
Joining the Crowd
The RBA, which remained an outlier as 
it was the only major central bank yet 
to start its easing cycle, changed that 
yesterday afternoon, as the RBA officially 
began its easing cycle, reducing its target 
rate by 25bps to 4.10%. However, the 
overall rhetoric was more hawkish than 
markets were expecting. This rhetoric 
was made clear by statements in the RBA 
release, including, “forecasts published 
today suggest that, if monetary policy is 
eased too much too soon, disinflation could 
stall, and inflation would settle above the 
midpoint of the target range” and “While 
today’s policy decision recognises the 
welcome progress on inflation, the Board 
remains cautious on prospects for further 
policy easing.” RBA Governor, Michele 
Bullock, added to the hawkish rhetoric, 
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stating the rate cut was reversing the 
“cautionary” hike in November 2023 
that initially brought the cash rate to 
4.35%, and that “Today’s decision does not 
imply that further rate cuts along the lines 
suggested by the market are coming.” 

As a result of the hawkish rhetoric, 
markets unwound some of their rate 
cutting expectations. Before the meeting 
markets had priced in 100bps of cuts 
this year, current pricing is now for only 
one further 25bps cut. This initially led 
to AUD strength, with the AUD/USD 
climbing marginally, while the NZD/
AUD pushed back below the 0.9000 
level. Australian swap rates were 5-7bps 
higher across the curve.

As a large proportion of Australians’ 
mortgages are floating rate and major 
banks have agreed to pass through 
the full 25bps cut, this rate cut should 
transmit through the economy faster 
than usual and helping ease some of the 
current pain due to the cost of living crisis.

U.S. Strength
After Monday’s Presidents Day, US 
markets were back in action. The Empire 
State Manufacturing Index which rates 
the relative level of general business 
conditions in New York, far surpassed 
forecasts, with a reading of 5.7 against 
expectations of -1.9, and far better 
than the previous figure of -12.6. The 
report stated that although firms expect 
business conditions to improve over 
the next 6 months, optimism about the 
outlook has dropped significantly. 

The 10-year US Treasury yield is currently 
up 6bps to 4.54%, while the 2-year yield 
is up 3bps at 4.29%. The USD index has 
risen through the 107.00 level, with the 
NZD/USD currently sitting just below 
the 0.5700 level. The RBNZ decision later 
today will no doubt have a significant 
impact on the FX rate.

Local Data
It has been almost 3 months since we 
last had an update from the RBNZ. The 
last meeting on 27 November was before 
we were updated on the horror story of 
the June and September quarters’ GDP 
figures. While a 50bps cut to take the 
OCR to 3.75% at today’s meeting is almost 
certain, markets will be more interested 
in the revisions to economic projections 
and the Governor’s comments.

Last night’s GDT auction was a little soft, 
with the GDT index falling by 0.6%. Key 
indicators WMP and SMP fell by 0.2% 
and 2.5%, respectively, with the biggest 
losers being Lactose and Cheddar, whose 
prices both fell by 3.4%.
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