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Surging commodity prices highlight reflation risks 

Fears of rising inflation continue to give palpitations to markets, with the surge in commodity prices the recent trigger. 
The commodity price action has cooled a little this morning, but investors remain watchful. Prices for US oil and gasoline 
have held onto much of their earlier climbs after a cyber-attack closed a key US oil pipeline and it could take several more 
days to recover. Iron ore prices have held onto recent gains on strong demand from China, with copper prices just shy of 
record highs. Risks are growing that this commodity price rise has more persistent impacts. Bloomberg reports breakeven 
inflation rates from US Treasuries have jumped with those for the five-year tenor hitting 2.73% overnight, the highest since 
2008. 

The major US equity indices were generally down overnight, with surging commodity prices stoking fears of a pick-up in 
inflation, margin compression and a derailment of global growth. Technology stocks were the hardest hit, with IT stocks 
in the S&P500 and the Nasdaq down more than 2%. European bourses closed around fresh record highs, with increases for 
mining and banking stocks outweighing falls for technology stocks. Asian stocks were generally firmer. Led by material 
stocks the ASX 200 (+1.3%) rose to record highs. Falls in A2 milk resulted in a 0.6% fall in the NZSX 50. 

US Treasury yields were largely rangebound, but have firmed over the last few hours, with a curve -steepening bias (10Y 
1.60%). UK yields rose after the UK Conservative Party won a series of election victories in the UK mid-term elections and 
the Scottish National Party fell short of an outright majority in Scotland, dimming the prospects of a referendum on 
Scottish independence. NZ yields ground higher yesterday, with short-term yields and the bellwether 2-year swap yield 
(0.54%) posting post-COVID-19 highs.  Australian yields edged higher with a curve steepening bias. 

There was little overnight data to influence market direction (Eurozone investor confidence hit a stronger than expected 
21, its highest level in 3 years). Central bankers retained their patient stance, with Chicago president Evans (2021 voter) 
noting employment and inflation would have to pick up substantially before he will change his position on monetary 
policy. 

The COVID-19 contrast remained marked. New US cases remained at around 8-month lows, UK alert levels were lowered, 
and restrictions eased on both sides of the Atlantic. The situation remains grim in India with more than two-thirds of states 
in lockdown and more virulent strains spreading. Around 60% of worldwide new daily cases are in India (400k daily late last 
week), with India accounting for around 40% of 10k daily deaths. 

With the NZ Budget taking place next Thursday, Finance Minister Robertson signalled that due to the stronger than 
expected economic outlook, Crown borrowing over the next few years will be lower than earlier forecast. This improved 
fiscal outlook has provided the Government with ‘more options’, with Robertson indicating that the operating (an extra 
$2.625bn per year across the next four Budgets) and capital allowances ($7.8bn over for years) will be relaxed from levels 
indicated at the time of February’s Budget Policy Statement.  We don’t envisage the fiscal floodgates to open, merely for 
the Government to continue with its ‘balanced’ approach to fiscal management. Nevertheless, this fiscal position will add 
to demand pressures at the margin. 

Hot on the heels of the improvement in NZ business confidence, the April Australian NAB survey showed a lift in 
headline business confidence (26 versus 17 prior) and business conditions (32 vs. 24) to record highs. Trading conditions 
(+40), employment (+22) and profitability (+32) hit record highs as did surveyed capacity utilisation (+85.3%). In contrast to 
firmer signs in NZ surveys, the NAB survey only pointed to a gradual building in pricing pressures. Australian March retail 
sales rose in line with expectations (+1.3% mom), with retail volumes down 0.5% over Q1.  

FX comment: The USD index remained heavy after the disappointing Payrolls result and traded at close to 2½ month lows.  
Both the inshore and offshore yuan traded at close to 3-year highs against the USD. Sterling, CAD and the AUD were the 
strongest performing G10 currencies overnight, with the NZD mid-pack. The NZD traded in a 0.7260 to 0.7310 USD 
overnight and is currently around 0.9275 AUD.  The strong commodity price outlook remains a key NZD support. 

Day ahead: We expect data on Tuesday to show a solid increase in monthly total and retail card spending in April (ASB: 
+1.5-2% mom expected), with a school holiday boost and the reopening of the trans-Tasman travel bubble on April 19 
expected to be supportive.  Chinese CPI inflation is expected to tick up to 1.0% yoy, with the expected 6.5% annual surge in 
producer prices highlighting pressures on global supply chains. The Australian Budget (9.30pm NZT tonight) is expected to 
show the Government unveil more policy stimulus, but also to trim its borrowing plans. The ZEW survey for Germany and 
the Eurozone highlights a quiet session for overnight data, with speeches by BoE Governor Baily and FOMC Vice Chair 
Williams tomorrow morning. 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 0.7273 -0.1% NZD/SEK 6.058 0.1% NZX WMP 4320.0 1.4% Dow 34885 0.7%

NZD/AUD 0.9273 -0.1% NZD/DKK 4.453 0.0% Gold $/o 1837.1 0.3% S&P 500 4204 0.7%

NZD/EUR 0.5989 0.0% NZD/THB 22.6 -0.1% WTI Oil $/b 64.8 0.1% NASDAQ 13447 0.9%

NZD/JPY 79.12 -1.2% AUD/USD 0.7844 -0.1% Money Market (%) FTSE 7124 0.8%

NZD/GBP 0.5146 -1.2% EUR/USD 1.215 -0.1% 90 Day BB 0.38 0.01 CAC-40 6386 0.4%

NZD/CAD 0.8792 -0.4% USD/JPY 108.8 0.2% OCR 0.25 0.00 DAX 15400 1.3%

NZD/CHF 0.6550 -0.2% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 28596 -0.4%

NZD/HKD 5.648 -0.2% NZ 1.77 0.03 1yr 0.39 0.00 Nikkei 29518 0.5%

NZD/SGD 0.9642 -0.1% US 1.60 0.03 2yr 0.53 0.01 ASX200 7173 1.0%

NZD/CNH 4.668 0.0% Aust 1.72 0.03 5yr 1.19 0.04 NZX50 12659 -0.6%
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