
WHAT … inflation turned negative?
100% true after US CPI inflation fell 
for the 3rd consecutive month falling 

-0.1% on the month to drag the annual 
rate down to 3.0%, while the core also 
generated better than expected results 
at 0.1% and 3.3%. Undoubtedly this will 
give the Fed confidence that inflation 
is on the path to sustainably reaching 
the 2% target, with speculation building 
the Fed may even cut 3-times this year, 
rather than the 2 currently priced in. 
Financial markets are now pricing 61bps 
of US cuts by year end, with the NZ 
market is pricing in 65bps, which seems 
a tad optimistic to me. Conversely, the 
Australian market is pricing in a 28% 
chance of a hike. Looking at the other 
US headlines, initial claims fell by -17k 
to 222k, continuing claims eased back 
by 6k to 1,852k, while the June budget 
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deficit improved to -USD66.0bn against 
the -USD83.0bn expected, which saw the 
budget deficit reached -USD1.27trn in 
the fiscal year to June.

There is no doubt that the US CPI had 
a profound, yet contradictory impact 
on markets overnight. In the currency 
markets, the JPY was the big beneficiary 
with USD/JPY falling from 161.70 to 
158.80, while NZD/JPY fell to 96.75 
and AUD/JPY crumbled to 107.30. But 
while the USD-index also fell -0.5%, the 
NZD/USD and AUD/USD both open 
this morning flat last night’s Antipodean 
close, which is a little disappointing for 
importers given both pairs had strong 
rallies in the aftermath of the US release. 
US treasury bulls will also be happy after 
2 and 10-years yields fell -12bps and 

-8bps to be at 4.52% and 4.20%, with 
the 10-years reaching its lowest level in 
3-months as it approaches key support at 
4.18%. European equity exchanges had 
a strong session overnight rallying 0.6%, 
although the US bourses performed 
poorly with the S&P down -1.0% and 
the NASDAQ -2.0%, while commodity 
markets also had a positive session with 
oil prices gaining 1.0%.    

The AUD/USD reached a 6-month high 
despite the Melbourne Institute’s survey 
of inflation expectations falling from 
4.4% to 4.3%, while household spending 
increased 0.6% in June and 3.9% on the 
year.

New Zealand food prices firmed 1.0% in 
June, but fell -0.3% on the year, which is 
hopefully a positive sign for next week’s 

CPI print given food prices make up 19% 
of the index.

The GBP also reached a high, a 12-month 
high to be exact, after the UK economy 
grew 0.4% in May, which was twice the 
pace expected. 

China announced more short-selling 
curbs with tighter scrutiny around 
programme trading with securities re-
lending (where brokers borrow shares 
for clients to short) suspended while 
margin requirements will be raised for 
short-sellers from 80% to 100%.

The Bank of Korea left its base rate 
unchanged at 3.5%, with the surprise 
they dropped the phrase, “The upside risks 
to inflation forecasts have increased” from 
their statement.

St Louis Fed President, Alberto G. 
Musalem, announced, “We are making 
progress on inflation. The job market is 
strong, but it has cooled in recent months. 
We want to see more improvement in supply 
conditions and to see general demand 
conditions moderate. The economy may 
be shifting into a higher-rate regime.” San 
Fran Fed Pres, Mary Daly, then added, 

“It’s likely some policy adjustments will be 
warranted. Recent inflation prints a relief, 
but progress bumpy. The economy looks to 
be on path where 1 or 2 rate cuts this year 
would be ‘more or less’ the appropriate path.”

What the …?!? 
Now I have seen it all … Donald Trump 
is to speak at Bitcoin conference this 
month! 
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