NZD relatively and helpfully low
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Relatively low NZD is boosting commodity prices
Commodity prices in NZD terms are nearing record highs. As at 1
September, the ASB NZ Commodity Price Index sat just 3.2% below
the record high, set back in March 2011.
The relatively low NZD explains a large chunk of the high Index level
in NZD terms. Indeed, while commodity prices are healthy in USD
terms, the Index is still a significant 10.9% away from the record high.
Moreover, commodity prices by category are mixed in USD terms.
Dairy prices are near their 10-year average. Meat prices are higher,
sitting 12% above the same measure. However, it’s only forestry
prices which are near record highs, with current prices just 2.6%
below the record high.
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With the above in mind, the NZD is low compared to commodity
prices (see bottom chart). The reasons for divergence include (though
are not limited to) relatively low NZ benchmark interest rates and
global geo-political events such as US-North Korea tensions.
Over the remainder of 2017 and early 2018, we expect NZ commodity
prices to remain flat or to push higher in USD terms. All else being
equal and the fact that the NZD is relatively low to begin with, we
anticipate that this may lead to some upwards pressure on the NZD
over the period. For producers and exporters, this means that the
helpfully low NZD may not last.
ASB NZ Commodity Price Index
NZ commodity prices rose in USD terms last week on the back of
firmer dairy prices. Within the dairy price rise, whole milk powder
notched a 3.3% increase, more than reversing the loss from the last
week.
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Among other components, lamb prices drove a 0.3% increase in the Sheep/Beef Index in USD terms. In contrast, the
Forestry Index edged down 0.5%, as log prices headed 1.2% south.
Currency Markets
The NZD weakened last week as uncertainty ahead of the upcoming General Elections weighed on sentiment. The local
currency recovered this week and as at the time of writing, the NZD was trading at around US$0.7240.
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Disclaimer
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.
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