China: There is speculation that China’s financial 
sector authorities, which includes the China 
Securities Regulatory Commission and the Ministry 
of Finance, have submitted a proposal to China’s 
cabinet, the State Council. The submission proposes 
setting up a stock market stabilisation fund to boost 
flagging confidence among domestic investors. 
China has struggled to revive confidence in its 
capital markets and the broader economy. A 
property market crisis and a fragile recovery after 
covid has weighed on China’s economic recovery.  

That weakness was underlined by an official data 
release on Friday that showed China again teetered 
on the edge of deflation last month. The consumer 
price index (CPI) rose just 0.1% in September, which 
was below consensus forecasts. The CPI was 0.0% 
year on year in September, after annual growth of 
0.1% in the previous month. Consensus had 
expected annual growth of 0.2% to be printed. 

The producer price index, which measures the price 
of goods sold by manufacturers, declined 3.0% in 
September and contracted 2.5% over the year.  

Trade data was also released on Friday. It provided 
better news for policymakers. China’s exports fell 
6.2% in September compared with the previous 
year, an improvement from August’s decline of 
8.8% and beating consensus expectations of a 7.6% 
contraction. Imports in September also shed 6.2%, 
better than the previous month’s 7.3% decline but 
slightly missing expectations.  

Israel-Hamas: The Israeli government has 
recommended Palestinians living in north Gaza to 
move to south Gaza before an on-the-ground 
offensive takes place. Iran has warned Israel via its 
allies that it will not stand on the sidelines. The US, 
Europe and regional governments are trying to 
prevent the war from engulfing the Middle East 
amid rising concerns that Iran will escalate the 
conflict. 

Japan: The International Monetary Fund (IMF) said 
it sees no factors compelling Japan to intervene to 
support the yen, saying its devaluation reflects 
economic fundamentals. Finance Minister Shunichi 
Suzuki earlier said excessive currency moves will 
require responses. 

New Zealand: The next Prime Minister will be 
Christopher Luxon after voters gave his centre-right 
National Party a plurality of votes, ejecting Labour. 
When final results are in, he may need the support 
of NZ’s First Party to form a government. 

United States: The preliminary report for the 
University of Michigan’s consumer sentiment index 

showed a 5.1-point decline to 63.0 in September. It 
was the sharpest fall since June of last year. The 
result was under consensus expectations for a 
result of 67.0. The sub indexes for both current 
conditions and expectations fell in the month and 
printed below consensus forecasts. The current 
conditions index dropped 4.7 points to 66.7 and the 
expectations component dropped 5.3 points to 
60.7. 

Meanwhile, this same report revealed that inflation 
expectations in the US has risen sharply as concerns 
about prices grow again among US consumers. US 
inflation expectations for 1-year ahead rose to a 5-
month high of 3.8% in October, from 3.2% in 
September. US inflation expectations also lifted 
over the next 5 to 10 years. The measure for this 
period rose to 3.0% in October, from 2.8% in 
September.  

 

 

 

Besa Deda, Chief Economist 
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Today’s key data and events: 

 

NZ Perf. of Services Index Sep prev 47.1 (8:30am) 

UK Rightmove House Prices Oct prev 0.4% (10:01am) 

CH 1-Year Lending Facility Rate Oct exp 2.50% prev 
2.50% (12:20pm) 

US Empire Mfg Index Oct exp -6.0 prev 1.9 (11:30pm) 

 

Times are AEST. All data forecasts are m/m or q/q and seasonally adjusted 
unless otherwise specified. Forecasts for Australian data are our forecasts 

and for other countries they are consensus forecasts. 

bbg://news/stories/S2HD9XT0AFB4
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