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Dousing the flames 

Higher yields and steeper curves have been the global dynamic over the past few weeks as vaccine developments and 
rollouts have provided light at the end of the tunnel. European markets were cheered last night after UK Prime Minister 
Johnson announced a staged removal of lockdown restrictions through to June 21, with global vaccinations running at 
closer to twice the 122m of global confirmed cases. Supporting sentiment were the prospect of more fiscal stimulus, with 
Congressional Democrats remaining on track to push through President Biden’s USD1.9tr stimulus package before the 
March 14 expiration of unemployment insurance benefits, despite widespread Republican opposition. The stimulus 
package is set to pass through the House at the end of this week and in the Senate a week later.  

Central bankers have tried their best to douse fears that the global economy is overheating. Yields retraced earlier gains 
after ECB President Lagarde warned the ECB will be “closely monitoring” yields with the ECB pledging to keep financing 
conditions favourable. Last night Fed Chair Powell signalled the US economy is still very far from its employment and 
inflation objectives. The Fed was a long way away from considering the withdrawal of monetary support, maintaining its 
USD120bn monthly QE programme until “substantial further progress” has been made. Powell downplayed inflationary 
concerns calling the recent back-up in global yields “a statement of confidence” in the outlook.  Comments by Bank of 
Canada Governor Macklem this morning was from the same central bank script. 

Despite Powell’s comments, US Treasury yields were little changed overnight (10Y 1.36%). European 10-year yields were 
uniformly higher, with a curve steepening bias. NZ yields retraced some of their previous climb, with a modest flattening 
bias. Despite no purchases from the RBA, there were more sizeable falls for Australian yields. Energy prices largely held 
onto recent gains that had been underpinned by upbeat expectations for future (post-COVD) demand. Near-term contract 
prices for Brent crude (USD65 per barrel) and WTI (nearing USD62) hovered below 2-year highs. Prices for copper 
continued to firm, while growing stockpiles in China saw modest falls for iron ore prices. Other metals prices were lower. 

Major US equity indices fell sharply on the market open but lifted after Fed Chair Powell’s comments. At the time of 
writing the S&P500 (-0.8%), Dow (-0.4%) and Nasdaq (-1.9%) were still in negative territory, with the S&P500 close to 3% 
below last week’s record high. Weakness was evident in technology and consumer discretionary stocks, with investors 
switching to utilities and energies. European equities were mixed (DAX -0.6%, Euro Stoxx 50 -0.3%, FTSE 100 +0.2%). Asian 
equities were generally higher, but the recent back-up in NZ yields dampened NZ equities, with the NZSX 50 down 0.3%. 

Data wrap: US house prices rose 1.25% mom on the 20-city S&P measure (10.1% yoy, the highest since April 2014). 
Consumer confidence (Conference Board measure) ticked up to 91.3 (mkt: 90), with a sharp improvement in respondents’ 
assessment of their present situation (92 from 85.5). UK employment fell 114k in the 3 months to December (mkt: -30k), 
with the unemployment rate ticking up to 5.1%. Average weekly earnings were likely flattered by job losses for the lower 
paid (+4.7% yoy).  

Today’s RBNZ decision looms. Monetary conditions have tightened appreciably since the November statement, with the 
NZD about 5% higher than assumed (71.5), with NZ swap yields having gained 20bps to 90bps (10y 0.80) across the curve. 
Much of this looks to be justified by the improved outlook, although there is the risk that markets may have moved too 
much too soon. We expect that the RBNZ will do its best to hold back the tide by highlighting the risks and uncertainties to 
the outlook. The RBNZ may well extend the June 2022 date of the $100bn Large-Scale Asset Purchase programme, but we 
still expect cumulative purchases to comfortably fall below the $100bn threshold as the RBNZ tapers and then halts asset 
purchases ahead of hiking the OCR in August 2022. 

The first of the NZ activity data prints for Q4 highlighted the risk of contraction, with a larger than expected 2.7% Q4 fall 
in retail volumes (+4.8% yoy), with broad-based quarterly declines in volumes and a spike in retail prices. NZ December 
lending figures finally released yesterday by the RBNZ showed that housing borrowing surged 8.2% over 2020, the highest 
pace since April 2017. Despite low deposit interest rates, 2020 saw a 9.8% gain in household deposits (highest since May 
2016). Agricultural sector lending (-0.9% yoy) and business lending (-3.5% yoy) contracted over 2020. 

FX Update:  The increasing optimism in the UK saw sterling at the top of the G10 leader board, with the NZD also making 
gains against most majors. The NZD traded in a 0.7300 to 0.7350 USD range overnight and has eased to 0.928 AUD. A 
dovish RBNZ economic assessment today could further weigh on the NZD. We still believe there are more positives than 
negatives pertaining to NZD direction.  

Day ahead:  Local focus will be on the February Monetary Policy Statement release at 2pm with the press conference at 
3pm. Improving signs are expected from Q4 Australian construction work done (mkt: +1.0% qoq) and wages (mkt: +0.3% 
qoq., 1.1% yoy) preceded by a AUD2bn auction of the 2032 Australian government bond.  
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The events calendar is light, with US new home sales out, Fed Chair Powell to testify at the House Financial Services 
Panel, with speeches by 2021 Fed voters Brainard and Clarida and by BOE policymakers Bailey, Haldane, Broadbent 
and Vlieghe and Haskel. 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 0.7337 -0.1% NZD/SEK 6.086 0.3% NZX WMP 3760.0 0.3% Dow 31427 -0.3%

NZD/AUD 0.9280 0.2% NZD/DKK 4.491 0.1% Gold $/o 1803.8 -0.3% S&P 500 3857 -0.5%

NZD/EUR 0.6038 0.1% NZD/THB 22.0 2.0% WTI Oil $/b 61.6 0.2% NASDAQ 13301 -1.7%

NZD/JPY 77.23 0.1% AUD/USD 0.7907 -0.3% Money Market (%) FTSE 6626 0.2%

NZD/GBP 0.5202 -0.2% EUR/USD 1.215 -0.1% 90 Day BB 0.28 0.00 CAC-40 5780 0.2%

NZD/CAD 0.9248 0.0% USD/JPY 105.3 0.2% OCR 0.25 0.00 DAX 13865 -0.6%

NZD/CHF 0.6632 0.9% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 30633 1.0%

NZD/HKD 5.689 -0.1% NZ 1.63 -0.01 1yr 0.30 -0.01 Nikkei 30156 0.5%

NZD/SGD 0.9686 -0.1% US 1.35 -0.01 2yr 0.39 -0.01 ASX200 6839 0.9%

NZD/CNH 4.739 0.1% Aust 1.57 -0.04 5yr 0.98 -0.04 NZX50 12389 -0.3%
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