
US hopes of a ‘soft landing’
The Fed raised its benchmark interest rate 
by 25bp this morning, to a range of 5.25%-
5.50%, as widely expected. Financial 
markets took the announcement in their 
stride, with the US 10-year treasury yield 
down only a couple of points to 3.85%. 
Currency and equity markets also well 
behaved. The NZD/USD starts today 
near 0.6220, similar to yesterday’s level. 

The latest hike takes the US benchmark 
rate to its highest level in 22 years. 
Although the Fed has kept the door 
open to further hikes and is no longer 
forecasting a recession ahead for the US 
economy, markets expect today’s hike 

– the eleventh increase since early 2022 - 
will be the last in this cycle. US headline 
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inflation has cooled to 3.0% in June, 
down from a peak of over 9.0% last year 
when prices were rising at their fastest 
pace in four decades. The US economy 
has held up better than many expected, 
with the Fed describing the economy 
as still expanding at a “moderate” pace. 
Inflation is not expected to return to 
target until 2025. 

Market focus will now shift to the ECB, 
which is also expected to deliver a 25bp 
hike tonight to 3.50% - which would also 
be their highest level in 22 years.  

Australian CPI lower
Inflation data from Australia for the 
June quarter came in at 0.8%, slightly 
lower than expectations of 1.0%, while 
the annual rate fell from 7.0% to 6.0%, 
meeting expectations and matching 
the New Zealand rate. The annualised 
quarterly rate rose 3.2%, confirming the 
slowing trend. 

Australian Treasurer Jim Chalmers 
said, “there is a long way to go to beat 
inflation”, and that, “inflation is moving 
in the right direction”. Market pricing is 
consistent with a further hike from the 
RBA, although much will depend on how 
the data evolves over the coming months. 
The AUD/USD fell immediately after the 
inflation data, but the move was reversed 
following the Fed announcement. 
Australian yields moved lower, with the 
5-year swap rate easing almost 10 basis 
points lower to around 4.30%. 

The IMF has weighed in on the BoJ’s 
policy stance, with chief economist 
Pierre-Olivier Gourinchas stating, “right 
now, the risk is probably on the upside, that 
maybe inflation pressures will continue to 
remain above the target” and “our advice 
for Japanese authorities is that right now, 
monetary policy can remain accommodative, 
but it needs to prepare itself for the need to 
maybe start hiking”. It also suggested the 
BoJ could “be a bit more flexible and maybe 
move away from the yield-curve control that 
it has now.” 

The NZD/JPY continues to hold above 
87.00, not far off its 8-year high.  
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