
Little direction for markets
It was a fairly muted session yesterday, 
with the USD modestly higher overnight 
and the benchmark US 10-year yield 
easing 3bp to 3.72%. Markets will 
be looking towards tomorrow’s 
congressional testimony from Fed Chair 
Jerome Powell for any clues as to US 
monetary policy direction after the Fed 
kept interest rates unchanged at its 
last meeting however warned of more 
tightening ahead. Market pricing reflects 
one further hike later this year, although 
much will depend on how the data unfolds. 
US equities were down as markets worry 
prices have risen too high after the S&P 
500 recently hit a 14-month high.

The NZD/USD dipped briefly towards 
0.6130 overnight but starts this morning 
near 0.6170. The AUD/USD followed a 
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similar pattern, retracing a brief dip to 
0.6750 overnight. 

The overnight dairy auction came in 
better than expected, with the GDT Price 
Index unchanged in USD terms on very 
light volume. 

Further Chinese stimulus
In an expected move, the People’s Bank 
of China reduced its one-year and five-
year loan prime rates by a modest 10bps 
each yesterday. Although the modest 
reduction disappointed some who were 
looking for stronger stimulus to support 
the struggling property market and a 
Chinese economy which is fast losing 
steam. While central bank easing has 
already pushed the average mortgage 
rate in China to a record low, a number 
of forecasters have recently downgraded 
their expectations for China’s economic 
growth this year. 

The yield on China’s 10-year government 
bond dropped 2bps to 2.68%, meanwhile 
the Yuan weakened noticeably following 
the interest rate cut. From 6.700 in early 
January, the USD/CNY is now closing 
in on 7.200, with Chinese policymakers 
seemingly keen to use a depreciating 
currency as an economic lever.  

On the equities side, China’s equity 
markets have struggled to gain 
momentum to date in 2023 while Japan’s 
market has been at the other end of the 
spectrum. The Nikkei 225 equity index 
has climbed 30% this year, reaching 
levels not seen since the late 1980s.  

RBA less hawkish than 
expected
The minutes from the RBA’s June policy 
meeting showed the decision to hike by 
25bp to 4.10% was “finally balanced”. The 
decision came after monthly inflation 
data for April accelerated unexpectedly. 
The close nature of the decision saw 
markets pare bets the RBA will hike 
twice more this year and prompted the 
AUD to drop. 

Separately, a speech by Deputy Governor 
Michele Bullock yesterday worryingly 
warned that unemployment will have to 
rise towards 4.5%, from 3.6% current, 
for inflation to return to target. RBA 
forecasts show headline inflation only 
reaching the 2.00-3.00% target in mid-
2025, from around 7.00% currently. 
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