
I think the Governor summed it 
up best!

“At its meeting today, the Board decided to 
leave the cash rate target unchanged at 4.10. 
Higher rates are working to establish a more 
sustainable balance between supply and 
demand in the economy and will continue 
to do so. In light of this and the uncertainty 
surrounding the economic outlook, the 
RBA decided to hold interest rates steady 
this month. This will provide time to assess 
the impact of rate hikes to date and the 
economic outlook. Inflation has passed its 
peak, growth in the economy has slowed, 
and conditions in the labour market have 
eased. A significant source of uncertainty 
continues to be the outlook for household 
consumption. Some further tightening 
of monetary policy may be required. The 
decision to hold rates steady provides more 
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time to assess the state of the economy (as 
we) remain resolute in our determination 
to return inflation to target and do what is 
necessary to achieve that.”

Immediately following the 
announcement, the AUD sold off to a low 
of 0.6641, but since then it’s bounced 
back strongly, but why? Certainly, the US 
holiday would have impacted FX flows 
with European based traders enjoying 
an extra-long lunch, but are we seeing a 
change in trend or sentiment? One theory 
is that markets are no longer ‘rewarding’ 
rate hikes due to the underlying risk that 
at the top of a cycle, the risk of going too 
far may tip an economy into a deeper, 
more prolonged recession. It’s far too 
early to make that kind of judgement call, 
and I’d have preferred to wait for next 
week’s BoC meeting, but, in the interim, 
it should be noted that the stronger 
AUD dragged the NZD higher with it, 
in fact, the NZD outperformed with  
NZD/AUD rallying to the 0.9250 
level, while most other currencies 
flatlined. One factor that supported 
the Antipodean currencies was the 
sell-off in treasuries, which saw the US 
2 and 10-year yields firm 6bp and 4bp 
higher at 4.94% and 3.86%. Against this, 
commodity and equity markets were 
quiet.    

Australian weekly consumer confidence 
fell to 74.1 from 74.9 with inflation 
expectations remaining at 5.9%, while the 
NZ GDT dairy auction produced another 
dire result with the overall index falling a 
further -3.3% in what was it worst result 

since 4-April. The one positive was that 
WMP was only -0.4% lower, although 
butter was smashed falling -10.3% and 
SMP tumbled -6.0%. Following the 
4-April result, the index bounced back at 
the next auction, rallying over 3.0%, so 
hopefully we see something similar at 
the next auction in a fortnight. There was 
a mild positive from the NZ Q2 QSBO 
report, which highlighted an increase in 
business confidence as it bounced off its 
record low at -66.0% firming to -63.0%, 
although price and cost measures also 
rose suggesting inflation may remain 
elevated in Q2. 

In other headlines, Germany’s trade 
surplus narrowed to EUR14.4 billion 
in May, which was lower than June’s 
EUR16.5 billion and below forecasts at 
EUR 17.5 billion, while China’s state-
owned banks have lowered their USD 
deposit rates by as much as 150bp with 
the sources claiming that some banks 
were as low as 2.80% (reduced from 
4.30%) for large deposits.

Goldman Sachs confirmed, “We continue 
to believe that core PCE inflation will fall 
sharply (in 2023). We (have) lowered our 
core PCE inflation forecast for December 
2023 to 3.5% from 3.7%. (We have) left our 
forecast for December 2024 unchanged at 
2.4%.”

Japan’s MoF Vice Finance Minister 
for International Affairs, Kanda San, 
confirmed he is “in communication with 
various countries, including the US, over 
currencies.”  
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