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NZD/USD shakes it off…for now 
Markets have spent the night on the back-foot as incoming economic data has continued to print on the softer 
side of expectations. But while global stock indices are off another 1-2% and long bond yields have fallen 10bps or 
so, there’s been little fallout for FX markets. In fact, the NZD/USD and AUD/USD are a little higher, around 0.6250 
and 0.6900 respectively. 

On closer inspection this reflects US-specific, rather than global, recession fears taking some of the edge off the 
USD. May US consumer spending came in half analyst expectations (0.2% m/m vs. 0.4% expected) and contracted in 
real terms. Given the importance of spending in US GDP, this has further fuelled recession fears and a bunch of 
heavy-hitting US forecasters have dutifully taken the axe to Q2 GDP estimates meaning avoiding recession could be a 
close-run thing. The Fed will at least have been pleased to see the May core PCE deflator (their fav inflation 
measure) ease off a bit to 4.7% in May (lower than the 4.8% expected).  

Across the pond, German bund yields set the tone for the night, slumping across the curve following a surprise lift 
in German unemployment to 5.3% in June (5.0% expected). Two-year bund yields plunged 20bps to 0.65% with 10-
year equivalents off around 10bps. US and German long yields are now 40-50bps below their recent peaks on this 
recent bout of softer economic data.    

Another ANZ NZ business outlook survey, another step closer to full blown stagflation. Indicators of economic 
activity softened across the board in yesterday’s June update. Despite this, inflation measures bared budged from 
stratospheric levels. Such is the reality of an economy that is acutely supply-constrained, but with a central bank 
waging a war on demand as the only path to lower inflation. Inflation indicators broadly stabilised, providing at least 
some comfort inflation may be peaking. But we’ll need to see some clear moderation in coming months to be 
confident that the RBNZ’s aggressive actions to stymie any drift up in inflation expectations are working. The risk is 
that inflation proves more persistent.  

A speech from new RBNZ Chief Economist Conway yesterday confirmed that the 15% fall in house prices forecast 
in the recent MPS would return house prices to the Bank’s definition of a “sustainable” level (not the same as 
affordable). But there were also hints that this “sustainable” level itself may now be falling. So think of it as a moving 
target. REINZ data on the 14th will be the next important house price marker. So far things are tracking roughly in line 
with our forecast for a 12% peak to trough decline.  

FX update: Solid Australian domestic demand conditions and a recovery in Chinese economic activity provided a 
steadying influence on NZD and AUD yesterday. Aussie job vacancies rose by 13.8% in May, reflecting increasing 
demand for workers and ongoing labour shortages. In China, the PMIs recovered in June above the 50 threshold 
consistent with economic expansion. The services (“non-manufacturing”) PMI did the heavy lifting, rising to a 
13-month high of 54.7. 

The fact that 0.6200 support held for NZD/USD again yesterday was notable. It’s now been tested and held four 
times. Still, deteriorating global sentiment means it won’t be long before the currency has another look lower in our 
view. That’s probably a story for next week though.  

Day ahead: Don’t go looking for good news from this afternoon’s ANZ consumer confidence survey. It’s already 
around record lows and the unholy trinity of rising mortgage rates, falling home prices, and the cost-of-living 
squeeze could see a new record low marked out in June.  

Tonight, there’s downside risk on the market’s expectation of a lift in June Eurozone CPI to 8.5% y/y, following the 
lower German inflation read earlier in the week. But the headline event will be the June US ISM manufacturing 
index. A pullback to a still-healthy 54.5 from 56.1 is expected, although the risks here are also to the downside. 
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Currencies Currencies Commodities Equities

NZD/USD 0.6245 0.3% NZD/SEK 6.3889 0.3% CRB Index 291.1 -2.7% Dow 30775 -0.8%

NZD/AUD 0.9050 0.1% NZD/NOK 6.1491 -0.1% NZX WMP 4200 0.7% S&P 500 3781 -1.0%

NZD/EUR 0.5957 0.0% NZD/THB 22.05 0.5% Gold $/o 1806 -0.6% NASDAQ 11029 -1.3%

NZD/JPY 84.77 -0.3% AUD/USD 0.6901 0.2% WTI Oil $/b 105.8 -3.7% FTSE 7169 -2.0%

NZD/GBP 0.5131 -0.1% EUR/USD 1.0483 0.4%  NZD Swap Rates (%) DAX 12784 -1.7%

NZD/CAD 0.8039 0.2% USD/JPY 135.73 -0.7% OCR 2.00 0.00 CAC-40 5923 -1.8%

NZD/CHF 0.5962 0.3% 10 Yr Bond Yields (%) 3mth 2.87 0.04 H.Seng 21860 -0.6%

NZD/HKD 4.9008 -0.8% NZ 3.86 -0.11 1yr 3.85 -0.02 Nikkei 26393 -1.5%

NZD/SGD 0.8677 0.0% US 3.02 -0.07 2yr 4.06 -0.05 ASX200 6568 -2.0%

NZD/DKK 4.4312 -0.1% Aust 3.67 -0.03 5yr 4.04 -0.08 NZX50 10869 0.0%
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