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Reflation reflates 

The ‘reflation’ trade has made a come-back in overnight trade. Risk sentiment has recovered, with the bounce gathering 
pace over the latter stages of the session. Global equities are up between 1.5-2% with tech stocks outperforming after 
yesterday’s rout. The more positive global backdrop has added a bit more fuel to the NZD’s recovery. NZD/USD is back up 
around 0.6960 (overnight low around 0.6935) with NZD/JPY the bigger mover, up 0.6% to 77.65. 

Some of the more eye-catching moves have been in commodities and rates markets, with two obviously linked. Oil prices 
have jumped to fresh 6-year highs (Brent US$82.50/barrel). Energy prices more generally remain on a tear, particularly 
European gas prices – UK gas futures for example rose 20% overnight.  

All of this is of course relevant for global inflation monetary policy, with interest rates continuing to push higher on the 
expectation G3 central banks will continue to walk back the ‘inflation is transitory’ mantra. US 10-year yields rose 4bps to 
1.52% with UK long Gilt yields up closer to 10bps.    

Some positive economic data helped the mood and, in particular, helped lean against the ‘stag’ proponents of the 
stagflation whispers currently doing the rounds. The final version of September European PMIs edged above expectations, 
while the US ISM services index jumped to an exceptionally strong 61.9 (59.9 expected), not far off the 20+ year highs 
reached during the Northern Hemisphere summer. In what is becoming a familiar refrain, the ISM reported “ongoing 
challenges with labor resources, logistics, and materials are affecting the continuity of supply.” 

AUD and Australian bond yields were little moved following the RBA meeting yesterday. As was widely expected, the 
RBA made no policy or forward guidance changes. The cash rate and the target yield on the April 2024 Australian 
government bond were left at 0.10%, and the Board reiterated it will not increase the cash rate before 2024.  

Yesterday’s September NZIER business confidence survey didn’t throw up any major surprises. Near-term activity 
expectations fell noticeably (9 s.a. vs. 27 prior quarter), reflecting the hit to the economy from the shift up in Alert Levels 
over the quarter. But trading activity over the prior three months rose again to a lofty 29.0 (prior 26.0), highlighting how 
hot the economy was going into lockdown.  

Inflation indicators weirdly nudged down a little, going against the grain of recent data/anecdotes. But indicators of 
broader capacity and labour market pressure ramped up further. Employment intentions for example hit an all-time high, 
suggesting labour shortages are, if anything, worsening. All up, there was little to change the view that the economy is 
holding in well, inflation pressures are increasing, and the RBNZ needs to start lifting rates towards neutral (starting today).  

This morning’s GDT auction showed dairy prices consolidating after their recent strong run. Key WMP prices fell a little 
(down 0.4%) but small gains in fats prices left the overall price index unchanged. There’s no change to our $8.20 kg/ms 
Fonterra Milk Price forecast. 

Day ahead: All about the RBNZ at 2pm. It’s a MPR rather than the full Statement and there is no press conference. This, 
coupled with the fact a 25bps rate rise is fully priced into interest rate markets and universally forecast by the economics 
community should, in theory, make for an orderly reaction if the 25bps lift is duly delivered. Key as ever will be any hints 
proffered about the policy outlook, but our suspicion here is that the RBNZ will keep things appropriately open-ended. 
There’s little on offer tonight apart from the standard US Payrolls curtain-raiser in the form of the ADP employment 
survey. Expectations for which are a solid +430k. Author: mike.jones@asb.co.nz     

 

Currencies Currencies Commodities Equities

NZD/USD 0.6963 0.0% NZD/SEK 6.0864 0.1% CRB Index 233.084 1.2% Dow 34480 1.4%

NZD/AUD 0.9550 -0.1% NZD/NOK 5.9429 -0.5% NZX WMP 3775 -2.3% S&P 500 4365 1.5%

NZD/EUR 0.6004 0.2% NZD/THB 23.54 0.1% Gold $/o 1761.3 -0.5% NASDAQ 14500 1.7%

NZD/JPY 77.64 0.5% AUD/USD 0.7290 0.1% WTI Oil $/b 79.1 1.9% FTSE 7077 0.9%

NZD/GBP 0.5109 -0.2% EUR/USD 1.1597 -0.2%  NZD Swap Rates (%) DAX 15194 1.1%

NZD/CAD 0.8760 0.0% USD/JPY 111.51 0.5% OCR 0.25 0.00 CAC-40 6576 1.5%

NZD/CHF 0.6461 0.3% 10 Yr Bond Yields (%) 3mth 0.63 0.02 H.Seng 24104 0.3%

NZD/HKD 5.4206 0.0% NZ 2.10 0.01 1yr 1.06 0.01 Nikkei 27822 -2.2%

NZD/SGD 0.9450 0.0% US 1.53 0.05 2yr 1.40 0.02 ASX200 7248 -0.4%

NZD/DKK 4.4656 0.2% Aust 1.52 0.02 5yr 1.84 0.00 NZX50 13200 0.0%
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      Important Disclaimer 

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.  
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