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Dairy markets still on the foils, ASB lifts its forecast 

Last night’s GDT dairy auction revealed the expected pull-back in dairy prices following their 15%-odd surge of a 
fortnight ago. The overall price index was down 3.8% with wholemilk powder prices off 6.2% and fat prices holding up a 
little better. Importantly, it looks as if most of the recent jump in WMP prices will be sustained and we have lifted our 
Fonterra Milk Price forecast accordingly. The current season forecast has been nudged up 20c to $7.60/kgms.  

Overnight, offshore markets marked time ahead of tomorrow morning’s Federal Open Market Committee decision. It 
was so quiet you could have heard a pin drop. The US Treasury market managed to comfortably absorb a whopping 
US$24b in 20-year bonds without any notable change in yields. Share markets consolidated with European bourses posting 
small gains, and US indices succumbing to some modest profit-taking after their strong run (S&P500 down 0.1%).  

US retail sales figures for February posted a larger-than-expected decline (-3% mom vs. -0.5% expected) but investors 
weren’t particularly perturbed. Much of the weakness reflected cold weather during the month and, with Biden’s US$1400 
stimulus cheques in the mail, investors are confident sales will rebound in coming months. Indicative of the continued 
improvement in sentiment, the VIX index (a popular risk aversion proxy) fell to the lowest level in a year overnight.   

In the wake of yesterday’s Feb RBA Board minutes, our CBA colleagues have dropped their prior expectation that the 
RBA would remove its 3-year 0.1% bond yield target in H2 2021. Recent RBA rhetoric, including yesterday’s minutes, has 
been dovish. The Board is not even thinking about raising rates until the labour market is tight and wage growth is 
“materially higher than it is currently”. In the RBA’s view this is unlikely to occur before 2024 “at the earliest”. 

CBA now thinks the 0.1% bond yield target will be maintained on the April 2024 bond. This means the RBA is essentially 
“walking” (buying bonds) the talk of its 2024 cash rate guidance. Clearly this is a different proposition to the NZ picture 
where, despite the RBNZ’s repeated flagging of downside risks, market pricing and economist forecasts continue to 
coalesce around a mid-to-late 2022 start to the tightening cycle. 

At all events, there was relatively little change in either NZ or AU yields yesterday. 2- and 10-year NZ swap yields 
continue to consolidate just south of their recent highs around 0.55% and 1.95%, respectively. It’s been a similar story for 
the NZD over the past 24 hours. With global FX markets becalmed ahead of the FOMC, the NZD/USD simply chopped 
sideways inside a 0.7170-0.7200 range.  

NZD/USD “fair-value” update: Improving NZD fundamentals have lifted the ‘fair-value’ range implied by our short-term 
valuation model to 0.7150-0.7550. This range lifted over two cents last week on the back of higher commodity prices and 
reduced risk aversion and is now at the highest level since late 2016. This tends to support the idea that NZD/USD dips 
back towards 0.7100 will be short-lived, with the bigger risk being another strop higher.  

Day ahead: Fourth quarter balance of payments figures are expected to show last quarter’s improvement in NZ’s external 
accounts effectively being ‘banked.’ The current account deficit is expected to hold at just 0.8% of GDP. It’s not typically 
market-moving data, with folk more interested in tomorrow’s GDP figures.  

Tonight, there’s a sprinkling of US housing data ahead of tomorrow morning’s (7am NZT) FOMC meeting. The Fed will need 
to tread a delicate balancing act between acknowledging the strengthening US recovery (we expect a forecast upgrade), 
while also not wanting to further squeeze up bond yields for fear of snuffing out said recovery. Of particular interest will be 
if the Fed’s “dot plot” interest rate projections are lifted. We think it’s probably too early.   
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Currencies Currencies Commodities Equities

NZD/USD 0.7189 0.0% NZD/SEK 6.112 -0.3% NZX WMP 4060.0 -1.0% Dow 32800 -0.5%

NZD/AUD 0.9285 0.0% NZD/DKK 4.491 0.1% Gold $/o 1730.5 -0.1% S&P 500 3959 -0.2%

NZD/EUR 0.6039 3.9% NZD/THB 22.1 0.1% WTI Oil $/b 64.8 -0.9% NASDAQ 13416 -0.3%

NZD/JPY 78.36 8.9% AUD/USD 0.7742 -0.1% Money Market (%) FTSE 6804 0.8%

NZD/GBP 0.5175 -0.8% EUR/USD 1.190 -0.2% 90 Day BB 0.33 0.01 CAC-40 6055 0.3%

NZD/CAD 0.8946 -0.7% USD/JPY 109.0 -0.1% OCR 0.25 0.00 DAX 14558 0.7%

NZD/CHF 0.6650 11.7% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 29028 0.7%

NZD/HKD 5.582 0.0% NZ 1.76 -0.08 1yr 0.37 0.00 Nikkei 29921 0.5%

NZD/SGD 0.9673 -0.1% US 1.62 0.02 2yr 0.57 0.01 ASX200 6827 0.8%

NZD/CNH 4.676 0.1% Aust 1.70 -0.10 5yr 1.29 -0.03 NZX50 12689 0.8%
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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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