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ON DECK FOR TUESDAY, FEBRUARY 2 

KEY POINTS: 

• Groundhog Day brings another rise in risk appetite 

• Vaccine pessimism remains excessive… 

• ..as 78% of world’s population could be inoculated this year… 

• ...while the US, UK and Canada achieve critical crossover points 

• The RBA unexpectedly expanded stimulus… 

• …only to discover that markets didn’t much care 

• Why the RBA decision is an outlier in central banking 
 

INTERNATIONAL 

It’s Groundhog Day (again…) and North America’s famed gophers are 

collectively divided on the outlook. Ah, they’d make good economists. For that 

matter, maybe they’d do well at any profession marked by considerable 

uncertainty and hence worth pursuing in the first place. Such uncertainty is 

nevertheless absent in today’s markets, however, as a solid global risk-on bias 

continues but absent any major new cross-market catalysts overnight.  

• Stocks are up by between about ¾% (London, Toronto) and 1¾% across 

the US and most of Europe. 

• Sovereign bonds are again not feeling the love as 10s cheapen by 2–3bps 

across major markets.  

• The USD is slightly firmer on balance with the weakest cross being the A$ 

but on a general up day for the greenback. 

The RBA surprised markets by adding another A$100 billion of purchases 

of bonds issued by the Australian Government and states and territories at a 

pace of $5 billion per week starting when the current program expires after mid-

April and slated to end by September if this pace is unchanged. The A$ 

immediately fell by a quarter cent and would gravitate lower by over half a cent 

as the day wore on. The 10 year yield initially fell by about 6bps but 

subsequently reversed much of that to wind up only about 1.5bps dearer.  

All things considered, for a surprise announcement, the market effects were 

rather trivial. $100 billion in a modestly sized market only buys you a half cent 

these days when seeking to weaken the currency is among RBA goals? Why 

such a limited response?  

• A first candidate for the explanation is that markets may have partly 

anticipated an eventual extension of the program, just not quite yet. 

Chart 1 

Country Date Time Indicator Period BNS Consensus Latest

US 02-02 Total Vehicle Sales (mn a.r.) Jan 16.3 16.2 16.3

US 02-03 13:00 Fed's Kaplan Discusses Economy

US 02-04 14:00 Fed's Mester Gives Remarks on Labour Market
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• Another possibility is that a modest sized central bank has limited ability to control its 

currency against far more powerful global forces and there have been sound drivers 

behind A$ appreciation anyway.  

• The diminishing marginal usefulness of bond purchase programs may be another 

consideration as when the Fed’s LSAP1–3 resulted in diminishing effects upon term 

premia.  

• Another may be that at this point in the cycle, markets take back any such expansions 

through inflation expectations and hence why the 10 year Australian breakeven 

increased by about 2bps post-announcement. With vaccines arriving and global cases 

dwindling, is a pre-emptive advance commitment to doubling bond purchases 

appropriate? 

• A further reason may be that perhaps markets are uncertain about whether the RBA 

will make full use of the additional $100 billion commitment; a parallel here is to the 

ECB that expanded the PEPP but took back some of the market effects by saying they 

might not use it all. I don’t believe the RBA indicated as much overnight, but it’s not 

inconceivable markets are thinking that at some point before September we might 

hear a taper whisper. 

But does the RBA move contain any lessons of significance to watcher of other mid-

sized central banks like the Bank of Canada? Not really in my view. For one thing, no 

one else was running a bond program that was slated to come to a full stop as soon as 

April and so extending the program only puts the RBA on the same footings as other central 

banks. Second, the BoC is closer to its inflation goal of 2% in terms of average core as the 

operational guide than the RBA is to its higher 2–3% inflation target range.  

On a separate note, the extreme pessimism encountered in much of the daily 

coverage toward vaccine roll-outs is in need of constant counter points. While 

progress may not be fast enough everywhere given the exigency of the crisis, bear in mind 

that up until November we weren’t talking about any progress being achieved by this early 

point. Second, there is greater progress than indicated in the cynical efforts that seem to 

dominate political circles and media newsrooms today. Chart 1 is a reminder that by year-

end, updated production schedules could see almost 6 billion people inoculated with the full dosage requirements by the main 

vaccine candidates. Being forecasts from the companies (albeit with market and regulatory guidance checks) there is of course 

uncertainty around the numbers, but there could well be upside if expanded production agreements continue to be signed as well 

as downside if kinks in production schedules persist. If achieved, however, then 78% of the world’s 7.7 billion people could be 

inoculated by the end of this year if all goes just peachy. The tone of much of the current coverage is fixated upon delays measure 

in days and weeks thus far which is understandable to a point, but misses the grander picture of where we are probably rapidly 

headed over the course of this year. Prior to November’s first trial results, that number was, oh, let’s see now….well, zero!! From 

zero to 6 billion by year-end within about three months is not cause for such cynicism.  

Secondly, we’re moving well past the critical crossover points that I’ve previously referenced to be something to monitor as a 

turning point in the COVID-19 pandemic. Chart 2 shows the superb job that the UK government and the pharmaceuticals industry 

has been doing by driving 2½ times as many doses administered as there are cumulative COVID-19 cases from day one of the 

pandemic. Charts 3 and 4 show more recent progress toward cross over points in the US and Canada. 

The US calendar will only include vehicle sales during January later in the day and they are expected to be little changed from the 

rise to 16.3 million (annualized) the month before. There is nothing due out in Canada.   
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Fixed Income

Last 1-day 1-wk Last 1-day 1-wk Last 1-day 1-wk Last 1-day 1-wk

U.S. 0.11 0.11 0.12 0.44 0.42 0.41 1.11 1.08 1.04 1.88 1.86 1.79 Canada - BoC 0.25

CANADA 0.16 0.15 0.17 0.44 0.42 0.42 0.91 0.88 0.88 1.49 1.47 1.45

GERMANY -0.72 -0.72 -0.72 -0.71 -0.73 -0.73 -0.49 -0.52 -0.53 -0.04 -0.08 -0.12 US - Fed 0.25

JAPAN -0.11 -0.11 -0.12 -0.10 -0.11 -0.11 0.05 0.06 0.04 0.67 0.68 0.65

U.K. -0.09 -0.11 -0.14 -0.01 -0.03 -0.06 0.35 0.32 0.27 0.93 0.89 0.84 England - BoE 0.10

CANADA 5 4 5 -1 -1 1 -20 -20 -16 -39 -39 -34 Euro zone - ECB 0.00

GERMANY -83 -83 -85 -115 -115 -114 -159 -160 -157 -192 -193 -191

JAPAN -22 -22 -25 -55 -53 -52 -105 -102 -100 -121 -118 -114 Japan - BoJ -0.10

U.K. -20 -22 -26 -45 -46 -47 -75 -76 -77 -95 -96 -95

Equities Mexico - Banxico 4.25

1 Day 1-mo

S&P/TSX 0.7 2.2 Australia - RBA 0.10

Dow 30 1.6 0.3

S&P 500 1.2 1.7 New Zealand - RBNZ 0.25

Nasdaq 1.1 5.1

DAX 1.2 0.5

FTSE 0.6 0.7

Nikkei 1.0 3.3 Canada - BoC Mar 10, 2021

Hang Seng 1.2 7.4

CAC 1.7 0.0 US - Fed Mar 17, 2021

Commodities

WTI Crude 2.5 13.1 England - BoE Feb 04, 2021

Natural Gas 4.0 16.8

Gold -1.5 -3.5 Euro zone - ECB Mar 11, 2021

Silver 7.9 11.7

CRB Index 0.5 6.2 Japan - BoJ Mar 19, 2021

Currencies

USDCAD 0.0 0.6 Mexico - Banxico Feb 11, 2021

EURUSD -0.2 -1.8

USDJPY 0.2 1.9 Australia - RBA Mar 01, 2021

AUDUSD -0.6 -1.2

GBPUSD -0.3 0.4 New Zealand - RBNZ Feb 23, 2021

USDCHF 0.2 2.0

              Spreads vs. U.S. (bps):               

Government Yield Curves (%):
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