
Shelter from the storm
The main event of the week landed 
overnight, and for once it did exactly 
what it was supposed to. July CPI came 
in bang in line with forecasts, and after a 
fortnight of the market talking itself into 
a September hike, that was enough. 

Headline inflation rose 0.1% in the 
month, rebounding from June’s 0.4% 
fall, and eased from 3.5% to 3.4% on 
the year, a second consecutive month 
of slowing. Core rose 0.2% after a flat 
June and slipped from 2.6% to 2.5%, the 
slowest pace since March 2021. Shelter 
accounted for two thirds of the monthly 
increase, up just 0.1%, while petrol prices 
fell 2.9%, so the energy shock that drove 
the first half of the year is still washing 
out of the numbers even as the annual 
gasoline rate sits up 24.6%. Markets have 
wound back a September hike pricing 
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and are now at somewhere near 40%, 
which after Friday’s 23k drop in payrolls 
gives the Fed room to sit on its hands a 
while longer. 

The US Treasury also reported a 
whopping July deficit of USD432bn, 
up 48.0% on a year ago and the largest 
monthly shortfall since March 2021, 
taking the fiscal year to date gap to 
USD1.8trn and past the whole of fiscal 
2025 with two months still to run. Net 
interest alone cost USD104bn in the 
month.

The market reaction was orderly. The 
2-year US Treasury yield eased 1bps to 
4.20%, the 10-year was little changed 
at 4.68% and the 30-year sat at 5.25%. 
It’s also worth noting that the USD42bn 
auction of 10-year paper drew the 
highest yield since 2007, and tonight’s 
30-year sale shapes as the dearest 
US financing in a quarter of a century. 
Deficits do turn up in the price eventually. 
Equities had no such worries, the S&P 
500 up 0.4% to a record close and the 
Nasdaq 100 up 0.9% as the chipmakers 
ran again. For all the dovish read the USD 
index is a touch firmer at the 100.00 level, 
leaving the NZD/USD and AUD/USD at 
0.5860 and 0.7060 and the NZD/AUD at 
0.8295, still pinned near its 13-year low, 
while gold added 1.0% to USD4,413.97.

Gyration
Overnight oil could not make up its mind, 
WTI settling near USD83.00 and little 
changed, caught between no progress on 
reopening the Strait and an EIA report 
that beggared belief. US crude stocks 

built 17.4m barrels against expectations 
of a 1.4m barrel increase, and against 
a prior week’s build of 2.5m. Another 
6.1m barrels left the Strategic Petroleum 
Reserve, which has now slipped below 
300m barrels. Aramco told its second-
quarter call that the shock has been 
masked by roughly 9m barrels a day of 
reserve and inventory withdrawals plus 
another 2m barrels a day of demand 
management.

Part of the reason prices remain 
somewhat is that the world’s biggest 
buyer has simply stopped turning up. 
Chinese crude imports fell 32.0% in 
the June quarter, dropping below 8.0m 
barrels a day in both May and June for 
the first time in a decade

Working through it
Closer to home, the numbers were a bit 
grim. REINZ counted 6,090 sales in July, 
down 10.0% on July last year, and this 
time it was not an Auckland story, with 
sales elsewhere down 10.5%. The House 
Price Index eased 0.4% on the year and 
the national median slipped 1.9% in 
the month to NZD760,000. Australian 
building approvals slipped 2.3% in July, 
adding to signs the construction pipeline 
is thinning, while the NAB business 
confidence index ticked up to +4, its best 
read since February.
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