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Return of reflation trade boosts yields 

The reflation trade looks to be back in vogue with the economic outlook bolstered by the prospect for more US fiscal 
support and increasing vaccine rollouts (Bloomberg figures indicate close to 180m doses [6m per day] have been 
administered across 78 countries to be joined by NZ on Saturday). Global yields firmed overnight, with a curve steepening 
bias.  US longer-term Treasury yields rose to their highest in about a year (10y 1.28%, 30Y 2.08%). Core European 
government yields were on the up, with 3-5bp gains for the 10-year tenor. NZ yields firmed further yesterday, with longer-
dated yields hitting post-COVID-19 highs. On an encouraging note, no new community cases of COVID-19 were announced 
yesterday in NZ, raising hopes that the Alert Level restrictions will be relaxed soon. Australian yields were little changed. 

Global equity indices hovered around record highs. The Dow, S&P500 and Nasdaq initially hit record highs after the 
market open and have eased back fractionally to be back where they started. Energy and financial stocks led the charge. 
Volatility (as proxied by the CBOE VIX index) has remained around historical averages (21.3 versus 20). Prices for bitcoin 
passed through USD50,000, supported by demand from major companies.  European equities were little changed 
(Eurostoxx 50 -0.2%, Dax -0.3%, FTSE 100 -0.1%) as investors rotated out of defensive stocks into cyclicals on optimism 
over lockdowns easing. Equities were generally higher in the Asian session, with the Japanese Nikkei (+1.3%) rising above 
the 30,000 level, its highest in around 30 years. Australian indices were up just under 1%. 

The latest global dairy trade auction was a ripper, with the GDT price index up 3%, with prices for whole milk powder up 
4.3% to an average USD3,615 per metric tonne. We expect a milk price of $7.40kgms for the 21/22 season, towards the 
top end of Fonterra’s forecast range. Commodity prices were generally firmer. Oil prices consolidated at around the USD60 
per barrel mark after freezing weather in the US disrupted oil production and forced refinery shutdowns. Metals and 
agricultural prices were generally firmer.  

Fed speak: Fed President Bullard reiterated that US financial conditions were “generally good”, with inflation likely to 
warm up this year. US equities appeared to be “highly valued”, with little need for policy tightening (including tapering QE).  
Comments by Fed Governor Bowman echoed those of last week’s speech by Chair Powell, warning that the US economy 
still has “a long way to go” with considerable uncertainty over the outlook.  Kansas City President George warned of 
financial stability risks posed by commercial real estate.  

Datawrap: Eurozone Q4 GDP fell 0.6% in Q4 (-5.0% yoy) following the 12.4% Q3 rebound, in line with expectations, with 
employment up 0.3% in Q4 (-2.0% yoy). The February German ZEW survey showed a marked divide between weak 
assessments of current conditions (slightly weaker than expected at -67.2) and upbeat expectations (much stronger than 
expected at 71.2). The US February Empire manufacturing index rose to 12.1 (mkt: 6), its highest level in 5 months.  

NZ January housing market data remained robust, with annual house price inflation lifting to 19.2%, its highest since 
2004. The median of days to sell fell (29.1 sa) to its lowest level since 2005 and with tight inventory weighing on sales 
volumes (-24% mom sa, +3.2% yoy). We expect the combination of increasing dwelling supply (annual dwelling consent 
issuance at close to 50-year highs), slowing population growth and the LVR restrictions to temper price declines, with a 
10% increase in house prices expected over 2021.  Yesterday’s NZ migration data showed just a 7k annualised net 
permanent and long-term inflow to NZ over the 2nd half year of 2020, versus a close to 97,500 net PLT inflow over 2019H2. 

There was little market reaction after the RBA Minutes reiterated “very significant” monetary support will be need for 
some time by the RBA to meet its policy objectives, with the 0.1% cash rate on hold until 2024 and an $100bn extension of 
the QE program by six months from April (worth about -30bps to long-term yields according to the RBA). Our CBA 
colleagues expect the RBA to remove its 0.1% 3-year government bond target in August given the improved outlook for 
economic activity and inflation. 

FX update: A strong session overnight for the USD, euro and sterling, with commodity currencies finding less favour 
overnight, and the NZD one of the weaker performers despite the strong GDT auction. The NZD traded in a 0.7195 to 
0.7270 USD range overnight and is currently below 93 Australian cents after reaching as high as 93.4 AUD last night. A 
continuation of positive global sentiment is likely to push the NZ higher and could see the NZD/USD push to early 2021 
highs.  

Day ahead:  No NZ data today, with the focus on the 4.30pm announcement by NZ Government on whether COVID-19 
Alert Levels will be lowered tomorrow. A AUD1.5bn auction of the 2030 Australian bond (1pm) and comments by RBA 
official Kent at an FX roundtable webinar (2pm) are also today, with UK January CPI (mkt: 0.6% yoy, core 1.3% yoy) and UK 
house price data for 2020 tonight (mkt: 7.5% yoy). US January retail sales (mkt: 1.0% mom) are expected to rebound 
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from the 0.7% mom December fall (less so for the control group mkt:+0.9% mom, prior 1.9% mom), with an 
improvement evident for industrial and manufacturing production. There will be comments/speeches from Fed and 
Bank of England policymakers.  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 0.7213 -0.3% NZD/SEK 5.980 -0.2% NZX WMP 3530.0 -0.6% Dow 31559 0.3%

NZD/AUD 0.9291 -0.1% NZD/DKK 4.428 -0.2% Gold $/o 1797.2 -1.2% S&P 500 3939 0.1%

NZD/EUR 0.5954 -0.1% NZD/THB 21.6 0.0% WTI Oil $/b 59.7 0.4% NASDAQ 14051 -0.3%

NZD/JPY 76.37 -0.1% AUD/USD 0.7763 -0.3% Money Market (%) FTSE 6749 -0.1%

NZD/GBP 0.5183 -0.4% EUR/USD 1.211 -0.1% 90 Day BB 0.29 0.00 CAC-40 5787 0.0%

NZD/CAD 0.9147 0.1% USD/JPY 105.9 0.5% OCR 0.25 0.00 DAX 14065 -0.3%

NZD/CHF 0.6434 -0.1% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 30747 1.9%

NZD/HKD 5.591 -0.3% NZ 1.43 0.06 1yr 0.29 0.00 Nikkei 30468 1.3%

NZD/SGD 0.9571 0.0% US 1.29 0.08 2yr 0.36 -0.01 ASX200 6917 0.7%

NZD/CNH 4.635 -0.2% Aust 1.33 0.00 5yr 0.87 -0.01 NZX50 12611 0.8%
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