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Bond yields rise as optimism and inflation stirs 

The period of market consolidation proved to be short-lived with a renewed bout of volatility in US Treasury yields 
overnight. Optimism over the economic outlook post-COVID-19 and concerns over economic overheating saw government 
bond yields jump sharply overnight. Indeed, US Treasury yields jumped (10Y 1.47%, +8bps) after a market proxy for 
expected inflation moved above 2.5% for the first time since 2008. European government bond yields also saw sizeable 
lifts, led by a close to 10bp jump in UK 10-year yields (0.78%).  

Bolstering optimism was the announcement by President Biden that there will be enough COVID-19 vaccines for every US 
adult by the end of May and hopes that the (modestly watered-down) US stimulus package will pass through the Senate 
later this week. Comments by Fed President Evans, who saw the likelihood of a strong US rebound in 2021 due to the 
vaccination program, added to the upbeat mood. 

Global equities were a mixed bag. US equity indices were generally lower, with outsized falls in the Nasdaq, but with 
increases in energy, financial and industrial stocks in the S&P500. European equity indices were generally firmer, led by a 
0.9% gain to the FTSE 100.  Equities were up in the Asian session (ASX 200 +0.8%) with gains of 1.5-2.5% for Chinese 
indices, but the NZX 50 was flat. Energy prices were up, with near-term contract prices for Brent nearing USD65 per barrel 
(WTI USD61.70), with the cold spell in Texas contributing to the sharpest fall in US gasoline inventories (13.5m barrels) 
since 1990, with US refinery usage rates in Texas (56%) the lowest on record.  

US ADP private payrolls significantly undershot expectations (117k vs. mkt: 225k vs. 195k prior). Gains in employment 
were led by services (+131k), with goods-producing firms seeing a 14k contraction. It suggests some downside risk to this 
weekend’s payrolls report (mkt: +200k). The services ISM unexpectedly eased to 55.3 mkt: (58.7), its lowest reading since 
May 2020. The US Market services PMI climbed to 59.8, a post-pandemic high. Chinese services PMIs (51.5 vs 52 prior) 
followed their manufacturing counterpoints lower, with services PMIS still sub-50 in the UK (49.5) and Eurozone (45.7). 

UK yields and sterling firmed after emergency tax cuts were extended in the UK Budget, with the £65bn addition of 
pandemic support to keep people in jobs and additional capital spending. Despite this the UK economy was forecast to 
shrink by 10% over 2020, with just 4% growth in 2021. The UK fiscal deficit is expected to hit a peacetime record £355bn 
this year, with UK company taxes going up to 25% (from 19% at present) from 2023. 

There was only fleeting market reaction from the stronger than expected Q4 Australian GDP print (3.1% qoq vs. mkt: 
2.5% qoq, CBA 2.6% qoq). This took the level of activity just 1.1% lower on year-ago levels, a strong result all things 
considered. Annual average growth for 2020 was down 2.4%.  Much like NZ, household spending (up 4% qoq) and policy 
support (public demand +1.1% qoq) have played key roles in mitigating the COVID-19 hit in Australia. We expect NZ 
economic activity to end 2020 roughly 0.5% above pre-COVID-19 levels.   

NZ residential consent issuance rose a further 2.1% (seasonally adjusted) in January (13.1% 3 months to Jan vs. preceding 3 
months), taking the annual total to a shade below 40,000 (39,881), the highest level since 1974. We expect housing 
construction to remain elevated over the coming year, with near-term risks tilted to the upside. This construction boom 
and slowing population growth should help to slow the runaway domestic housing market. 

FX Update: NZD gains post yesterday’s strong GDT auction result proved fleeting with the NZD one of the weakest G10 
currencies overnight, whereas the sterling shone.  The NZD traded in a 0.7235 to 0.7300 USD range, and eased overnight 
towards 0.9300 AUD. Despite the currency action overnight, we remain constructive on NZD direction and see clear upside 
if risk appetite remains supportive. 

Day ahead: There could be some market headlines from RBNZ Governor Orr’s speech after 9.15am this morning. At just 
past 2pm, the NZDM are set to tender $450m of the 2025, 2029 and 2033 bond. Following last week’s poor results and the 
recent cheapening in NZ bonds we expect slightly stronger results, albeit in a skittish market. Little change is expected 
from Australian January merchandise trade balance (mkt: AUD6850m), and retail sales (mkt: +0.6%) data. There is a bunch 
of 2nd tier data for Europe, with Eurozone retail sales and the unemployment rate. US factory orders, durable goods and 
jobless claims are also out. A few central bank speeches from the US Fed and ECB voters (including Fed chair Powell) will 
also be released 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 0.7262 -0.4% NZD/SEK 6.107 -0.1% NZX WMP 4300.0 13.5% Dow 31503 0.4%

NZD/AUD 0.9304 -0.2% NZD/DKK 4.472 -0.4% Gold $/o 1716.1 -1.3% S&P 500 3852 -0.5%

NZD/EUR 0.6013 -0.5% NZD/THB 22.0 0.4% WTI Oil $/b 61.4 2.7% NASDAQ 13163 -1.4%

NZD/JPY 77.66 -0.5% AUD/USD 0.7806 -0.3% Money Market (%) FTSE 6675 0.9%

NZD/GBP 0.5195 -0.5% EUR/USD 1.208 -0.1% 90 Day BB 0.31 0.00 CAC-40 5830 0.3%

NZD/CAD 0.9164 -0.4% USD/JPY 106.9 0.2% OCR 0.25 0.00 DAX 14080 0.3%

NZD/CHF 0.6670 0.0% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 29880 2.7%

NZD/HKD 5.634 0.0% NZ 1.74 -0.02 1yr 0.35 0.00 Nikkei 29559 0.5%

NZD/SGD 0.9669 -0.3% US 1.47 0.08 2yr 0.49 0.00 ASX200 6818 0.8%

NZD/CNH 4.697 -0.4% Aust 1.69 -0.05 5yr 1.15 0.01 NZX50 12359 0.1%
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