
I don’t believe it!
The ECB stuck to its guns and raised their 
key interest rates for a 10th consecutive 
time, the 25bp hike lifting the deposit 
rate to a record 4.00%, the marginal 
lending rate to 4.75%, and the main 
refinancing rate to 4.50%, its highest 
level since 2001. With a ‘dovish’ tone, 
the central bank signalled that it is likely 
done with the current tightening cycle, as 
inflation has started to decline, although 
they also warned they see inflation 
remaining persistently high for too long, 
while ECB President Christine Lagarde 
acknowledged she “can’t say” if European 
rates have peaked. Policymakers also 
cut their growth and core inflation 
forecasts for every year through to 2025.

In a surprise move, the PBoC announced 
a further 25bps reduction in the reserve 
requirement ratios for all banks with 
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immediate effect. It was the second RRR 
cut this year, lowering the rate for large 
banks to 10.50%. Moody’s also slashed 
the Chinese property sector’s outlook 
to negative from stable while Fitch 
announced global economic conditions 
are continuing to deteriorate as “the 
deepening slump in China’s property market 
is casting a shadow over global growth 
prospects just as monetary tightening 
increasingly weighs on the demand outlook 
in the US and Europe. We now expect the US 
to fall into recession in the H1 24. The Fed 
is close to reaching a peak on rates and we 
expect just one more 25bps hike to 5.75%.”

And speaking of the US, their economy 
is continuing to run hot after retail sales 
rose by a more-than-expected 0.6% 
in August, higher than July’s revised 
0.5% increase, while PPIs also exceeded 
expectations to reach their highest level 
since June 2022, at 0.7% in August. US 
employment also remains strong, with 
unemployment claims rising by just 3k to 
220k, which was below forecasts at 225k 
and close to last week’s 7-month low.

Following on from the overnight releases, 
it was no surprise to see the USD-index 
firm against its major trading partners, 
while EUR/USD fell below the 1.0650 
level. The NZD/USD was flat while 
the AUD/USD made a modest gain on 
the PBoC announcement. US yields 
firmed on the stronger-than-expected 
releases, with the 2 and 10-year yields 
3bps and 4bps higher at 5.01% and 
4.29%, and we should expect this 
strength to filter through to the NZ and 
AU interest rate markets this morning. 

Commodity markets also had another 
strong session, driven by oil prices - 
with WTI and Brent rallying 1.0%-2.0%. 

The Australian job market is also 
remaining strong with a further 64.9k 
jobs added in August, although some 
of the shine was lost given the vast 
bulk of jobs added were part-time. 
The unemployment rate remained 
unchanged, at 3.7%, mainly due to the 
jump in participation to 67%, a record 
high. Australian consumer inflation 
expectations also eased back, from 4.9% 
to 4.6%.

I still don’t believe it!
Fitch expects the first Bank of Canada 
rate cut in April 2024 while they also 
reduced their 2023 and 2024 Canadian 
GDP forecasts to 1.1% and 0.7% as, 

“Underlying growth momentum is weak as 
past tightening takes its toll on domestic 
demand.”

Goldman Sachs has not recommended 
anything but cash right now, “While a US 
soft landing has become more likely, it might 
be less of a tailwind for risky assets from here 
if upward pressure on bond yields continues.”
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