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Will they, won’t they  

Financial market sentiment swung back towards optimism overnight. US stocks look set to break their 4-day losing streak 
with the S&P500 up 0.8%, following a decent performance in Europe (Eurostoxx50 +0.5%). This despite new lockdown 
measures being announced in Germany, Italy, and London. US Treasury yields are up a few basis points (10-year +2bps to 
0.91%) and commodity prices got in on the more positive mood too (WTI crude) +1.3%.  

There was no obvious catalyst for the shift in sentiment other than renewed hopes a Brexit deal can be reached. Indeed, 
a 1½ cent rally in the GBP/USD on speculation of such stands out as the biggest move of the night. While there was no 
official word, there were whispers a deal was close. For example Nicholas Watt, a political editor at the BBC tweeted, “Big 
buzz . . . that the UK is heading towards a Brexit deal with the EU”. There’s no deadline for a deal to be reached so this sort 
of will-they-won’t-they’ back and forth could carry on until Christmas.  

Local financial markets were largely disinterested yesterday, despite plenty of news flow. Local swap yields basically 
chopped sideways in the new, higher ranges that have been established over the past month or so (around 0.9% in the 10-
year and 0.25% in the 2-year). Rates markets are pricing short odds (around 25%) of the OCR being cut again this cycle but 
equally can’t see much to compel the RBNZ to contemplate rate hikes over the next two years. Hence, sideways ranges.  

Westpac consumer confidence rose to a 12-month high. The increase was broad-based across the five component 
questions and across all regions of NZ. The housing boom, low mortgage rates, and NZ’s economic bounce-back are all 
tailwinds for confidence. Probably the most interesting feature of the data was the lower levels of confidence recorded 
amongst young New Zealanders (those aged 18 to 29). In contrast to other cohorts, young kiwis report their financial 
position as having deteriorated over the past year. Jobs data also point to the younger cohorts bearing much more of the 
post-COVID unemployment brunt.  The overnight GDT auction showed a 1.3% rise in overall dairy prices and 0.5% gain for 
whole milk powder prices, reinforcing that the risks to our $6.75/kg milk price forecast are skewed to a stronger outcome. 

There were no surprises from the RBA’s December Board minutes. All policy levers were left untouched. The RBA’s 
economic view has been growing more optimistic over time and our CBA colleagues believe this trend has further to run 
with the RBA’s GDP/employment forecasts likely to be upgraded in its February Statement. Accordingly, the RBA will likely 
need to either remove or revise up its 3-year government bond target (currently 0.1%) sometime next year, in their view.   

The Chinese recovery, meanwhile, is going from strength to strength. That was the message from the November Chinese 
‘data dump’. Industrial production growth accelerated to 7% yoy, the strongest pace since March 2019. Retail sales growth 
jumped to 5% yoy, manufacturing investment picked up strongly, and the jobless rate fell to 5.2%. We estimate the 
Chinese economy expanded 1.8% yoy this year, the only major economy to grow in 2020. Another 9.1% expansion is 
forecast for next year.  

FX Update: The Chinese government’s move to make official its ban on Aussie coal imports was the main news driving FX 
markets yesterday. Around ¾ cent was clipped off the AUD/USD, pushing NZD/AUD back up towards the top of its recent 
0.9385-0.9425 range. We’ve been quick to note that the surge in iron ore prices remains the bigger driver of the AUD/USD 
and dips will be shallow while this continues. And, indeed, all of the weakness in AUD/USD, and strength in NZD/AUD, was 
reversed overnight as sentiment improved and the USD softened again. The NZD/USD is mid-range around 0.7090. 

Day ahead: We get the usual curtain-raiser for tomorrow’s GDP data in the form of the Q3 current account statistics at 
10:45am. We expect the annual deficit narrowed to just 1.2% of GDP. The market consensus is at 0.8% of GDP. Either of 
these outcomes would represent the smallest NZ current account deficit in 18 years. And that’s with the borders shut and 
exports of services (tourism & international education) making a negative contribution in the quarter. The strong state of 
NZ’s external accounts is a structural support for the NZD (along with the terms of trade) and part of the reason we hold a 
constructive view for the currency over 2021.  

The NZ Government’s Half-Year Economic & Fiscal Update (HYEFU) at 1pm should show a better fiscal position than when 
the PREFU was unveiled in mid-September. Such is the benefit of the much more resilient than expected NZ recovery. 
Stronger tax revenues and lower deficits mean that forecasts of bond programme will most likely be revised down, by 
perhaps $5-10b relative to the cumulative $155b gross issuance forecast in the PREFU over 2021-2024.  

This afternoon and tonight, the main focus will be on December Markit PMIs for Australia, UK, the US, and Europe. Most 
are expected to continue their trend recovery, but readings in Germany and the US are expected to fall given the more 
troubling COVID experience in those countries recently. There’s also CPI updates for Canada and the UK. 
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Currencies Currencies Commodities Equities

NZD/USD 0.7094 0.1% NZD/SEK 5.9387 -0.3% CRB Index 162.7 0.3% Dow 30156 1.0%

NZD/AUD 0.9375 -0.2% NZD/NOK 6.1843 -0.1% NZX WMP 3225 -0.2% S&P 500 3682 0.9%

NZD/EUR 0.5833 NA NZD/THB 21.30 -0.2% Gold $/o 1852 1.4% NASDAQ 12533 0.8%

NZD/JPY 73.58 NA AUD/USD 0.7567 0.3% WTI Oil $/b 47.5 1.1% FTSE 6513 -0.3%

NZD/GBP 0.5279 NA EUR/USD 1.2161 0.1%  NZD Swap Rates (%) DAX 13363 1.1%

NZD/CAD 0.9019 NA USD/JPY 103.72 -0.3% OCR 0.25 0.00 CAC-40 5530 0.0%

NZD/CHF 0.6285 5.5% 10 Yr Bond Yields (%) 3mth 0.25 0.00 H.Seng 26207 -0.7%

NZD/HKD 5.4985 0.1% NZ 0.87 0.02 1yr 0.26 0.00 Nikkei 26688 -0.2%

NZD/SGD 0.9452 0.0% US 0.91 0.02 2yr 0.26 0.00 ASX200 6631 -0.4%

NZD/DKK 4.3413 0.0% Aust 0.97 0.00 5yr 0.44 0.00 NZX50 12767 -0.5%
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