
China brings out a bazooka … 
and it’s a BIG one!
The PBoC unleashed a wave of stimulus 
measures in an attempt to re-ignite its 
economy!

The most important move was a 20bps 
cut to its benchmark 7-day reverse repo 
rate, bringing the new rate to 1.50% 
from 1.70%. This was significant in that 
most of the previous Chinese cuts have 
been in batches of 10bps, so a 20bps cut 
is noteworthy. The second move was a 
50bps cut to the major banks reserve 
ratio requirements (RRR) from 10.0% to 
9.5% in an attempt to stimulate lending 
activity, while further ‘adjustments’ 
included the ability for fund managers 
and brokers to access PBoC fund 
facilities to buy stocks and shares, while 
the PBoC will also ramp up its re-lending 
programme to banks providing 100% 
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of the principal via bank loans to SOEs 
to acquire unsold property inventories. 
The PBoC Governor, Pan Gongsheng, 
also confirmed that the authorities will 
announce 6 new measures to support 
M&A activity, that he expects to cut the 
LPR, or mortgage rates, by between 
0.20%-0.25%, and that the deposit 
rate on 2nd home purchases will also 
be reduced from 25% to 15%. Finally, 
the Governor also warned currency 
speculators that a dramatically stronger 
currency would not be tolerated and that 
while, “uncertainties remain, the Yuan has a 
stable foundation.”  

Against this, the RBA brought 
out a pop gun …  

… leaving its key interest rate unchanged 
at 4.35%, a 12-year high. This was 
expected, while the statement repeated 
a reference to “not ruling anything in or 
out!”

The statement also noted the RBA doesn’t 
see inflation returning “sustainably” to 
its target until 2026 with the wording 
suggesting a more cautious tone. The 
statement also noted its August Q2 
GDP outlook was quite slow. The board 
also reiterated its concerns about the 
softening Chinese economy, and its 
impact on commodity prices, although 
today’s Chinese stimulus announcements 
saw commodity prices spike, which could 
offer the RBA some temporary relief.

And the best of the rest …
… we’ve seen it before and I suspect we’ll 
see it again … German IFP business 

confidence dropped from 86.6 to 85.4, 
while the US Case-Shiller 20-city home 
price index rose 5.9% in the year to July, 
slightly lower than the prior month’s 
6.5% gain.

The Chinese stimulus provided a boost to 
commodity prices with silver spiking 4.8%, 
copper jumping 4.1% to a 2-month high, 
steel gained 3.0%, while oil prices firmed 
1.8%. Unfortunately, iron ore, which had 
initially rallied strongly, wasn’t able to 
maintain those gains and is now down 

-0.4% on the day. The Chinese equity 
markets liked the stimulatory measures, 
spiking 4.0%, as did the European and 
Asian markets which gained 0.5% - 1.3%, 
although the US markets were flat. 

The USD index fell -0.5%, although 
it should be noted it is still above the 
100.00 level and, somewhat confusingly, 
the NZD was the biggest gainer firming 
1.1% to a 9-month high against the USD, 
and to 0.9200 against the AUD, which has 
‘only’ gained 0.7% against the USD. It’s a 
bit of a mystery as to the extent of the 
NZD’s strength, and while the technicals 
suggested a rally, the question remains 
as to why the NZD has outperformed 
given that the CNH gained 0.7%, the EUR 
and GBP gained 0.5%, and the JPY only 
managed 0.3%.

Every session since the Fed’s rate cut has 
seen the US 10-year treasury post yield 
related gains, although this morning we 
have seen a correction with the 10-years 
yield falling -1bps to 3.74%, while the 
2-years has fallen -5bps to 3.54% amid 
the steepening bias.  
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