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RBNZ PREPARING TO EASE?

Central bank drops reference to “up” and “period of stability”

The RBNZ left the cash rate at 3.5% as expected by
unanimous consensus, but today was all about the statement.
As the RBNZ Assistant Governor’s speech on inflation last
week spelled out the hurdles to lower cash rates, it was
increasingly expected that the reference to “the next move
could be up or down” would be dropped today. While we
were skeptical, we were wrong.
Is the RBNZ preparing for a rate cut? Possibly. However, the
contingencies are (1) slowing domestic demand (2) how
inflationary pressures evolve, and more specifically (3) wage
and price setting outcomes being consistent with missing the
2% inflation target to the downside.
The NZD was firmer overnight via a very weak U.S. GDP
report (ex-inventories –0.5%) reaching $US0.7744 (a near
three-month high), weakening in early trade, then crashed to
$US0.76 on the dovish bias. We see $US0.755 being tested
as other markets open.
Swap rates are 2-5bp lower,
steepening the curve by +3bp. However, while the RBNZ
may not cut, we expect swap rates to rally further from here
towards a flatter 3.5% curve as duration looks attractive.
While regular readers know we called for a cash rate
reduction (-25bp to 3.25%) at the March 12 Monetary Policy
Statement, we were subsequently roundly chastised for not
appreciating the strength of the economy, the substantial
positive output gap, and the impact of record high net
migration on inflation. The RBNZ were convinced that
inflation would reach its 2% target over the medium term.
Since then, net migration continues to post fresh highs,
house prices jumped in March and domestic inflation
remained at 2¼%/yr (charts page 2).
The next key hurdle is Q1 employment, on May 6. TD
forecasts a solid report, with employment at +1%/qtr and the
unemployment rate falling from 5.7% to 5.5%, even with a
record high participation rate. Wages (LCI) are also released
for Q1 and TD forecasts +0.4%/yr and +2.0%/yr, impressive
real wages growth with inflation at zero.
Bottom line: our base case is for a pause at 3.5% for some
time, as we (and the RBNZ) need data to disappoint to trigger
a cut. Perhaps today’s dovish bias is merely another way
of jawboning the currency lower as the USD remains
stubbornly and unexpectedly weak.
We expect the
markets to shift towards a rate cut in June, keeping the NZD
and rates under pressure, and today’s market reaction will be
welcomed by the RBNZ (if not by us). Our AUDNZD target of
1.01 by mid-year now wholly relies on a “surprise” rate cut by
the RBA on May 5.

Policy Assessment [TD comments].
The Reserve Bank today left the OCR unchanged at 3.50 per
cent. [as expected]
Trading partner growth continues at around its long-term
average, but remains dependent on highly accommodative
monetary settings. Policy interest rates are at record lows and
many European government bonds are trading at negative
yields. Looking ahead, considerable uncertainties exist in
Europe, China and Australia, and on the timing of US
monetary policy adjustment, although global growth should
be boosted by the decline in world oil prices. Crude oil prices
are almost 50 percent below their July 2014 level, with
increasing supply mostly contributing to this fall. [cautious
global outlook, which is fair]
The New Zealand economy continues to grow at an annual rate
of around 3 percent, supported by low interest rates, high net
immigration and construction activity, and the fall in fuel prices.
House price inflation is elevated in Auckland. However,
lower dairy incomes, lingering effects of drought, fiscal
consolidation, and the high exchange rate are weighing on the
outlook for growth. [dismissing house price strength (?) the
other downsides are well worn now]
Lower fuel prices, coming on top of the high exchange rate and
low global inflation, lowered annual CPI inflation to 0.1 percent
in the March quarter. Underlying inflation remains low and is
expected to pick up gradually. Monetary policy will focus on the
medium-term trend in inflation. The Bank expects to keep
monetary policy stimulatory, and is not currently considering
any increase in interest rates [this is not really new but
leaves the bias one-sided now].
We are watching closely the ongoing impact on tradables
inflation from global forces and the high New Zealand dollar. On
a trade-weighted basis, the New Zealand dollar continues to
be unjustifiably high and unsustainable in terms of New
Zealand’s long-term economic fundamentals. The
appreciation in the exchange rate, while our key export prices
have been falling, is unwelcome.[not new either].
The timing of future adjustments in the OCR will depend on
how inflationary pressures evolve in both the non-traded and
traded sectors. It would be appropriate to lower the OCR if
demand weakens, and wage and price-setting outcomes settle
at levels lower than is consistent with the inflation target. [this
is new, i.e. only discussing the hurdles to easing, hence
should be interpreted as a contingent easing bias].
The Bank will continue to monitor and carefully assess the
emerging flow of economic data.
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This material is for general informational purposes only and is not investment advice nor does it constitute an offer, recommendation or solicitation to buy or sell a particular financial instrument. It does not have regard to the specific investment objectives, financial situation, risk profile or the particular needs of any specific person who
may receive this material. No representation is made that the information contained herein is accurate in all material respects, complete or up to date, nor that it has
been independently verified by TD Securities. Recipients of this analysis or report are to contact the representative in their local jurisdiction with regards to any matters
or questions arising from, or in connection with, the analysis or report.
Historic information regarding performance is not indicative of future results and investors should understand that statements regarding future prospects may not be
realized. All investments entail risk, including potential loss of principal invested. Performance analysis is based on certain assumptions, the results of which may vary
significantly depending on the modeling inputs assumed. This material, including all opinions, estimates and other information, constitute TD Securities’ judgment as of
the date hereof and is subject to change without notice. The price, value of and income from any of the securities mentioned in this material can fall as well as rise. Any
market valuations contained herein are indicative values as of the time and date indicated. Such market valuations are believed to be reliable, but TD Securities does
not warrant their completeness or accuracy. Different prices and/or valuations may be available elsewhere and TD Securities suggests that valuations from other
sources be obtained for comparison purposes. Any price or valuation constitutes TD Securities’ judgment and is subject to change without notice. Actual quotations
could differ subject to market conditions and other factors.
TD Securities disclaims any and all liability relating to the information herein, including without limitation any express or implied representations or warranties for, statements contained in, and omissions from, the information. TD Securities is not liable for any errors or omissions in such information or for any loss or damage suffered,
directly or indirectly, from the use of this information. TD Securities may have effected or may effect transactions for its own account in the securities described herein.
No proposed customer or counterparty relationship is intended or implied between TD Securities and a recipient of this document.
TD Securities makes no representation as to any tax, accounting, legal or regulatory issues. Investors should seek their own legal, financial and tax advice regarding the
appropriateness of investing in any securities or pursuing any strategies discussed herein. Investors should also carefully consider any risks involved. Any transaction
entered into is in reliance only upon the investor’s judgment as to financial, suitability and risk criteria. TD Securities does not hold itself out to be an advisor in these
circumstances, nor do any of its representatives have the authority to do so.
The information contained herein is not intended for distribution to, or use by, any person in any jurisdiction where such distribution or use would be contrary to applicable law or regulation or which would subject TD Securities to additional licensing or registration requirements. It may not be copied, reproduced, posted, transmitted or
redistributed in any without the prior written consent of TD Securities.
If you would like to unsubscribe from our email distribution lists at any time, please contact your TD Securities Sales Contact or email us at privacyEAP@tdsecurities.com. You can access our Privacy Policy here (http://www.tdsecurities.com/tds/content/AU_Privacy_EandAP_en_CA).
Australia: If you receive this document and you are domiciled in Australia, please note that TD Securities is not a registered bank in Australia, is not a holder of an Australian Financial Services License (AFSL), and is exempt from the requirement to hold an Australian Financial Services License under the Corporations Act 2001 in
respect of the financial services provided by the Singapore branch of The Toronto-Dominion Bank (“TD Bank”) as part of its operations in Singapore and the UK. TD
Bank is regulated by the Monetary Authority of Singapore under the laws of Singapore and the Financial Conduct Authority under UK laws, which differ from Australian
laws. TD Securities Limited is providing financial services to wholesale clients in Australia in reliance on Class Order CO 03/1099.
Canada: Canadian clients wishing to effect transactions in any security discussed herein should do so through a qualified salesperson of TD Securities or TD Securities
Inc. TD Securities Inc. is a member of the Canadian Investor Protection Fund.
Hong Kong: This document, which is intended to be issued in Hong Kong only to Professional Investors within the meaning of the Securities and Futures Ordinance
(the "SFO") and the Securities and Futures (Professional Investor) Rules made under the SFO, has been distributed through TD Bank, Hong Kong Branch, which is
regulated by the Hong Kong Monetary Authority.
India, South Korea and Other Locations in Asia: TD Bank has representative offices in Mumbai and Singapore which should be contacted for any general enquiry
related to TD Securities. In locations in Asia where TD Securities does not hold a license to conduct business in financial services, it is not TD Securities’ intention to,
and the information contained in this document should not be construed as conducting any regulated financial activity, including dealing in, or the provision of advice in
relation to, any regulated instrument or product.
Japan: For Japanese residents, please note that TD Securities is not licensed in Japan and this is being provided to you under a relevant exemption to the Financial
Instruments and Exchange Law.
People's Republic of China: Insofar as the document is received by any persons in the People's Republic of China (which, for such purposes, does not include Hong
Kong, Macau or Taiwan), it is intended only to be issued to persons who have the relevant qualifications to engage in the investment activity mentioned in this document. The recipient is responsible for obtaining all relevant government regulatory approvals and licenses themselves, and represents and warrants to TD Securities that
the recipient's investments in those securities do not violate any PRC law or regulation, including, but not limited to, any relevant foreign exchange regulations or overseas investment regulations. TD Bank has a representative office in Shanghai, which should be contacted for any general enquiry related to TD Securities. However,
neither TD Securities nor the Shanghai representative office of TD Bank is permitted to conduct substantial business within the borders of the People's Republic of China.
Singapore: This document is intended to be issued in Singapore only to Institutional Investors or Accredited Investors as defined under the Securities and Futures
Act. Recipients of the analysis or report are to contact the financial adviser in Singapore in respect of any matters arising from, or in connection with, the analysis or
report. Recommendations are intended for general circulation and do not take into account the specific investment objectives, financial situation or particular needs of
any particular person. Advice should be sought from a financial adviser regarding the suitability of the investment product, taking into account the specific investment
objectives, financial situation or particular needs of any person in receipt of the recommendation, before the person makes a commitment to purchase the investment
product. TD Bank, Singapore Branch, is regulated by the Monetary Authority of Singapore.
United Kingdom and Europe: This document is prepared, issued or approved for issuance in the UK and Europe by TD Securities Limited in respect of investment
business as agent and introducer for TD Bank. The Toronto-Dominion Bank is authorised by the Prudential Regulation Authority and subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. TD Securities Limited is authorised and regulated by the Financial Conduct Authority. Insofar as the document is issued in or to the United Kingdom or Europe, it is intended only to be issued to persons who (i) are persons falling within Article 19(5)
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