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To stimulate or not to 
stimulate, that is the 
question 

This is a first, a central bank member 
talking about unwinding stimulus! 

Independent RBA board member, 
Ian Harper, has urged the Australian 
government to come up with a ‘tapering 
arrangement’ for its stimulus programs. 
These programmes are due to end in 
September, with the risk that a sharp 
cut off could damage the recovery and 
impact unemployment as, “The strongest 
form of Cold Turkey would be to cut back 
to where they were before. That would have 
a significant negative effect on consumer 
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confidence, on consumption behaviour, and 
consumption’s 60% of the economy.”

Speaking of unemployment, the 
Australian jobs report for May showed 
employment fell 227.7k against an 
expected 78.8k fall. This led the 
unemployment rate to climb to 7.1%, its 
highest print since 2001. With downside 
revisions to the April numbers, and the 
lowest participation rate since the end of 
1998, these numbers are, frankly, terrible!

New Zealand’s GDP for the March 
quarter, wasn’t much better either, 
coming in well below expectations at 

-1.6% for the quarter (expected -1.0%) 
and -0.2% annualised (expected 0.3%). 
It should be noted that the pandemic 
didn’t really impact until mid-March, so 
the implication is that the NZ economy 
was slowing even before COVID-19 hit.

Lorretta Mester, President of the 
Cleveland Fed, was talking down the 
US economy with a dire outlook for 
GDP and unemployment, but at least 
she expects the economy to pick up in 
late 2020. Headline comments included 
the classic, “(the) US recovery is going to 
be a long road back (as the) Fed will need 
to have a very accommodative monetary 
policy for a long time.” This one caught 
our eye too, as we believe it’s the first 
Fed comment on the social unrest, 

“longstanding racial and economic disparities 
are getting worse because of the pandemic.” 

Just to prove Mester’s point, Americans 
initial claims numbers were still  
eye-watering high at 1.5 million for  

the week, the lowest level since the 
pandemic began and trending lower,  
but still above market expectations of  
1.3 million.

Overnight, global markets were muted  
on reports of increasing second  
waves/lingering first wave infections  
in China, Israel, and New Zealand, while 
in the US,  California had its biggest one 
day jump, Florida’s cases rose the most 
ever, and Texas hospitalisations climbed 
for a seventh straight day. Politics is also 
back play too, after newspapers published 
summaries of John Bolton’s highly 
critical book on President Trump. In 
amongst all this, equities are off a touch, 
the US 10 year bond yield is at 0.69%, 
and, against the USD, the NZD is at 
0.6425 and the AUD is at 0.6850

Central bank action

The BoE voted unanimously to retain 
their key bank rate at 0.1%. Policymakers 
also voted 8-1 to increase their QE 
government bonds programme by an 
additional GBP100 billion, to take the 
total QE programme to GBP745 billion. 

Meanwhile, the PBOC has cut rates on 
its 14 day reverse repo to 2.35% (from 
2.55%). The PBOC government says 
economy is sound and monetary policy 
still in normal range.

G7 foreign ministers issued a joint 
statement “underscoring our grave concerns 
regarding China’s decision to impose a 
national security law on Hong Kong.”
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