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Frothy developments  

Financial markets have continued to consolidate over the past 24 hours following the bond market craziness of late last 
week. Stocks are flat to lower after China’s banking regulator publicly worried about bubbles in financial markets. German 
economic data was also a little softer. Bond yields have traded in a narrow sideways range and oil prices are flat around 
US$64/barrel (Brent). The NZD/USD and NZ wholesale interest rates have mostly sustained their big Friday dip, although 
the former is starting to creep higher and we think this will continue.  

Reinforcing the NZD’s sturdy fundamentals, NZ’s terms of trade rose a further 1.3% yesterday (1.0% market 
expectations) and, overnight, dairy prices went ballistic at the fortnightly GDT auction. Whole milk powder prices surged 
21% at the auction with smaller but still decent price rises for other commodities (skim milk powder +3.5%, butter +13.7%, 
cheese +1.3%). The price action appears consistent with a classic short squeeze but we’ll leave it to ASB’s resident dairy 
expert to explain what is going on later this morning. The result adds to the upside risk on our $7.40 kg/ms Fonterra Milk 
Price forecast but poses headwinds for Fonterra’s profitability (if sustained) given the implications on stream returns.  

Helping keep a lid on yields yesterday was RBNZ Assistant Governor Hawkesby who joined the chorus of central bankers 
hitting the wires recently to lean against the big rise in bond yields. It was the third occasion since last Wednesday’s MPS 
the RBNZ has been out publicly running a “patience” line. The Bank continues to hold a cautious view on the economic 
recovery and is playing up the downside risks. It’s a message that interest rate traders have only partly taken on board with  
OIS pricing still consistent with a full 25bps rate hike by August 2022.  

Hawkesby again flagged the tools at the Bank’s disposal (more bond purchases, lower OCR) that could be used to combat 
any further market silliness. Most of the speech was in keeping with prior commentary and hence elicited next to no 
market reaction. However, reading between the lines it does appear the Bank is concerned about speculation it could be 
amongst the first globally to lift rates, given the attendant NZD implications. This should ensure NZ long-end rates remain 
closely correlated to their US (and to a lesser extent AU) counterparts.  

The RBA played a straight bat at its policy meeting yesterday, rebuffing speculation it might tinker with some policies in 
light of recent bond market dysfunction. There were no changes to monetary policy.  And the Governor retained in the 
concluding paragraph that conditions for a rate increase were unlikely to be met “until 2024 at the earliest”. Our CBA 
colleagues continue to believe that the improvement in the domestic economic data will ultimately force the RBA to ditch 
Yield Curve Control – one of its key stimulus planks – in the second half of this year. 

Yesterday’s monthly filled jobs update tended to support the view the peak in NZ unemployment is behind us. Filled 
jobs were flat in January, effectively banking December’s strong 0.7% mom increase. This should be seen as an 
encouraging result given the risk of job losses through the summer due to the absence of the usual peak inflows of 
overseas tourists. 

FX Update: The NZD/USD didn’t really react to the stonker of a GDT result but is nevertheless ½ cent or so higher around 
0.7300 thanks to a general weakening in the USD. Our view has been that the NZD will remain bid on dips such as we saw 
on Friday given its positive fundamentals. We think the recovery can extent over the next few days assuming risk 
sentiment continues to hold up.  

Day ahead: Locally there’s a bunch of second tier data that markets will largely ignore (ANZ commodity prices & building 
consents), but in Australia fourth quarter GDP will be in focus. Our CBA colleagues expect a strong 2.6% qoq increase. Such 
an outcome would see GDP in 2020 contract by 2.6% (annual average), a great result compared to initial expectations, but 
not quite up there with NZ’s recovery. Author: mike.jones@asb.co.nz  

 

 

Currencies Currencies Commodities Equities

NZD/USD 0.7296 0.3% NZD/SEK 6.115 -0.3% NZX WMP 3790.0 1.1% Dow 31527 0.0%

NZD/AUD 0.9321 -0.3% NZD/DKK 4.490 0.0% Gold $/o 1736.2 0.6% S&P 500 3900 0.0%

NZD/EUR 0.6037 3.8% NZD/THB 22.1 0.4% WTI Oil $/b 60.7 0.1% NASDAQ 13476 -0.8%

NZD/JPY 77.87 8.2% AUD/USD 0.7827 0.6% Money Market (%) FTSE 6614 0.4%

NZD/GBP 0.5222 0.1% EUR/USD 1.209 0.3% 90 Day BB 0.31 0.00 CAC-40 5810 0.3%

NZD/CAD 0.9199 2.1% USD/JPY 106.7 -0.1% OCR 0.25 0.00 DAX 14040 0.2%

NZD/CHF 0.6673 12.0% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 29096 -1.2%

NZD/HKD 5.660 0.4% NZ 1.76 0.02 1yr 0.34 0.01 Nikkei 29408 -0.9%

NZD/SGD 0.9698 0.5% US 1.41 0.00 2yr 0.51 0.01 ASX200 6762 -0.4%

NZD/CNH 4.711 0.0% Aust 1.74 0.05 5yr 1.22 0.01 NZX50 12344 0.3%
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      Important 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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