
Fears cool
Friday brought some positive sentiment 
to markets as last week’s worries 
around a couple of US regional banks 
subsided as solid earnings from regional 
lenders calmed nerves. Furthermore, 
Trump stated that the high tariffs that 
he threatened on China were “not 
sustainable” before adding “I think we’ll be 
fine with China”. The Americans seem to 
appreciate that they do not hold all the 
cards in this negotiation as NEC Director, 
Kevin Hasset, stated that China holds 
some leverage with its rare-earth exports 
threat. 

We remain light on data out of the US 
as we approach the fourth week of the 
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US government shutdown. However, 
the weekend did include some Fed talk 
before the blackout period ahead of the 
upcoming FOMC meeting next week. 
Starting us off, St. Louis Fed President, 
Alberto Musalem, stated “I could support 
a path with another cut if more risk to jobs 
emerge and inflation remains contained” 
before adding to the growing number 
of Fed members advocating for caution, 
highlighting that it is “important for the 
Fed to be cautious right now” as “we are in 
a particular uncertain moment”. The lack 
of key US economic data isn’t helping, a 
result of the government shutdown. 

Other central bankers from around the 
world were also on the wires with the 
Bank of Canada Governor, Tiff Macklem, 
sounding particularly dovish, stating, 

“We’re putting more emphasis on risk when 
it comes to the next rate decision” and 

“Growth is not going to feel very good and 
it’s certainly not going to be enough to close 
the output gap”. The BoE’s Megan Greene 
was worried about the inflation problem 
in the UK as indicators show disinflation 
slowing, she advocated for a slowing of 
the rate cutting cycle but did add that the 
rate cutting cycle is not over. 

Markets are similar to when we left on 
Friday. With the improved sentiment 
US Treasuries bounced. The 2-year and 
the 10-year both firmed 3bps, to be at 
3.46% and 4.01%, after the 10-year fell 
below 4.00% briefly last week for the 
first time since April. The US dollar index 

is up slightly, currently at 98.43, leaving 
the NZD/USD at 0.5735, while the                       
AUD/USD has softened slightly, currently 
at 0.6490 which means the NZD/AUD has 
firmed to be at 0.8835. Gold stalled on its 
skyward trajectory and remains around 
4250, while oil prices are slightly firmer. 

The week ahead
This morning starts us off strong for 
the week as we have the New Zealand 
CPI release, which could see annual 
inflation test the top of the RBNZ’s 
1.00%-3.00% target range - with some 
market participants expecting the 
release to breach through 3.00%. As 
usual, any release that strays too far from 
expectations can create volatility and re-
adjust the OCR’s projected track. 

In the United States, the big release is the 
delayed inflation data later in the week. 
That print will shape expectations for the 
Federal Reserve’s late-October meeting. 
Given the slowing US labour market, a 
Fed cut is fully priced (along with another 
in Dec.). We also have a suite of data out 
of China that includes Q3 GDP, retail 
sales and industrial production. Other 
key releases include updates on PMIs 
for the US euro area, UK and Japan, but 
as always, markets will be tuned to any 
tariff/trade developments, with US-
China antagonism far from settled.   
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