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Tame inflation dents reflation trade  

Climbing global equities and the reflation trade-led steepening in global yield curves has been the predominant market 
theme so far this year. Extraordinary policy stimulus, the resilience of the global economy, vaccine rollouts and slowing 
rates of COVID-19 infections have been supportive in bolstering sentiment. Along those lines, President Biden met with 
business leaders to boost support for his USD1.9tr package. Political differences risk delaying passage of the package 
through Congress, but this looks to be a temporary respite. Congressional Democratic leaders have already laid the 
groundwork to move the legislation using a procedure that would require only simple majority support in the Senate, 
rather than the 60 votes normally needed to end a filibuster.  

Tame January consumer price inflation data did not provide much ammunition to support overheating, with plenty of 
slack in the global economy dampening pricing pressures. US consumer prices rose in line with expectations (0.3% mom, 
1.4% yoy), with core inflation modestly weaker than expected (0.0% mom, 1.4% yoy). German consumer prices advanced 
at a sedate 1.0% annual rate). There was a weaker-than-expected 0.3% annual decline in Chinese CPI (mkt: 0.0% yoy), with 
travel restrictions contributing to softer readings for services prices and core inflation. Chinese producer prices lifted to a 
tepid 0.3% yoy rate, in line with expectations.  

Global equities were little changed, hovering around record highs. There were modest movements in the major US equity 
indices (SD&P500 -0.1%, Dow +0.1%, Nasdaq -0.3%). After earlier advancing, European bourses ended slightly lower 
(Eurostoxx 50 -0.4%, Dax -0.6%, FTSE 1000 -0.1%). Asian equities were generally higher, with the NZSX 50 (-0.7%) one of 
the weaker performers. Climbs for metals and energy contrasted with generally lower agricultural prices. Plunging US 
crude stockpiles pushed oil prices higher, with near-term contract prices for WTI nearing USD59 per barrel and Brent 
zeroing in on USD61.50. Prices for bitcoin eased back to around USD45,000 (after moving above USD48,000) after Tesla 
had made a USD1.5bn purchase.  Ten years ago, 1 bitcoin was worth roughly 1 USD. ECB President Lagarde said it was 
“very unlikely” central banks would hold bitcoin. 

US Treasury yields nudged lower reversing an earlier steepening bias (10Y 1.14%) ahead of this morning’s speech by Fed 
Chair Powell and a 10-year bond auction. Markets largely ignored the Trump impeachment trial, with slim odds of a two-
thirds Senate majority and conviction. European 10-year bond yields rose modestly, but Italian 10-year bond yields 
continued to trade close to record lows on hopes Premier-designate Draghi will push for structural reforms. 

NZ yields were slightly lower yesterday and the curve flatter, unwinding recent gains. RBNZ Governor Orr highlighted 
some (predominantly downside) risks to the NZ economy and housing market at parliament’s finance and expenditure 
select committee and reiterated his request for Finance Minister Robertson to add debt-to-income restrictions to the 
RBNZ’s toolkit. 

Central bankers signalled no rush to withdraw stimulus. The Swedish Riksbank maintained its quantitative easing 
programme, kept its key policy rate at 0%, and pledged rates would stay at current levels until 2024.  Governor Ingves 
stressed he was concerned about withdrawing stimulus too soon rather than too late.  ECB President Lagarde backed the 
call for more fiscal support and said she was not concerned over rising inflation.  

Further positive signs have emerged on the COVID-19 front, although a long road lies ahead unless efforts are made to 
step up vaccination rates. World Health Organisation figures showed new global reported cases fell to 3.1 million last 
week, the lowest since late October. New deaths fell to 88,000, the 2nd consecutive weekly fall.  Moreover, Bloomberg 
estimates suggest close to 140 million doses of COVID-19 vaccines have been administered so far across 73 countries (close 
to 5m does per day, 1.5m daily in the US), well above the 107m confirmed global cases. However, at the current rate, it will 
take 9 months to cover 75% of the US population with a two-dose vaccine, and much, much longer for 75% of the global 
population to be vaccinated.  

FX update: The weakening USD index trend slowed overnight, with the euro and other European G10 currencies in the 
ascendancy. The NZD was one of the weaker G10 currencies overnight, trading in a 0.7200 to 0.7250x USD overnight range.  
The decline in local yields relative to Australian counterparts coincided with the weakening NZD/AUD, which is currently 
around 0.9350 AUD.  The NZD is in the midst of its short-term fair value ranges and its future direction will hinge on global 
risk appetite. 

Day ahead: There is a speech at 8am this morning by Fed Chair Powel on the state of the US labour market in which Powell 
is expected to reiterate that the FOMC will pursue very accommodative monetary policy for a long while yet. NZ retail card 
spending data for January at 10:45am is expected to show a deceleration from the 3.5% annual rate in December (Stats NZ  
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have stopped producing monthly seasonally-adjusted figures due to COVID-19 impacts). REINZ NZ January housing 
market data is due to be released over the next day or so and should remain robust. Consumer inflation 
expectations for Australia are out at 1pm. At just after 2pm is the $450m tender of the NZ 2024, 2027 and 2041 
bond, which should attract solid demand given their recent cheapening and prospective RBNZ asset purchases. 
There is little data due out from Northern Hemisphere markets tonight, with market expectations for initial jobless 
claims to fall to a 3-month low (mkt: 758k, prior: 779k), with continuing claims to fall to 4420k, their lowest level 
since March 2020. 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 0.7212 -0.4% NZD/SEK 5.997 -0.5% NZX WMP 3500.0 1.3% Dow 31409 0.2%

NZD/AUD 0.9336 -0.3% NZD/DKK 4.423 -0.5% Gold $/o 1842.9 0.2% S&P 500 3909 -0.1%

NZD/EUR 0.5946 -0.5% NZD/THB 21.6 -0.4% WTI Oil $/b 58.8 0.7% NASDAQ 13970 -0.2%

NZD/JPY 75.49 -0.5% AUD/USD 0.7725 -0.1% Money Market (%) FTSE 6524 -0.1%

NZD/GBP 0.5209 -0.6% EUR/USD 1.213 0.1% 90 Day BB 0.29 0.00 CAC-40 5671 -0.4%

NZD/CAD 0.9157 -0.6% USD/JPY 104.7 0.1% OCR 0.25 0.00 DAX 13933 -0.6%

NZD/CHF 0.6418 -0.6% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 30039 1.9%

NZD/HKD 5.591 -0.4% NZ 1.39 -0.03 1yr 0.28 0.00 Nikkei 29563 0.2%

NZD/SGD 0.9567 -0.4% US 1.13 -0.02 2yr 0.36 0.00 ASX200 6857 0.5%

NZD/CNH 4.639 -0.5% Aust 1.23 -0.01 5yr 0.82 -0.03 NZX50 12830 -0.8%
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