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Marshal of the doves? 
 Central banks continued to move in dovish directions during April , though none of the major central banks we 

monitor actually cut interest rates during the month 

 We think the RBNZ could marshal the flock of doves in May, becoming the first to cut interest rates this year 

 NZ and US treasury yields recovered somewhat after last month’s troughs, though they remain historically low 

 With higher interest rates an increasingly distant prospect, shares on the NZX50 hit record highs  

 The NZD continued to slide against other currencies through the month 

  

 

Date 30-Apr-19 Month % Quarter % Year % 5-Year %

Cash NZ Officia l  Cash Rate 1.75 0.00 0.00 0.00 -1.25

NZ 90-day bank bi l l 1.81 -0.04 -0.12 -0.21 -1.51

Fixed NZ 5-year gov't s tock 1.59 0.14 -0.16 -0.77 -2.53

Interest NZ 10-year gov't 1.91 0.10 -0.35 -0.92 -2.50

AUS 10-year gov't 1.81 0.04 -0.43 -0.97 -2.17

US 10-year gov't 2.53 0.12 -0.16 -0.43 -0.17

Austra las ian NZ - NZX50 Capita l  (NZ$) 4389 1.7% 10.2% 14.6% 56.2%

      - NZX50 Gross  (NZ$) 10019 1.9% 11.4% 18.7% 91.5%

Equities AUS - Al l  Ords  (A$) 6418 2.5% 8.1% 5.7% 17.3%

International JAP - Nikkei  (¥) 22259 5.0% 7.1% -0.9% 55.6%

Equities UK - FT100 (£) 7418 1.9% 6.4% -1.2% 9.4%

US - S&P500 (US$) 2946 3.9% 8.9% 11.2% 56.4%

WORLD - MSCI (US$) 2179 3.4% 7.4% 4.4% 29.1%

MSCI in NZD (NZ$) 3270 5.2% 11.4% 11.0% 65.9%

Exchange NZD/USD 0.6663 -1.8% -3.6% -5.9% -22.2%

Rates NZD/AUD 0.9455 -1.2% -0.6% 1.1% 2.6%

NZD/JPY 74.29 -1.1% -1.3% -3.9% -15.3%

NZD/GBP 0.5148 -0.9% -2.2% 0.2% 1.1%

NZD/EUR 0.5953 -1.4% -0.9% 2.0% -4.0%

NZ TWI 72.68 -1.3% -2.1% -1.2% -10.4%

Equity indices  are the respective end-of-month closes . Interest rates  and exchanges  rates  are at 5pm NZ.

https://www.asb.co.nz/documents/kiwisaver/returns-to-investors.html
https://www.asb.co.nz/documents/investment-advice/asb-investment-funds/fund-returns.html
https://www.asb.co.nz/asb-securities
mailto:chris.tennent-brown@asb.co.nz
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There was yet more dovish positioning from central banks during April. When talking about central banks, “dovish” is 

a description of the tone of language used by the central bank or its policy makers, and its expected monetary policy 

actions.  The Reserve Bank of Australia (RBA), European Central Bank (ECB), Bank of Canada (BoC), Bank of Japan 

(BoJ), and Swedish Riksbank all held meetings during April, with each bank taking a more dovish position than last 

time around. None have actually cut interest rates just yet, but messaging at the least suggests that any hikes look 

rather distant. If global growth keep decelerating and inflation pressures remain muted, it will only be a matter of 

time before we start to see more and more monetary policy makers moving towards interest rate cuts. 

We expect the RBNZ to cut the Official Cash Rate (OCR) by 50 bps this year, and there’s a good chance they’ll marshal 

the doves on 8
th

 May and be the first to announce an interest rate cut – that’s if the RBA doesn’t pip them at the post 

one day earlier.  With muted business confidence implying soft growth, the Q1 CPI weak and employment growth 

slowing, we are picking the RBNZ will cut the OCR by 50bps by the end of the year. Don’t get us wrong though, a May 

OCR cut isn’t a done deal – the NZ economy retains a number of key supports (the export sector was looking 

particularly robust during April), and the RBNZ’s new Monetary Policy Committee might decide to keep its powder dry 

until August.  At the time of writing, market pricing gave the odds of a cut at around 60%. 

The RBA stuck to its neutral bias at their April 2
nd

 review, but the meeting minutes we saw later in the month struck a 

more dovish tone. The Bank’s board members admitted inflation was likely to remain low for some time to come, and 

acknowledged that a significant rise in the unemployment rate would merit a rate cut. Australian unemployment did 

tick up ever-so-slightly during March, and inflation undershot already-low expectations with the CPI unchanged at 

+0.0% for Q1.   

On April 10
th

, the European Central Bank (ECB) also doubled down on its dovish rhetoric. The ECB reiterated that it 

“expects the key ECB interest rates to remain at their present levels at least through the end of 2019, and in any case 

for as long as necessary,” so higher Eurozone interest rates are evidently some time off.  ECB President Mario Draghi 

said he expected upcoming data releases to be weak and viewed economic risks as downside-weighted.  

Following that, we had a glut of other meetings over Easter, with the BoC, BoJ and Riksbank all meeting. All three 

were part of the flock moving in a dovish direction, even as they each kept benchmark rates unchanged. The BoC 

dropped its tightening bias and the BoJ committed to keeping rates low at least until mid-2020, whilst the Riksbank 

delayed planned rate hikes. 

The US Federal Reserve held the line at its 1st of May meeting, but clearly remained in a more dovish position from 

late last year, when it had expected to be hiking rates over 2019. The Fed opted to leave rates on hold and trimmed 

the interest rate on required and excess reserves (IOER) by 5bp to 2.35%, although yields subsequently firmed as Fed 

Chair Powell noted the current softness in US core inflation may prove “transitory”. ASB’s forecasts have the Fed on 

hold from now on. 

The Bank of England (BoE) was the exception to the trend, holding the Bank Rate steady and retaining its ‘gradual’ 

tightening bias. The BoE’s economic growth (GDP) projections were upgraded, and Governor Carney signaled interest 

rate rises could be more frequent than markets currently anticipate. However, this outlook is largely dependent on 

the UK carrying out a smooth exit from the EU. Whilst Brexit has been delayed until Halloween, it’s still not clear how 

the UK’s current political deadlock will be resolved, risking more brinkmanship when October rolls around. In the 

event things get messy, the BoE will have to review its analysis, and could move to a more dovish position. 

With interest rates looking low for some to come, it was a good month for key share markets. The NZX50 index broke 

new records as it exceeded the 10,000 mark during the month. Domestic equity investors were cheered not just by 

the prospect of OCR cuts, but also by the government’s surprise decision to rule out a Capital Gains Tax. Offshore, the 

S&P 500 also reached a record high, helped by solid earnings reports for some large corporates. After lagging other 

indices last month, the Japanese Nikkei also lifted, though it remains down on a year ago. 
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The NZD fell against most of the major currencies we monitor, ending the month down 1.3% on a TWI basis. A 

plethora of different data releases buffeted the Kiwi throughout the month, with the poor business confidence 

(QSBO), muted inflation prints and weaker-than-anticipated employment data all weighing down the kiwi. The RBNZ’s 

OCR decision on Wednesday is likely to drive NZD direction. 

Geopolitical events will continue to play a significant role in markets moving forward. US and Chinese officials 

continue to insist they are close to reaching a trade accord, but remaining disagreements are acting as roadblocks to a 

final deal. White House Chief of Staff Mick Mulvaney cited a two week deadline for clarifying the situation. But 

subsequent to that announcement, President Trump threw a cat amongst the pigeons, threatening to impose higher 

tariffs on Chinese exports.   On a more positive note, the UK and EU agreed to delay the Brexit deadline till the end of 

October, meaning a chaotic no-deal Brexit is off the table for the time being.  Still, it’s not clear exactly how the 

current deadlock can be resolved, risking yet more brinkmanship when October rolls around. 

Income Assets 

Cash  

The RBNZ Monetary Policy Statement will be released at 2pm on 

Wednesday, May 8.  We believe the RBNZ will cut the OCR by 50bps 

over 2019. Recent data we over the past month has reinforced this 

view, with soft CPI, business confidence and labour market data all 

pointing to lower growth and muted inflation pressures. The 

prospect of higher bank capital requirements will also raise bank 

funding costs, implying the RBNZ may need to cut the OCR to offset 

the impact on customer interest rates. We have 8th May penciled in 

for the first 0.25% OCR cut, though this is by no means a ‘done deal.’ 

We have August penciled in our forecasts for the second 0.25% cut, but again, we emphasize the timing of any cuts 

will be fluid. 

With a lower OCR potentially in the pipeline, term deposit rates edged down again this month, across a number of 

tenors. For amounts over the $10k range, 5-year term deposits fell to a new low of 3.35%, shedding 25 bps. One year 

term deposit rates dipped 10 bps to 3.25%. Wholesale interest rates and term deposit rates are much falter across the 

curve. We now have a situation where just 10 bps separates 1 and 5 year term deposit rates, more evidence of the 

lower-for-longer view on interest rates moving forward. The 90-day rate was down 5bps to 2.65%.  

The latest ASB term deposit rates can be found here.   

NZ Fixed Interest  

Government bond yields crept upward during April, but followed 

sharp falls in March. Yields on the NZ 10-year bond rose 10 bps to 

1.91%. The 5-year yield was up by a larger 14 bps, closing the 

month at 1.59%.  

Compared to 12 months ago, 5-year yields were close to 80 bps 

lower, with an approximate 90 bps fall in yields on NZ 10-year 

bonds. 

Dovish central bank signaling remains the primary driver pushing 

yields down, and May’s RBNZ meeting will be critical in driving yield 

movements as the month gets underway. As we stated above, 

https://www.asb.co.nz/term-investments/term-investment-rates.html
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forward economic indicators for NZ continue to look soggy, and the trend we highlighted last month for interest rates 

to remain ‘even lower for even longer’ looks set to stay. 

International Fixed Interest  

Bond yields internationally also lifted slightly during the month, with the yield on the US 10-year advancing 12 bps to 

2.53%. The yield on the Australian 10-year inched up by 4 bps to reach 1.81%. 

Once again, we emphasize that this month’s lift did not reverse the decline in bond yields we have seen over prior 

periods. Despite edging up during the month, the US 10-year yield is more than 40 bps lower than it was 12 months 

ago. The yield on the Australian 10-year bonds are close to 100 bps lower after the marked falls we saw over the 

previous quarter amid stuttering economic data and low inflation readings. 

Elsewhere, yields on UK 10-year UK gilts were higher, having risen sharply during the second week of April, shortly 

after the UK and EU secured a Brexit extension out to October, pushing out the risk of a no-deal Brexit. After moving 

into negative territory during March, German 10-year bund yields were choppy in April, but spent most of the month 

slightly positive. As at the time of writing, German 10-year bund yields are sitting at just 0.02%, with negative yields 

for shorter tenors, with negative 5-year government bond yields for France and the Netherlands. Despite ending April 

higher, the Japanese 10-year yield was still negative, at -0.06%. The era of low rates globally is thus by no means over. 

Last month, we highlighted flattening yield curves and the threat of yield curve inversion as a concern for markets 

moving forward. In our last update, we pointed out that the ‘2-10 slope’ was very narrow at 17 bps – somewhat 

worrying for markets given that when the 2-year yield exceeds the 10-year, its widely seen as a signal a recession is on 

the horizon. As of the time of writing, the gap had widened slightly, with about 20 bps separating them. Still, this is 

not an enormous amount of breathing room. We also note that the yield on 3-month US treasury was a mere 11 bps 

in front of the 10-year, another piece of data contributing to the ‘lower for longer’ interest rates narrative. 

Growth Assets   
Australasian Equities  

NZ equities continued to advance on March’s solid gains, and we 

saw the NZX50 Gross Index hit a record high, bursting through 

the symbolic 10,000 mark. Indeed, as we can see on the graph 

opposite, growth in the NZX50 has outpaced other share 

markets over the past three months, with April growth being 

particularly strong. The expectation of low interest rates was 

partly responsible for the boom, but Kiwi shares were also 

supported by the government’s surprise decision to rule out a 

Capital Gains Tax (CGT). The introduction of a CGT would have 

hit company valuations, so the death of the proposal saw 

markets breathe a sigh of relief that preceded the high over Easter.  

Retirement village operators Metlifecare, Ryman and Summerset were all particularly buoyed by the CGT news, given 

their substantial property holdings, and each rallied after the PM’s announcement.  

Still, April didn’t go swimmingly for everyone. NZ King Salmon had a rotten end to the month, as warming waters in 

Marlborough pushed profit forecasts down. Their share fell from a high of $2.97 to $2.350 as of the time of writing. 

Kathmandu – last month’s laggard – had another poor month, ending the month back where it had started.  Spark 

shares fell modestly after CEO Simon Moutter announced his resignation.  All-in all, the NZX50 Capital index rose 1.7% 

to 4389, and the NZX50 Gross index lifted 1.9% to end the month on 10,019. Across the ditch, the Australian “All 
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Ords” index also enjoyed a solid 2.5% lift to 6418. Consumer goods were the best performing Aussie stocks, led by 

food and beverages. Raw materials lagged behind, falling during the month. 

International Equities  

During April, all the major sharemarkets we monitor rose, assisted by the dovish positioning of central banks and 

some decent earnings data in the US. After muted returns during calendar year 2018, the S&P 500 continued to 

recover ground. The index enjoyed a bumper run, supported by a healthy US jobs report. The index exceeded its 

previous record as it crossed the 2,940.91 mark around month end. Ultimately, the S&P500 ended the month up 3.9% 

at 2,946.  Most major indices we monitor are above their position a year ago, with the exception of Japan’s Nikkei and 

the UK FTSE.  

Continuing optimism on global trade is also supporting shares somewhat, though it remains an open question how 

long this can be sustained without meaningful steps towards the resolution of the US-China trade dispute. During 

April, senior Trump administration officials continued to insist an agreement was close to being secured, with Treasury 

Secretary Steve Mnuchin last week saying “we’re getting close” just two weeks ago. However, a steady drip of reports 

since then continue to suggest there are roadblocks to a final deal, with disagreements persisting on enforcement 

mechanisms, data security regulations, and the number of tariffs to be removed. If the two sides cannot secure an 

agreement relatively promptly, pesismism may intensify, and share markets will lose a key support. 

 

Elsewhere in the geopolitical realm, April saw the pushing out ouf the Brexit deadline till the end of October and 

conflict in Libya continues to roil oil markets. In light of this, we continue to highlight further volatility in equity 

markets as a risk, despite the bumper run of gains we’ve seen. 

ASB Securities has more information on sharemarkets and trading here.    

Exchange Rates:   

The NZD fell 1.3% on a trade-weighted basis over April, falling against 

all the major currencies we monitor. The NZD fell 1.8% versus the 

USD, 1.2% against the AUD, 1.1% against the yen, 0.9% against the 

GBP and 1.4% versus the EUR.  

The high in the NZD/USD came at the beginning of the month (on the 

2nd), sitting at 0.6837. The weak QSBO result that day then sent the 

Kiwi down and it stayed below 68 US cents for the whole month. 

Soggy domestic data weighed on the NZD, with marked falls in the 

NZD following the release of weaker than expected NZ CPI data on 

the 17th April.  The NZD/USD low (0.6585) came on the 25thApril by 

virtue of USD strength over the Easter weekend and soft Australian 

inflation data on the 24th April. The NZD regained some ground to 

close the month at 0.6663 US cents. 

The NZD drifted lower against the AUD over April, and the NZD/AUD high also came at the start of the month (0.9593 

on the 2nd). The NZD lost a cent against the AUD after the NZ CPI print, reaching a low of 0.93364 during the following 

days (on the 19th). The NZD/AUD edged up to 0.9455 towards the month’s end, helped by a low Aussie CPI print. 

More information about currencies is available in ASB’s weekly economic report which can be downloaded here. 

  

https://www.asb.co.nz/asb-securities
https://www.asb.co.nz/documents/economic-research/economic-weekly.html
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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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