
While no-one enjoys a 
lockdown  
Maybe it’s what New Zealand needed, 
given its stellar performance in Q2 after 
GDP surged 2.8%! 

This saw the New Zealand economy 
expand at more than twice the pace 
anticipated by the economists, who were 
forecasting a modest 1.1% gain, and while 
there will be the inevitable slowdown 
in Q3 given the lockdowns, the Q2 GDP  
print will essentially ‘force’ the governor 
to act on 6 October …  and the markets 
are buying into that with the probability  
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of a 50 bps hike increasing to 44% from 
just 16% earlier in the day.

Mind you, it’s a different story in Australia 
where the employment release went 
off like an Australian-UK-US nuclear-
powered submarine, and really made 
me question my maths! The number of 
employed Australians fell by 146,000 
in August, compared with a forecast 
80,000 decline, while the unemployment 
rate also fell to 4.5% from 4.6%. Wait 
a minute, — less people working but a 
lower unemployment rate? — Well, it’s 
because more people left the labour  
force than left employment! The 
participation rate fell to 65.2% from  
66.0% while the underemployed rate 
jumped 0.9% to a 9-month high of 9.3% 
which will continue to dampen wage 
inflation. 

And yes, I have already heard my first 
parity call! 

In the US overnight, the data was also 
strong, with retail sales unexpectedly 
rising 0.7% in August when the markets 
were forecasting a fall of 0.8%. The 
Philadelphia Fed manufacturing index  
rose to 30.7 which was above 
August’s +19.4 and the +18.8 forecast. 
Unfortunately, unemployment benefits 
also rose, to 332,000 from last weeks 
pandemic low of 312,000, because of a 
combination of ‘unfavourable seasonals’ 
and a surge in delayed applications due 
to Hurricane Ida. Even with the stronger 

data, the Atlanta Fed Q3 GDP tracker 
slipped to 3.6% from 3.7%. 

It’s all go in Europe with murmurings of an 
internal ECB inflation model that suggests 
eurozone interest rates could go up within 
two years, raising the prospect of earlier 
than expected rate rise. This saw the Euro 
spike 20 pips against the USD in the last 
hour. And speaking of the ECB, Christine 
Lagarde delivered a speech overnight 
stating the “Recovery in the eurozone is 
faster than anticipated 6 months ago mostly 
due to a rapid vaccination campaign. We’re 
back from the brink but we are not out of  
the woods yet.”

While ING is calling for a broad based 
RRR cut of 0.50 percentage points in 
October, it is worth noting that Monday 
sees the PBoC setting its 1 year and  
5 year loan prime rates. As an FYI, these 
have remained unchanged for the last  
16 months at 3.85% and at 4.65%

The Japanese Government also cut its 
economic outlook for the first time in  
4 months amid surging COVID-19 cases, 
disrupted global supply chains and falling 
consumer confidence.

Asleep at the wheel 
Ahead of tomorrows options and futures 
expiries, equity and commodity markets 
were mixed, with the USD firmer and the 
10 year Treasury yield at 1.33%.   

Stay safe, keep on smiling, and hey, let’s be 
careful out there! There’s not long to go 
now!
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