
The start of the stagflationary 
cycle?
Well…  it could be … for the US!

Following Thursday’s stronger-than-
expected PCE inflation report, Friday’s 
non-farm payroll numbers were a 
shocker. In July, employers added 73k 
jobs, which was below the 110k expected, 
and if that wasn’t bad enough, June’s 
numbers were revised lower by 147k 
to 14k, while the May numbers were 
revised down by 125k to 19k!  That’s 
quite right … the last 2-months of jobs 
gains were revised down by 258k! That is 
a hell of a correction … and if you thought 
that was the end of it … just wait for the 
September release which will feature 
the annual benchmark revisions for April 
2024 thru to March 2025! 

In amongst the detail, the US 
unemployment rate edged higher to 
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4.2%, from 4.1% in June, average hourly 
earnings firmed 0.3% to be at 3.9% for 
the year. The University of Michigan’s 
consumer sentiment index came in 
at 61.7 in July from the preliminary 
estimate at 61.8, with 1-year inflation 
expectations dropping from 5.0% to 4.5%, 
while the 5-year projection declined for a 
third month in a row from 4.0% to 3.4%.

The huge job revisions saw the US dollar 
index fall 1.3%, back towards the 99.00 
level after trading above the 100.00 
level prior to the release. The JPY was 
the biggest beneficiary rallying 2.2% 
towards the 147.25 level, having reached 
150.91, while the EUR rallied 1.4%. The             
NZD/USD recovered from its 0.5857 low 
to open this morning at 0.5920, while the 
AUD/USD went from 0.6419 to 0.6475. 

US Treasury yields naturally tumbled on 
the payroll report as markets priced in a 
more aggressive cutting cycle from the 
Fed. The 2-year plummeted 26bps to 
3.70%, the 10-year yield dropped 15bps 
to 4.22%, while the 30-year yield pulled 
back 6bps to 4.84% ... which will make for 
a very interesting open on the local swap 
curves. They will open lower, but the 
question is … to what degree!

Equity markets also tumbled as investors 
weighed the stark signs of a weakening 
economy and President Trump’s modified 
tariff rates. Most exchanges were 1.0% 
to 3.0% lower, while gold rallied 2.3% on 
safe haven flows as oil prices fell 3.0%.

Following the announcement, President 
Trump fired Bureau of Labor Statistics 
Commissioner Erika McEntarfer, 
tweeting, “We need accurate jobs numbers. 

I have directed my Team to fire this Biden 
political appointee, IMMEDIATELY,” while 
the Fed also announced that member 
Adriana Kugler had resigned. No reason 
was given for Kugler’s resignation, and 
it’s expected the President will appoint 
someone in favour of lower Fed rates.

With New Zealand inexplicitly seeing its 
US tariff cost increased from 10% to 15%, 
Trade Minister Todd McClay announced, 

“We will be making the case about why this 
shouldn’t have happened and engaging very, 
very quickly with US officials to clarify this 
and to seek changes.” Maybe, just maybe, 
it would have been better to engage 
before the announcement, rather than 
afterwards? 

This week …
Will start slowly with today being a NSW 
holiday. We also have a fair few releases 
later in the week with, from the US, ISM 
services PMIs, the trade balance, factory 
orders, Q2 productivity, jobless claims 
and labour costs. We also have a BoE 
meeting, Chinese consumer and producer 
inflation, Japanese household spending 
and current account balance, Eurozone 
retail sales and producer prices, German 
factory orders, industrial production, 
and trade, and from Australian, trade, 
PMIs, job-ads and household spending. 
Finally, from NZ we have commodity 
prices, unemployment, wage inflation, 
and the RBNZ inflation expectations ... 
which should provide some insight as 
to whether the RBNZ cuts in August or 
October.
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