
There was some good news, and 
some bad news, for New Zealand!
The good news was that the Q2 terms 
of trade surged 4.1% after exports rose 
0.2%, while imports contracted 3.7%, 
but that positive was outweighed by 
the bad news, which was a shocker of 
a GDT auction with the headline index 
falling 4.3%! With Fonterra expecting 
an increase in supply, and the recent 
breakdown in the butter correlation, 
some weakness had been expected, 
and this proved true with butter prices 
falling 2.5%. But the depressing fact 
was that there was weakness across the 
board with Butter Milk Powder falling 
6.3%, SMP crashing 5.8%, while WMP 
plummeted 5.3%. Mozzarella fell 4.6%, 
AMF eased 2.6%, with the one bright 
spot being cheddar, which firmed 3.6%! 
While volumes were at the mid-point of 
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expectations, and reasonable, it should 
be noted that 6 out of the last 8 auctions 
have been negative. 

Financial markets were messy overnight. 
September is historically the weakest 
month for equities, and with US markets 
opening weaker, sentiment weighed 
across the board with a risk off sentiment 
dominating, which saw most exchanges 
close 0.8% - 1.5% lower. 

Bond markets also saw concentrated 
selling as fiscal and inflationary 
concerns weighed. UK markets were 
hit particularly hard with the 30-year 
gilt yield reaching, its highest level 
since 1998, as pressure mounted on 
PM Starmer to win the confidence of 
investors, with the government running 
current account and fiscal deficits, the 
economy seeing a spike in inflation, and 
growth expectations being scaled back. 
US Treasury yields firmed with the           
10-year gaining 4bps to 4.27%. 

In amongst the volatility, the USD-index 
posted strong gains, firming 0.7%, with 
the GBP hit particularly hard, falling 1.1%, 
as the GBP/USD fell below the 1.3400 
level. In a race to the bottom, the JPY, 
NZD and AUD also came under selling 
pressure, with the NZD/USD falling 
through support at 0.5880, although the 
AUD/USD managed to hold on to the 
0.6500 handle, sending the NZD/AUD 
below the 0.9000 level. 

Despite the dairy weakness, commodity 
markets had a strong session, with oil 
prices gaining 1.5%. Gold rallied 1.8%, 
while copper firmed 1.3%.   

Looking at the other releases …
• US manufacturing PMIs increased from 
48.0 to 48.7 in August, although it was 
below expectations at 49.0. It was the 
6th consecutive month in contractionary 
territory. 

• Eurozone inflation rose to 2.1% in 
August, slightly above the July print, and 
expectations, both at 2.0%.

• Australian net exports contributed 
0.1% to Q2 GDP, which meant the 
current account deficit narrowed from 
AUD14.7bn to AUD13.7bn.  

Trump tweeted, “We’re going to the 
Supreme Court tomorrow. If you took away 
the tariffs, we could be a third world country.” 
By all accounts, the US has collected around 
USD280bn in tariffs so far, which Trump 
addressed, tweeting, “If the ruling ever went 
against us, we would have to give trillions 
back!” 

BoJ Deputy Governor Himino confirmed, 
“It is appropriate to continue raising rates 

in line with improvements in the economy 
and prices. The BoJ’s baseline scenario is 
for underlying inflation to stagnate, but to 
eventually reach 2.0%.” He then moved 
on to the central bank’s balance sheet 
stating, “It would be prudent to reduce the 
size of the BoJ’s balance sheet over time. 
The BoJ’s plan to reduce JGB buying should 
be based on the principle that long-term 
rates are formed by markets.”

ECB board member Madis Muller 
announced, “It makes sense to hold rates 
and watch the economy”, while colleague 
Primoz Dolenc added, “The current policy 
settings are seen as sufficient to reach our 
inflation target.”
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