
So… the Governor stuck to his 
guns!
Should we have expected anything 
different? As the Governor said, “Lets 
keep those jets cooled!” 

So let me get this right… the RBNZ is 
expecting inflation to return back into its 
1.0%-3.0% band by Q3 2024, although 
they are not forecasting a cut in the OCR 
until mid-2025, but as the Governor 
mentioned during the Q&A session the 
transmission mechanise takes 18-24 
months to impact. So, does that mean we 
shouldn’t expect any interest rate relief 
until 2027? Then there’s the fact that 
part of the rationale for the lifting of the 
Banks OCR projections is, in part, due to 
the fact the 2-year inflation expectations 
aren’t coming down fast enough, and 
the 10-year inflation expectations 
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are increasing… but let’s be honest, 
inflation expectations are just educated 
guesses and, judging by some economic 
forecasters, uneducated guesses as well! 
I might be going out on a limb here, but I 
suspect we will see cuts before mid-2025 
and, as my dad used to say, “If it doesn’t 
look right and it doesn’t taste right, don’t 
swallow it!”

There was also a lot of chit-chat around 
immigration and how it will potentially 
add to inflation, but look at Australia 
where they had 681k immigrants in the 
12-months to March, yet inflation fell 
to 4.9% in the year to October, down 
from September’s 5.6% and below the 
expected 5.2%. The RBA has its final 
meeting of the year next Tuesday, these 
numbers should help quell any talk of a 
rate hike for the time being, although 
inflation remains well above the target 
2-3% band. Third quarter construction 
output also beat forecasts in Australia, 
rising 1.3% in the three months to 
September 2023.

But despite the Governor’s best 
endeavours to ‘talk up’ the market, 
most of the immediate gains were 
given up overnight. Yes, the NZD and 
swap rates are higher, but we are off 
the overnight highs as the USD-index 
stabilised overnight. This is slightly 
surprising as Treasury yields fell further 
overnight with the 10-year 7bps lower 
at 4.26% while the 2-year fell 6 bps to 
4.68%. Interestingly, the USD’s ‘mixed’ 
performance gave the off-shore yuan 
the boost it needed to hit a 5-month high 

overnight below 7.12 per USD, while the 
Yen hit a 11-week high of around 147 
per USD. Equity and commodity markets 
posted modest gains. 

In the rest of the world…
US Q3 GDP was upgraded to its highest 
level since Q4 2021 at an annualized 
5.2%, which was higher than the 
4.9% preliminary estimate, Eurozone 
economic sentiment firmed from 93.5 to 
93.8, while German inflation fell to 3.2% 
from 3.8%, which is expected to weigh on 
European inflation tonight. 

Chicago Fed President, Austan Goolsbee, 
confirmed that, “Of all pieces of data, the 
housing inflation data is most paramount. I 
have some concern about keeping rates too 
high for too long. Once you believe you are 
on path to 2.0% inflation, the amount of 
restrictiveness needs to be less.” 

US hedge fund chief, Bill Ackman, offered 
his views for 2024 stating, “The Fed? I 
think they’re going to cut rates and I think 
they’re going to cut rates sooner than 
people expect. I think the market expects 
something in the middle of next year. I think 
it’s probably as early as Q1.”

RIP Charlie Munger, “Capitalism without 
failure is like religion without hell.”
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