
When young Ginge said to me …
“What’s your pick for Q2 GDP?” two 
minutes before the release, I replied, “It’s 
irrelevant … it’s so old now, no one cares.” 
Well, how wrong I was!

That’s not a recession …. that’s a 
depression, baby!
NZ Q2 GDP was a shocker … plain and 
simple! While most forecasters had been 
in the -0.2% to -0.4% range, the 0.9% 
contraction stifled any hopes of a coming 
recovery, adding further pressure on the 
central bank to continue slashing interest 
rates. The 0.9% fall was broad-based with 
falls in 10 out of 16 industries with GDP 
having contracted in three of the last 
five quarters, while the 0.6% contraction 
on an annual basis cemented in five 
consecutive negative annual prints.

As one would expect, local swap rates 
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and the NZD plummeted, while we’ve 
already had two banks call for 75bps of 
cuts at the next two RBNZ meetings to 
generate a 2.25% OCR by Christmas. The 
2-year swap rate plummeted 12bps to 
the 2.71% level, while the 5 and 10-year 
rates fell 8bps and 6bps, which has seen 
the yield curve steepen further. 

US Treasury yields were a touch higher 
overnight as the markets aligned with the 
Fed’s pricing of 3-rate cuts by 2026, the 
2-year is 1bps higher at 3.58%, while the 
10-year firmed 3bps to 4.12% with the 
4.00% level holding.   

The NZD was, unsurprisingly, the worst 
performing currency overnight, in what 
was a strong USD-session. While the 
USD-index firmed 0.4%, the NZD fell 
1.4% to be at the base of its recent range 
against the USD. The NZD/AUD has 
fallen below the 0.8900 level, reaching 
a 3-year low despite the AUD weakening 
0.6% against the USD after its poor 
employment release, while the NZD is 
also approaching monthly lows on most 
of its crosses with NZD/EUR back below 
0.5000.

But despite the doom and gloom in NZ, 
global equity markets are continuing on 
their tear with bourses 0.3%-1.3% higher, 
although commodity prices were the 
opposite, broadly 0.5% lower.

Following on from the FOMC 
rate cut …
The PBoC resisted the temptation to 
follow its US peers, choosing to leave its 
key 7-day reverse repo rate unchanged 
at 1.40%, while …

• As mentioned, the Australian 
employment data generated a pessimistic 
outlook for all of those New Zealanders 
who want to immigrate there, after 
5.4k workers departed the workforce. 
Most shockingly, full-time employment 
lost 40.9k workers, while part-time 
workers increased by 35.5k. Somewhat 
fortuitously, the unemployment rate 
remained at 4.2% as the participation 
rate fell to 66.8%.

• The BoE voted 7-2 to hold its benchmark 
Bank Rate at 4.00%, following on from 
August’s 25bps cut. Policymakers noted 
that a gradual and cautious approach 
to further easing monetary restraint 
remains appropriate. The central bank 
also announced it will slow the pace of 
its QT programme, scaling back its bond 
sales from GBP100bn per month to 
GBP70bn.

• The US releases saw initial jobless claims 
fall by 33k to 231k, which contributed to 
continuing claims easing 7k to 1,920k. 
The Philly Fed manufacturing index also 
generated a positive print after its surged 
to its highest level since January at 23.2 
in September, following August’s -0.3. 
On a side note, Donald Trump has asked 
the Supreme Court to let him fire Fed 
Governor Lisa Cook

• Lastly, the Eurozone’s current account 
surplus narrowed to EUR35bn in July 
from EUR39.3bn a year earlier.

Finally, a big shout out to the young 
guy at football last night. Not only did 
he dislocate his finger with a bit of the 
bone sticking out, he stayed to the end to 
watch the game! 
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