
The ground offensive has seen 
safe haven flows dominate.
The IDF’s raids into Lebanon has seen 
positioning move onto a defensive 
footing, which has benefitted the USD 
and US treasuries. These are traditional 
safe haven flows, and an escalation of the 
situation would likely see an acceleration 
in these flows.

Currently, the USD Index is trading at 
its 101.00 resistance level, which has 
seen the NZD/USD and AUD/USD ease 
back into the high 0.6200s and 0.6800s, 
respectively, although the NZD was hit 
harder, leading to the NZD/AUD easing 
back below the 0.9150 level, while NZD/
JPY was also hit hard, falling back to the 
90.50 level. 

Traders also looked to acquire treasuries 
on the safe haven flows, which saw the 2 
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and 10-year yields fall -2bps and -3bps 
to 3.63% and 3.75%, respectively, and 
the 10-year struggled to hold the 3.80% 
level. Equity markets were also a ‘sea of 
red,’ easing -0.5% to -1.5%, although the 
Nikkei rallied 0.75%.

Commodity markets rallied strongly, 
with oil markets gaining 2.5%, although 
steel was the strongest performer, 
rallying 6.75%. 

But the data was broadly 
supportive …

… with Euro-zone inflation falling from 
2.2% in August to 1.8%, its lowest since 
April 2021and ahead of forecasts at 
1.9%. European inflation is now below 
the ECB’s target at 2.0% supporting the 
business case for further rate cuts, which 
saw the German 10-year bund fall -9bps 
to 2.05%, its lowest level since the start 
of the year. 

ECB member Kazaks added, “The ECB has 
a clear-cut case for cutting interest rates at 
its next meeting, as the Euro-zone’s economy 
nears a tipping point. I very much agree with 
the markets’ pricing on the ECB’s October 
interest-rate decision,” which is pricing in a 
92.0% chance of a 25bps rate cut. 

In the US, manufacturing PMIs printed 
in contractionary territory for the 22nd 
time out of the last 23 months, printing 
at 47.2 against expectations at 47.5. 
Meanwhile, the number of job openings 
rose by 329k to 8.040m, which was 
above expectations at 7.655m, while the 
logistics manager’s activity index jumped 
to its highest level in 2 years at 58.6. The 

Atlanta Fed’s Q3 GDPNow tracker was 
lowered, from 3.1% to 2.5%, while US 
dock workers are threatening to strike 
after rejecting their latest pay offer.

The GDT dairy auction saw the overall 
index firm another 1.2% to continue its 
trend higher, although volumes were at 
the lower end of the scale. The standout 
performer was WMP, which firmed 3.0%, 
while SMP eased -0.6%. 

The NZ Treasury suggested, “Recent 
evidence suggests we are at, or near, 
the bottom of the economic cycle with 
consumer and business expectations 
improving (although) the current account 
deficit remains high at 6.7% of GDP due 
to a slow recovery in service exports and 
strong import volumes.” The NZIER also 
painted a positive picture after business 
confidence improved from -44 to -1 in Q3, 
with just 5.0% expecting a deterioration 
in general economic conditions over 
the coming months compared to 40.0% 
in the prior report. The report added, 

“There was a slight increase in the number 
of firms reporting higher costs in Q3 with 
only a net 3.0% of firms able to pass on 
those costs increases (from 23.0% in Q2) 
while a significant proportions of firms are 
now reporting it is easy to find skilled and 
unskilled labour.”

Part of the rational for the strong AUD 
overnight was their stronger than 
expected August retail sales number, 
which saw monthly sales jump 0.7% to 
3.1% on the year. It was the strongest 
result since May 2023! Despite the surge, 
consumer sentiment slipped from 84.9 to 
82.0. 
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