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No news is good news 
More positive (less negative?) sentiment continues to creep back into financial markets, driven by nothing in 
particular. Indeed, most markets remain in consolidation mode with a dearth of big economic releases and events 
allowing investors to catch their breath somewhat after the volatility of the past few weeks.  

Global stock indices posted decent gains with the S&P500 up 2.8% and the Eurostoxx 50 lifting 0.7%. Even bitcoin 
managed a weak 2%-odd rally (to remain down 54% for the year). The VIX risk aversion index is about a percentage 
point lower at 29.7% - still a relatively elevated reading. There’s still plenty for investors to worry about. Worries 
about a US recession continue to burble away. US President Biden said it wasn’t inevitable while Elon Musk 
overnight said it was. A Bloomberg poll on US recession odds currently pegs it at a 31% chance over the coming year.   

Better risk sentiment also filtered through to bond markets with the US 10-year Treasury yield up a hearty 9bps or 
so after reopening after the US holiday. Moves across European yields were also positive but slightly smaller. This is 
likely to see the long-end of the NZ yield curve open under a bit of upside pressure. Local yields posted a rare decline 
yesterday (2-year down 4bps to 4.4%) on the back of a mild reassessment of Aussie cash rate expectations. Local OIS 
markets continue to price a reasonable (30%) chance of a 75bps RBNZ hike in July and a terminal cash rate of around 
4.5%. We continue to believe this is too rich, particularly in light of weaker GDP and confidence data recently.  

Traders trimmed the odds of the RBA ‘doing a Fed’ and hiking 75bps at the July meeting following yesterday’s June 
Board Minutes and a speech by Governor Lowe. The key nugget was in the latter with Lowe responding to a question 
about 75 with “I expect that next month we’ll be having the same discussion at our board meeting – 25 or 50 basis 
points.” The good oil is still on 50 though (as remains the view of our cobbers at CBA), and particularly given the 
recent upgrade to the RBA’s inflation forecasts (they’re now picking 7% by Christmas – buy your Aussie xmas 
presents now).  

Separately, there was some refreshing contrition from the RBA in the findings from a review into its Yield Curve 
Control (YCC) policy. Alongside the relative success of lower funding costs, the exit from YCC in late 2021 was noted 
as “disorderly” and caused “some reputational damage for the Bank.” Lowe also noted in Q&A to his speech that 
while they don’t favour a 75bps hike “…the market has been a better judge of where interest rates are going than we 
have…”  

The NZ Westpac consumer confidence survey followed the more timely ANZ measure and plunged to 78.7 in Q2 – 
a record low and a level consistent with recession. The drop in confidence was widespread across all age groups, 
income brackets and regions. Consumer spending has played a key part of NZ’s economic resilience post-COVD-19, 
but times are a-changing. The headwinds facing the household sector are growing and a weaker pace of household 
spending is likely. 

FX markets and particularly the NZD have been largely becalmed, with the rather large exception of the JPY. 
Weakness in the latter continues to break records as the BoJ doggedly sticks to its aggressive easing programme. 
USD/JPY rose to the highest level since 1998 overnight (136.50), pulling NZD/JPY up by around a figure to 86.50. The 
NZD/USD simply shuffled sideways around 0.6330. 

Finally, this morning’s GDT auction revealed a small 0.6% dip in Wholemilk powder prices. This doesn’t alter our view 
of the fundamentals though, and we continue to forecast a Fonterra Milk Price of $9.20 kg/ms for the 2022/23 
season.  

Day ahead: Markets have pegged tonight’s May UK inflation report at 9.1% y/y (from 9.0% in April). A stronger 
number wouldn’t surprise. That will be of cold comfort for the Canadians, where May CPI is expected to rise to ‘just’ 
7.3% - also tonight. Fed chair Powell is set to deliver his semi-annual testimony to the Senate and can probably 
expect a few bracing questions.  
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Currencies Currencies Commodities Equities

NZD/USD 0.6331 0.0% NZD/SEK 6.3977 -0.2% CRB Index 309 0.0% Dow 30530 2.1%

NZD/AUD 0.9085 -0.3% NZD/NOK 6.2367 -0.5% NZX WMP 4225 0.5% S&P 500 3765 2.4%

NZD/EUR 0.6011 -0.3% NZD/THB 22.38 0.0% Gold $/o 1833 -0.3% NASDAQ 11069 2.5%

NZD/JPY 86.49 1.1% AUD/USD 0.6969 0.2% WTI Oil $/b 110.7 1.0% FTSE 7152 0.4%

NZD/GBP 0.5161 -0.1% EUR/USD 1.0531 0.2%  NZD Swap Rates (%) DAX 13292 0.2%

NZD/CAD 0.8181 -0.5% USD/JPY 136.63 1.2% OCR 2.00 0.00 CAC-40 5965 0.8%

NZD/CHF 0.6120 -0.1% 10 Yr Bond Yields (%) 3mth 2.81 0.02 H.Seng 21560 1.9%

NZD/HKD 4.9702 0.6% NZ 4.22 0.02 1yr 4.06 -0.04 Nikkei 26246 1.8%

NZD/SGD 0.8772 -0.3% US 3.30 0.07 2yr 4.45 -0.04 ASX200 6524 1.4%

NZD/DKK 4.4724 -0.2% Aust 4.07 -0.01 5yr 4.49 0.01 NZX50 10702 0.0%
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