
Always expect the unexpected!
And that’s what you have to do with a 
certain Mr. Orr in charge! 

Unexpectedly, or expectedly, depending 
on who you listen to, the RBNZ yesterday 
cut the OCR by 25bps to 5.25% as the 
central bank was, “Confident inflation (will 
be) back in its target band,” adding that, “We 
can commence re-normalising rates,” but 
perhaps what was more telling was the 
huge shift in the central bank’s forecasts, 
with its projections now implying cuts at 
the next three meetings, and then every 
second meeting thereafter. Apart from 
a major financial markets event, such as 
the GFC or Covid, I suspect this could be 
the central banks largest ever pivot, with 
the RBNZ lowering its OCR track by up 
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to -130bps and accelerated the timing 
of cuts by 12-months! There was also a 
huge shift in the GDP projections, with 
growth lowered by -0.6% in Q2 and -0.5% 
in Q3, which would place the country in 
its third recession since 2022!  

To this point, there was a fair bit of 
criticism levelled at the Governor during 
the press conference, which was to 
some extent justified given that in the 
May MPS the RBNZ floated the idea 
of a rate hike and wasn’t projecting a 
rate cut until Q3 25, yet it cut the cash 
rate at the very next MPS meeting. But 
while the initial inquisition was batted 
away with a simple, “let’s move on,” 
persistent questioning initially saw Mr. 
Orr emphatically state the RBNZ wasn’t 

“bluffing” with its hawkish rhetoric in May, 
that the changes weren’t a “huge change,” 
and that the answer was in, “the first two 
paragraphs of the document” before adding, 

“People please understand the conditionality 
of economic forecasts — you need to get 
that across to your listeners!” Ultimately, 
the Governor eventually conceded that 
economic output had declined much 
more rapidly than expected, but still 

-130bps worth? 

US CPI
US CPI printed at 0.2% for July and 2.9% 
on the year, while core CPI came in at 
0.2% and 3.2%, respectively. This was 
largely in line with market expectations 
and will help support confidence for a 

September rate cut by the Fed. In the UK, 
CPI printed at -0.2% for July, and 2.2% on 
the year, while core CPI printed at 0.1% 
and 3.3% respectively. Swap rates eased 
in anticipation of further interest rate 
cuts from the Bank of England. 

Eurozone GDP was up 0.3% for the 
June quarter, and up 0.6% on the year, 
while the industrial production numbers 
weren’t so pretty, surprising to the 
downside to be down -0.1% for the 
month of June, and down -3.9% for the 
June year. 

In terms of the market reaction to 
the RBNZ rate cut, the NZD was hit 
immediately, selling off -1.0%, although 
the rates reaction was initially subdued, 
with the move being exaggerated on the 
European open. Interestingly, the NZ 
interest rate curve is now positive, with 
the 2-yr versus 10-yr swap spread up 
2.5bps. In reaction to the US CPI print, 
the US 10-year Treasury yield was also 
lower, falling -1bps overnight to 3.83%. 
Commodities came under further selling 
pressure, with gold down 0.8% overnight, 
while iron ore slid further south to 
$95.50/MT, down -20.5% from its May 
2024 peak. This downward trend may 
see the AUD struggle.  
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