
The data’s good
Ahead of tonight’s non-farms release,  
the US data was positive. ISM 
manufacturing PMI continued to  
expand at a solid, yet slightly slower pace 
in June. Printing 60.6, below the 61.0 
forecast and May’s 61.2. Meanwhile 
initial claims dropped to a new pandemic 
low of 364,000 to be back below the 
400,000 level for the first time in three 
weeks and slightly better than market 
expectations of 390,000.

It was a similar story with the Chinese 
Caixin manufacturing PMI index for June, 
which printed 51.3. This was its 14th 
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month of expansion, but came in below 
the forecast of 51.8 and hit a 3 month  
low as exports stagnated. 

So, while the US ISM report suggested 
economic growth may be peaking, 
inflationary pressures are continuing to 
build, and with the Fed starting to show 
less tolerance on inflation, these price 
pressures could translate into a more 
hawkish rhetoric going forward. This saw 
the yield curve flatten as the Treasury 
bond eased to 1.47%, while the US dollar 
continued its recovery which saw the 
NZD and AUD continue to grind lower. 
Equities also trended higher as did oil. 

In the ‘central bank speakers’ corner, 
Philly Fed president, Patrick Harker, 
announced “I am in the camp of starting 
the tapering process,” while ECB policy 
maker, Jens Weidmann, outlined his 
thoughts stating he “backs the symmetric 
inflation goal at 2% over the medium-term, 
(although I am) sceptical about tolerating 
inflation overshooting and average inflation 
targeting. ECB should communicate it will 
raise rates once price stability requires 
it.” Meanwhile, Italian Prime Minister 
and ex-ECB President, Mario Draghi, 
chimed in with “Euro area inflation remains 
low, accommodative monetary policy is 
necessary.”

Antipodean corner  
One of the local banks have been 
pondering whether the RBNZ will 

hike rates earlier than most market 
participants expect as “we’re already 
seeing risks that OCR hikes might be 
needed even sooner than our February 
2022 expectation. The RBNZ continues 
to highlight their ‘least regrets’ strategy. 
That’s defensible, but there’s a growing risk 
that the biggest regret could soon become 
waiting too long to hike.”

It is a different story in Australia where 
a panel of 23 economists have a dour 
outlook as they “expect average year 
economic growth to slide from 4.0% this 
financial year to just 2.2% by 2024-25. 
We forecast weaker business investment 
with lower household spending, but higher 
wage growth and lower unemployment.” In 
regard to the AUD “the panel expects the 
exchange rate to stay where it is, at around 
76 US cents, noting that much will depend 
on the iron ore price and the strength of the 
US economy.”

Australia produced another huge trade 
surplus, this time at AUD9.7 billion 
for May, as exports jumped 6.0% while 
imports grew at 3.0%. Australian PMIs 
for June also increased to 63.2 from  
61.8, while NZ building permits in May 
fell 2.8% following on from April’s 4.8% 
gain.

The NZ government’s books for the  
11 months to 31 May are in a good 
position with the corporate and personal 
tax take up 13.7% and 7.6% against 
forecasts. 
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