
As we approach the pointy end 
…
… ahead of tomorrow’s RBNZ meeting, 

the 25bps or 50bps discussion is now 
officially redundant. Mr Orr has already 
made his mind up … we just need to 
wait for the official confirmation. My 
opinion, for what its worth is … I know 
what he should do, but will he cut 
50bps? The Fed gave the RBNZ the 
‘tick’ to go faster earlier, and the local 
economy definitely needs it, but the 
man sitting at the top of the table has 
his own opinion … and that’s what we’ll 
be getting …. and I suspect there will be 
some words of warning in the guidance!   

It would appear the NZIER Shadow 
Board were equally split over what the 
central bank will do with half of the 
members calling for a 50bps cut, citing 
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concerns about the persistent weakness 
and increasing excess capacity within the 
economy, while the remainder favour a 
more cautious approach, recommending 
a 25bps reduction due to lingering 
upside risks in non-tradable inflation.

But to some extent … does it matter? 
The issue is that most companies fund 
themselves off the interest rate curve, 
not the OCR, and the interest rate curve 
is continuing to grind higher. The 10-year 
treasury yield is above the 4.00% level, 
having firmed 6bps to 4.02%, which is 
incredible when you think it was yielding 
3.60% the day before the Fed hike. The 
2-years also rallied, firming 7bps to 
yield 4.00%. These moves found further 
support when Fed member Neel Kashkari 
suggested a higher neutral rate stating, “I 
now see neutral fed funds rate as close to 
3.00%.” These moves have also been 
impacting the NZ curve with the lowest 
point, the 3-years, having previously 
struggled to break the 3.40% level, closing 
last night at 3.54%, and will likely trade 
higher this morning on the open amid a 
curve that has steepened a lot recently.  

These higher yields have also supported 
the USD, which had a further leg up 
overnight with the NZD and AUD the 
worse performers falling -0.7%. The one 
currency that bucked the trend was the 
JPY, which traded above the 149.00 level 
vs. the USD before Japan’s ‘top currency 
diplomat’ Atsushi Mimura, announced 
he would “monitor the JPY, including 
speculative movements”, while Finance 
Minister Katsunobu Kato added, “a weak 
yen has both merits and demerits. There 

is a need to monitor how excessive forex 
movements will affect corporate activities 
and households.” This was enough for 
the USD/JPY to pull back to the 148.00 
level, with the NZD/JPY at 90.50. 

US equity markets sold off, falling -1.0% 
as investors re-positioned themselves 
ahead of a far more ‘muted’ cutting 
cycle, although the European exchanges 
posted modest gains, while oil prices 
continued their recovery firming 
another 3.8% overnight to a 7-week 
high following last week’s 9.0% gain!     

Looking at the inconsequential 
stuff
Eurozone retail sales rose 0.2% in August 
follow July’s flat print, which saw ECB 
and French central bank Governor, 
François Villeroy de Galhau, announce, 

“The ECB will probably cut interest rates 
on 17-October. Economic growth is 
weak, bringing the risk that inflation will 
undershoot its 2.0% target. The ECB should 
be back at the ‘neutral’ rate sometime in 
2025.”

UK house prices increased 4.7% in the 
year to September, which was the highest 
since November 2022.

The Melbourne Institute projects 
Australian inflation will print at 0.1% in 
the September month and at 2.6% on the 
year, which should please the RBA. 

Finally … a big shout out to one of my girls 
… well done on getting that full driver’s 

licence. Passing while breaking the speed 
limit is very impressive! 
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