
Sticking to the script!
Yesterday’s RBA announcement played 
out as we expected, with the central bank 
maintaining the cash rate at 4.35% while 
the Governor, Michele Bullock, warned, 

“We have made good progress on inflation 
but the `job is not done’. We still have a little 
way to go to get inflation down. We still think 
the risks are balanced and we are not ruling 
anything in or out on policy. The November 
rate hike was not a mistake as we need to be 
sure we won’t have to backtrack on inflation. 
We’ve got to be confident that we’ll get to 
the midpoint of the target to think about 
interest rate cuts.” So, to conclude, plenty 
of warnings that the RBA is convinced 
inflation is on a sustainable path back 
to target and further interest rate rises 
could not be ruled out, but unless these is 
a major shock, the top is in place.
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OCR/Cash 5.50% 4.35%

90 day bills 5.71% 4.40%

2 year swap 4.86% 3.92%

10 year Govt 4.73% 4.22%

The overnight ‘big tick’ award … 
… went to dairy, after last night’s GDP 
auction saw the overall index rally a 
massive 4.2%, which was substantially 
above the 2.0% gain forecast! It was 
the 5th consecutive gain, with the 

‘core’ products doing most of the heavy 
lifting, with WMP firming 3.4%, while 
SMP rallied 4.6%, although butter was 
the standout performer, surging an 
incredible 10.3%!   

The strong GDT auction underpinned a 
strong session for commodity markets 
overnight, while equity markets also 
had a positive session, broadly firming 
between 0.0% - 0.5% as Chinese stocks 
recorded their best session since 2022, 
after reports circulated regulators 
plan to brief President Xi on ‘market 
conditions’ … it’s unclear if new measures 
will be announced, but traders are 
forever hopeful! 

The SEC announced it will label hedge 
funds and proprietary firms that 
regularly trade Treasuries as dealers, 
with the concern it will result in greater 
scrutiny and add to compliance costs, 
which may see some firm pull-out of the 
market, reducing liquidity. Despite this, 
US bond yields eased back after their 
strong 2-day rally with 2 and 10-year 
yields falling -8bp to 4.39% and 4.09%, 
while the USD-index eased back from its 
3-month high, which saw the NZD/USD 
and AUD/USD post modest gains. 

At the peripheral.  
In the US, Minneapolis Fed President, 
Neel Kashkari, announced, “Inflation has 
come down very quickly and the labour 
market is very strong. It is a conundrum, but 
a recession is not my base case. We are not 
quite there on year-over-year inflation data, 
but the 3 and 6-month data is basically 
there. The data is looking positive.” Neels 
colleague, Loretta Mester, then added, 

“Expect the Fed to gain in confidence to cut 
rates later this year, (but) when the Fed 
cuts rates, it will likely be at a gradual pace. 
The Fed can lower rates later this year if 
the economy performs as expected, but if 
inflation doesn’t fall, we can maintain the 
current policy settings.”    

Later in the session, US Treasury 
Secretary, Janet Yellen, warned, “The US 
budget does not need to be balanced to be 
on a fiscally sustainable path (although) it is 
critical to reduce deficits to stay on fiscally 
sustainable path. The refinancing of real 
estate loans amid high vacancies will put a 
lot of stress on property owners, and there 
may be some financial institutions that are 
quite stressed by commercial real estate 
issues.”

Euro-area retail sales fell -1.1% in 
December, while German factory orders 
surged 8.9% in the month.

CitiBank has warned that investor 
positioning in tech stocks is so bullish 
that any selloff could trigger a wider rout!
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