
Fingers crossed
As we watch the NZ COVID-19 Delta  
variant numbers start to come in, the 
initial reaction was the numbers weren’t 
growing exponentially. Fingers crossed 
that trend continues!

US jobless claims continued its 
downward trend printing at 348,000, 
while the Philly Fed Index slowed for the 
4th month at 19.4. Goldman Sachs cut its 
US Q3 GDP forecast to 5.5% due to the 
delta variant. We’re not sure whether 
there’s a trend here, but Goldman’s were 
forecasting 8.5% at the end of July, and 
9.5% prior to that!

Following on from the ECB’s internal 
review and the lifting of its inflation goal 
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to 2.0%, chief economist, Philip Lane, 
stated that “the revision to rate forward 
guidance constitutes just the first step in 
implementing our new strategy.”

A strong Australian July employment 
report showed that a further 2,200 
workers were added to the workforce, 
which was considerably better than the 

-46,200 contraction that was expected, 
which saw the overall unemployment 
rate fall to its lowest level since 2009 
hitting 4.6%! Good news all-round 
with the participation rate in line with 
expectations at 66.0%, although the 
underemployment rate increased to 
8.3%.     

Meanwhile, Mr Orr spoke to a ‘working 
group’ of MP’s (isn’t that an oxymoron?) 
re-iterating that “house prices are above 
sustainable levels. It’s highly likely RBNZ 
would have hiked rates without the latest 
delta lockdown. Our view is to increase 
the cash rate towards a more neutral level 
over the next 18 months.” We suspect 
the RBNZ view 2.0% as the new neutral 
rate. Current pricing is at 60% for a hike 
in October, and 52% for a second hike in 
November. 

President Xi Jinping, in a move to 
appease the middle-classes, has offered 
an outline for “common prosperity,” which 
essentially put the country’s wealthiest 
citizens on notice.

There seems to be a bit of a trend here 
with iron ore, luxury stocks, and the 
dollar all sending the same message… 
investors are getting uneasy as concerns 

build over the Chinse economy recovery, 
the resurgence of COVID-19 via the 
delta strain, and the increased possibility 
of tapering by the Federal Reserve. 
European stocks dropped the most in 
a month, while US equities are mixed. 
Commodities are a sea of red, and the 
VIX, which measures market volatility, 
is on track for its biggest weekly surge 
since January. The 10-year Treasury 
eased to 1.25%, the bund and the NZ 
10-year yields are unchanged at -0.49% 
and 1.77%, although the AU 10-year 
fell over 5 points to 1.09%. The current 
bout of USD strength continued with a 
close at these levels suggesting further 
momentum, which will keep the EUR, 
NZD and AUD under pressure.   

Today’s thought piece 
While the resurgence of COVID-19 has 
accelerated the decline of commodities, 
the slump in metals such as copper and 
iron ore also fit into a historical pattern 
with credit tightening in China. Policy has 
shifted away from a tightening bias after 
the PBoC cut its reserve requirement 
ratio’s in July, although growth hasn’t 
slowed enough to warrant an aggressive 
easing, but it should be noted it is  
increasing rhetoric hinting that a fiscal 
easing is a possibility. 

Stay safe, keep on smiling, and hey, let’s 
be careful out there!
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