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USD hits 20-year highs, NZD/USD to 2-year lows 
Look away now if you wanted some good news with your morning coffee. Local equity and wholesale interest rate 
markets are set to open under downward pressure this morning after recession fears again gripped financial markets 
overnight. There was no obvious catalyst to pin all this on. If anything, the pulse of last night’s economic data was a 
tad stronger than expected. Speculation US President Biden could roll back tariffs on Chinese imports this week also 
wasn’t enough to rescue the mood. 

Risk sentiment has soured across most markets with the main share indices down 0.3-2.7%. US stocks have staged 
something of a late session fightback, led by tech stocks. This has seen the NASDAQ (+1.5%) buck the global trend. 
Bond yields have continued to fall, extending the correction from their recent peaks. 10-year US Treasury yields fell 
about 10bps to be down around 70bps from the 3.45% peak in mid-June. German equivalents are off 15bps. This 
negative lead should see some of yesterday’s 7-9bps bounce in local wholesale swap yields reversed on the open.  

Commodity prices have posted steep declines, reflecting both fears about global demand and a strengthening USD 
(see below). Brent crude prices are off a chunky 9% (US$103/barrel) with the falls extending to metals and 
agriculture too. So not a particularly friendly backdrop for the latest GDT dairy auction and the overall price index 
duly fell 4.1% (WMP -3.3%). Still, we’re not panicking and have retained our $10.00 kg/ms Fonterra Milk Price 
forecast for the 2022/23 season. 

The RBA played with a straight bat yesterday, hiking the cash rate 50bps to 1.35% as widely expected. The RBA 
reiterated it expects inflation to peak later this year and then decline back towards the 2-3% range next year. The 
language suggests the RBA is unlikely to run hard against high near-term inflation data – i.e. 75bps hikes are out. This 
took a little steam out of the AUD/USD (down 30pips) and Aussie interest rates in the immediate wash up (down 5-
10bps). Our friends at CBA expect a 25bps hike in August and a cash rate of 2.10% by year-end. Market pricing 
remains considerably higher (just over 3% cash rate by year end).  

We didn’t see many redeeming features from yesterday’s second quarter QSBO business sentiment survey. It 
depicted stagflation-like conditions in the business sector, with shrinking economic activity, still-intense capacity 
pressures and soaring price and costs. Rather than soft demand, supply constraints – particularly extreme worker 
shortages – remain the key constraint on business activity. Still, with high inflation running the risk of becoming 
entrenched, the calculus for the RBNZ hasn’t changed. We continue to expect 50bps hikes from the next two 
meetings, and a 3.50% OCR peak by year end.  

Eco roundup: Global data released over the past 24 hours has generally slipped in on the stronger side of 
expectations. US factory and durable goods orders figures for May were a smidge stronger, and the European PMIs 
for June also beat expectations slightly (52.0 for composite index vs. 51.9 expected). Yesterday, China’s Caixin 
composite PMIs recovered above the 50 threshold consistent with economic expansion. Notably, the services PMI 
surged more than expected to 54.5 in June, the highest reading since July 2021. Still, caution on the China outlook is 
warranted given the recent COVID flare-ups in parts of the country.  

FX update: ‘Safe-haven’ currencies surged to the front of the pack overnight as fear gripped markets. The USD again 
led the charge, with the so-called DXY index hitting a 20-year high. The NZD/USD and AUD/USD were pulled down to 
fresh 2-year lows as a result, the former hitting a low around 0.6135 before recovering to around 0.6170. Another 
test of the downside looks likely in coming sessions.   

Day ahead: Nothing in our time zone, with the US ISM services index and June FOMC minutes tonight. Neither 
should be market-sensitive.  
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Currencies Currencies Commodities Equities

NZD/USD 0.6167 -0.7% NZD/SEK 6.482 0.9% NZX WMP 4115.0 0.1% Dow 30968 -0.4%

NZD/AUD 0.9074 0.3% NZD/DKK 4.470 0.8% Gold $/o 1767.5 -2.3% S&P 500 3831 0.2%

NZD/EUR 0.6008 0.9% NZD/THB 22.2 0.0% WTI Oil $/b 99.5 -8.2% NASDAQ 11322 1.7%

NZD/JPY 83.78 -0.6% AUD/USD 0.6797 -1.0% Money Market (%) FTSE 7025 -2.9%

NZD/GBP 0.5159 0.5% EUR/USD 1.027 -1.5% 90 Day BB 2.83 0.00 CAC-40 5795 -2.7%

NZD/CAD 0.8039 0.6% USD/JPY 135.9 0.1% OCR 2.00 0.00 DAX 12401 -2.9%

NZD/CHF 0.5973 0.0% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 21853 0.1%

NZD/HKD 4.839 -2.0% NZ 3.74 0.11 1yr 3.75 0.09 Nikkei 26423 1.0%

NZD/SGD 0.8667 -0.1% US 2.83 -0.05 2yr 3.90 0.07 ASX200 6629 0.3%

NZD/CNH 4.139 0.8% Aust 3.55 -0.01 5yr 3.87 0.06 NZX50 10965 0.0%
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