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Gold may rise on lower real yields; Canada leads 
fall in real yields; Australian inflation expectations 
slump 
March 22, 2019 

• The broad decline in global bond yields and curve flattening suggest that the market has 
become more concerned about weak global economic growth.  

• The fall in yields is at odds with the rise in equity and commodity prices this year, but the later 
may have lost upward momentum. 

• Safe haven currencies, gold and JPY, have strengthened this week and are likely to perform 
well if yields remain low. 

• US real yields have fallen more than nominal yields this year, with a partial recovery in 
inflation expectations from their fall in Q4 last year.  Lower real yields point to weaker 
fundamental support for the USD, and further support safe havens like gold. 

• Canadian real long term yields have fallen more abruptly than in the USA, into negative 
territory, suggesting the outlook for the Canadian economy has deteriorated more than most.  
This may relate to concern over a peaking in the Canadian housing market. The fall in real 
yields suggests further downside risk for the CAD. 

• Long term inflation breakevens have fallen in Australian sharply since September last year to 
now well below the RBA’s 2.5% inflation target. 

• Australian leading indicators of the labour market have turned lower, albeit from solid levels, 
and may be enough, combined with broader evidence of weaker growth, for the RBA to 
announce an easing bias as soon as April. 

• Asian trade data and flash PMI data for major countries point to ongoing and significant 
weakness in global trade. 

 

Bond yields flash warning 

Bond yields have fallen abruptly further in the last week and appear to be flashing warnings over the 
state of the global economy.   

Lower yields to some extent reflect a shift in policy guidance by the Fed and several other central banks 
over recent months, and the Fed’s announcement that it is slowing and ending its quantitative 
tightening.  However, the shift in central bank policy should have had more impact at the front end of 
curves if it had been more effective in supporting confidence in the global economy.  

 

Conflicting signal from equities and commodities 

It is interesting that bond yields have continued to fall this year despite a solid rebound in global equity 
markets and higher commodity prices.  To some extent, lower yields may have supported global risk 
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appetite and helped support a recovery in equities and commodities.  But at some point the divergence 
between falling yields, and rising equities and commodities is incongruous.  Lower yields indicate an 
increased risk of falling global growth and inflation while rising equity and commodity prices indicate 
rising confidence in the global economy.   

On Friday, equities fell, and their rising trend has flattened over the last month, suggesting that the 
mixed messages from equities and bond yields are resolving towards a more pessimistic view on the 
global economy.   

 

Weak trade growth indicators 

Economic reports this week, including weak Asian export growth and weak major economy PMI export 
components in March, are a reason for the market to become more anxious over the outlook for global 
economic growth. 

Earlier in the year, the market may have been increasingly hopeful that a trade truce between the US 
and China, Chinese policy stimulus, Fed patience, and a Brexit resolution may have engendered a 
recovery from the slowing economic trends last year that accelerated into the end of the year.  
However, the extent of the economic slowdown in Europe and China, spilling over to several countries, 
including the USA, has kept investors unsettled.   

Economic reports suggest that there is little sign of a quick recovery developing, and progress on trade 
negotiations and Brexit have slowed.  It is still possible that later in the year, we do see economic 
reports and market confidence recover; especially if the US and China announce a trade agreement and 
unwind tariffs, but the market is beginning to fret that ongoing weakness in economic data reveal 
deeper problems and any recovery will be muted and slow to develop.  The market has been waiting for 
a stabilisation in the European economic slowdown for over a year, and yet it has only deepened. Its 
willingness to keep projecting a recovery appears to be fading. 
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Diverging global yields and equities this year send mixed signals on global growth 

 

Commodity prices fall and rise with equities over the last six months.  Gold firms as a safe haven in Q4 
last year, and rises further this year, consistent with lower bond yields, but despite recovering equities 

 

 

 

 

 



Amplifying Global FX Capital AmpGFX Real Time Briefing 

4 
 

10 year govt bond yields – US yields fall to a low since Jan-2018, German yields fall back into negative 
territory for the first time since 2016 

 

10 year govt bond yields - Australian yields fall to just below their 2016 low, to record lows 
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2yr to 10yr govt yield curves – Long end yields have fallen in recent months faster than short term 
yields, indicative of weaker growth and inflation expectations 

 

Degrees of inversion in the US yield curve.  The 1-to-2 and 2-to-5 year curves are inverted, indicating 
expectations that US rates are more likely to be cut over the next few years.  The 2-to-10 year curve 
has flattened to lows since December when equities were around their recent lows.  The 2-to-30 year 
curve has steepened somewhat this year, perhaps indicative of concerns over rising US debt and 
associated long term currency and inflation stability risks 
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The USD index has been choppy but overall relatively stable this year, after modest weakness in 
December.  It has retained its strength despite significantly lower US yields since their peak in 
November 

 

Break down in US yields into real and inflation expectations – All of the fall in US yields this year is 
accounted for by a decline in real yields, indicative of lower real GDP growth expectations.  Long term 
inflation expectations have recovered partially from their decline in Q4 
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Real 10 year yields (from inflation-indexed government bonds) – Real yields have fallen abruptly in 
the USA from their peak in November.  They have fallen by a similar margin in Australia, but even 
more so in Canada, into negative territory, suggesting deeper concerns over the outlook for the 
Canadian economy 

 

 

Real 10-year yields in Japan, Germany and the UK are negative, indicative of QE policy.  Brexit 
uncertainty as the cliff-edge looms large may have further weakened UK real yields
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5yr-5yr forward inflation swap break evens – long-run inflation expectations in the Eurozone have 
fallen further below the ECB 2% inflation target this year to a low since 2016 

 

5yr-5yr forward inflation swap break evens – long-run inflation expectations in Australia have fallen 
sharply since September last year to a record low, below the RBA’s 2.5% inflation target 
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5yr-5yr forward inflation swap break evens – Long-run UK inflation expectations have been stable this 
year around their highs, well above the BoE’s 2% inflation target, suggesting that the market fears 
over Brexit and sustained weakness in GBP remain high  

 

 

5yr-5yr forward inflation swap break evens - Long-run Japan inflation expectations remain very low
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10-year inflation-linked government bond break evens – In contrast to Australia, Canadian inflation 
expectations have risen this year, recovering partially from their fall in Q4 last year.  Falling real yields 
and rising inflation expectations are providing clearer signals of downside risk for the CAD exchange 
rate 
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JPY has strengthened in the last week as US yields have fallen more sharply, narrowing the USD/JPY 
yield advantage significantly.  The JPY has reverted to acting as a safer haven than the USD 

 

 

The fall in the USD/JPY yield advantage is more significant when comparing real 10 year yields 
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EUR has remained choppy around lows since Q4 despite a significant narrowing in the EUR/USD yield 
disadvantage across the curve since November last year.  EUR has not taken on any safe haven status 
over the USD, perhaps indicative of the much weaker than expected economic data and risks to 
financial and political stability 

 

The EUR/USD real 10 year yield disadvantage has also narrowed significantly from its lows in 
November.  The narrower yield disadvantage may limit the downside for the EUR 
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Australian yields across the curve have fallen more than the USA this year, widening its yield 
disadvantage to a new record at the long end, posing downside risks for the AUD 

 

The long term real yield AUD/USD disadvantage has been relatively stable since Q4 at around record 
lows.  It is at least not providing further reason for a weaker AUD in recent months, despite the 
further decline in the nominal yield spread.  In fact, the real yield is towards the high side of its range 
over recent months 
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The USD/CAD yield advantage has increased since late-Feb.  The 10 year spread has widened more 
clearly to around the peak at the beginning of 2016, a record high 

 

 

The USD/CAD long term real yield advantage has widened more sharply this year to a high since early-
2016, pointing to downside risk for the CAD 
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The rise in oil prices so far this year may help support the CAD 

 

 

 

The GBP/USD exchange rate has been relatively closely aligned with the long term real yield spread 
this year, and indeed over the last 5 years.  Both the bond market, including inflation-linked bonds, 
and the FX market appear to be reflecting Brexit sentiment 
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Asian trade point to weak global trade 

Economic reports this week are providing a reason for the market to be more concerned over the state 
of the global economy and the dampening influence of aggressive US trade policy.   

Taiwan, a key player in the global supply chain for high tech goods, reported that export orders were 
down 10.9%y/y in February, a new low since 2016. 

Japanese export growth was down 1.2%y/y in Feb, weaker than expected.   

Thailand reported that exports fell 4.9%y/y in February (after stripping out distortions related to military 
goods, oil and gold), declining for the third month in a row. The Thai Minister for trade policy said that 
exports are slowing in line with other Asian economies in the wake of the trade war between the US and 
China (source: Bloomberg news).  

Singapore electronic exports fell 8.0%y/y in Feb. 

 

 

Export growth %y/y - Trade growth across Asia shows little sign of recovery developing in Q1 
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Export growth %y/y  - Trade growth across Asia shows little sign of recovery developing in Q1 

 

 

 

Major economy flash PMIs point to weak global trade 

Flash manufacturing PMI data for major economies in March were weak.  Eurozone’s fell further to 47.6; 
the US slowed to 52.5, a low since mid-2017; Japan’s was unchanged at 48.9, a low since mid-2016. 

Markit reported that in the Eurozone the deterioration in new orders was sharpest since December 
2012. And this was “fueled by the largest fall in new export orders since August 2012.” (IHS Markit Flash 
Eurozone PMI - MarkitEconomics.com) 

https://www.markiteconomics.com/Survey/PressRelease.mvc/4cefa382ccdb442abacb89f63243a682
https://www.markiteconomics.com/Survey/PressRelease.mvc/4cefa382ccdb442abacb89f63243a682
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Markit reported that in Japan, “Slack demand from domestic and international markets prompted the 
sharpest cutback in output volumes for almost three years. With input purchasing falling, firms appear 
to be anticipating further troubles in the short-term. Indeed, concern of weaker growth in China and 
prolonged global trade frictions kept business confidence well below its historical average in March.”  
(Nikkei Flash Japan Manufacturing PMI - MarkitEconomics.com) 

Manufacturing PMI data 

 

 

 

 

https://www.markiteconomics.com/Survey/PressRelease.mvc/76605c1860f74556afa327ee927a777c
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Australian labour leading indicator declines 

As we noted earlier this week, the RBA is relying on the strength of the labour market to resist growing 
market calls for renewed rate cuts (Labour data may snap RBA policy tension; 20 March - 
AmpGFXcapital.com).  The labour data this week allowed them space to hold the line for now with the 
unemployment rate falling further to 4.9%.  However, skilled vacancy data fell sharply in February, 
reversing gains since September, moving more into line with job ads data that have been declining since 
mid-2018.   

The RBA may still be able to say leading indicators of labour demand are relatively strong, but they now 
appear to be weakening, pointing to a possible stalling in the labour market as the year progresses 

Tightening in the Australian labour market 

 

 

 

 

 

 

 

 

 

 

https://ampgfxcapital.com/reports/labour-data-may-snap-rba-policy-tension/
https://ampgfxcapital.com/reports/labour-data-may-snap-rba-policy-tension/
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Labour market leading indicators declining from strong levels 

 

 

Also of concern for the RBA is that the Flash PMI data for March showed weaker employment growth.  
The Markit report said, “The rate of job creation slowed to the weakest in the survey’s history and was 
only marginal as companies responded to fragile demand conditions. Manufacturing employment 
decreased for the first time in over two-and a-half years.” (Commonwealth Bank Flash Composite PMI - 
MarkitEconomics.com) 

 

 

 

 

 

 

 

 

 

 

 

 

https://www.markiteconomics.com/Survey/PressRelease.mvc/06b4549780284a4a86baf124a622eec7
https://www.markiteconomics.com/Survey/PressRelease.mvc/06b4549780284a4a86baf124a622eec7
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Australian PMI data manufacturing (Markit CBA flash estimate available for March, fell to a low since 
2016) 

 

Australian PMI data Services (Markit CBA flash estimate available for March below 50 for a second 
month) 
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RBA rate cut expectations were trimmed somewhat after the labour data reported further tightening in 
the labour market in February.  However, the leading indicators suggest that the RBA may be closer to 
announcing an easing bias, and may do so as soon as April, setting up increasing risk that they cut rates 
as soon as May 

Australian rate expectations  
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