
Watch, worry and wait some 
more
There were few market ripples from 
the RBNZ leaving the OCR unchanged 
yesterday, with Governor, Adrian 
Orr, acknowledging the orchestrated 
economic slowdown is broadly in line 
with expectations and is what is needed 
to get inflation back to target. The trouble 
is, global events are moving quickly, and 
not in a favourable direction. This week’s 
dire dairy auction result suggests no ‘soft 
landing’ for the New Zealand economy 
and will significantly compound the 
slowdown already being engineered by 
the RBNZ.  

The updated RBNZ forecasts reflect a 
short and modest recession (-0.3% in 
the September quarter and -0.1% in the 
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December quarter) but the central bank 
noted that “over the medium term, a greater 
slowdown in global economic demand, 
particularly in China, could weigh more on 
commodity prices and overall New Zealand 
export revenue.” A look at any commodity 
index will revel that these risks are 
now realities, ones already being felt 
throughout the rural communities and 
beyond. Unless China quickly becomes a 
lot bolder with its stimulus efforts, we’ll 
soon have more to worry about than high 
inflation. 

Fed minutes rattle markets
There has been plenty of currency 
volatility over the past 24 hours, with 
initial USD weakness overnight quickly 
undone by the release of hawkish Fed 
minutes, proving yet again that it is the 
USD leg dictating currency moves.

The NZD/USD initially lifted to 0.5990 
but that lift quickly faded, with the 
release of the minutes sending the 
NZD/USD to 0.5930 – a fresh 2023 
low. It was a similar story for the  
AUD/USD, which capitulated to 0.6420 
after staging an initial rally to 0.6480. 
Equity markets were also on the backfoot, 
while US yields spiked higher, the 10-
year Treasury yield approaching 4.30% 
and the 2-year yield nearing 5.00%. The 
US economy’s surprising resilience in 
the face of more than 5% of Fed hikes, 
combined with increased quantities of 
Treasury issuance, is also underpinning 
longer term yields.  

The Fed minutes showed that US 
policymakers remain nervous about 
upside inflation risks and suggested 
they may continue raising interest 
rates. Markets do not currently expect 
another rate increase and continue to 
expect the Fed to start rate cuts by the 
middle of 2024. Next week’s Jackson 
Hole conference may provide another 
opportunity for policymakers to get their 
views across, with the Fed Governor 
expected to deliver remarks. 

UK inflation drops
A big decline in UK CPI will be a welcome 
relief to policymakers but is unlikely to 
head off another 25bp hike from the BoE 
next month. The headline CPI reading 
falling from 7.9% in June to 6.8% in July, 
a 15-month low and down from a peak 
of 11.1% in October. The fall was helped 
by a reduction in the energy price cap 
and food costs rising less rapidly. The 
NZD/GBP has fallen below 0.4670, down 
more than 11% so far this year and at its 
weakest level since 2016 (excluding a 
brief Covid-inspired dip).
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