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Super Mario runs out of 1-Ups? 
Market sentiment has been tentatively positive in the US overnight, with no obvious catalyst as such. Data prints 
haven’t been particularly earth shattering, while the ongoing trickle of earnings data out of Wall Street has been 
mixed, with Google announcing a hiring freeze but subscriber data from Netflix not as grim as analysts had expected. 
It’s a different story over in Europe though, with the ongoing Italian political crisis crimping moods. PM Mario Draghi 
failed in an attempt to revive his coalition, putting new elections that could catapult the far-right into power that 
little bit closer. 

The upshot has seen US and European equities diverge overnight. On Wall Street the S&P500 lifted 0.76%, the Dow 
rose 0.3% and the Nasdaq leapt 1.72% after an earlier decline. Meanwhile, the pan-European STOXX index was 
flattish at -0.6%, pushed lower by a 1.6% dip in the Italian FTSE MIB. Globally, sharemarkets are still a good 20% 
below their peak at the start of the year. 

With no inflation data prints out or comments from Fed officials, shifts in Treasury yields have been modest 
overnight. The curve has lifted about 1-3bps, with the larger lifts in the belly. Again, it’s the shift in European yields 
that have been more dramatic, with Italian yields lifting 5-10bps (note that a fair degree of the recent political 
uncertainty is already priced in too). German yields have dipped 1-3bps – the ECB has pledged to roll out a new anti-
spread tool to limit the divergence in European bonds at its meeting tonight, alongside its monetary policy decision. 

There’s been a little bit more downward pressure on commodity prices overnight after their bounce back earlier in 
the week, with WTI and Brent Crude hovering north of the US$100/barrel range at $102-107. 

The most notable features of currency markets overnight have been a big underperformance in the EUR (thanks 
Italy). With the USD enjoying a relatively good night despite the tentative gain in risk sentiment, NZD/USD is largely 
unchanged near 0.6230. NZD/AUD has eked out a small gain to around 0.9040. NZD/EUR is at a three-month high 
around 0.6120. 

RBA Governor Lowe delivered a closely anticipated speech on the inflation outlook yesterday, but largely just 
reiterated the Bank’s commitment to further tightening (ya don’t say?). In short, with Aussie inflation threatening 
to peak at circa 7%, the Bank’s got more work to do in bringing policy rates back to neutral – ~2.5% according to 
Lowe, but a fair degree lower (no pun intended) according to our friends at CBA. There was a bit of excitement in 
relation to the guv’s use of the word ‘steady’ in relation to interest rate rises, which some took as a coded message 
around the size or frequency of future hikes. We’re a bit wary of overinterpreting the odd word change – central 
bank governors seldom declare they’ll be raising rates ‘erratically.’ There’s still a risk of a 75bps hike in August if Q2 
CPI prints on the strong side (markets are currently pricing just north of 50bps). 

In other monetary policy news, the People’s Bank of China left loan prime rates unchanged yesterday, as was 
widely expected. It’s a delicate balancing act for the PBOC. On the one hand, the Chinese government has set itself 
an ambitious growth target this year and local inflation is lower than in the developed world. But on the other, 
Chinese leaders have expressed concerns about the transmission of inflationary pressures from overseas, and 
further easing carries financial stability implications (think capital outflows and such like). 

Data wrap: UK CPI in line with expectations, but still nudging 40-year highs at +9.4% annually. German PPI on the 
weaker side at +32.7% annually (survey: +33.7%) so chuck that on the pile. Tighter financial conditions heavily hit 
new US home sales, which fell 5.4% against expectations of a more modest 1.1% mom dip in June. 

Day ahead: Another pretty quiet session all things considered. Bank of Japan will leave monetary policy unchanged 
(i.e. pretty darn tooting stimulative) given Japan’s not experiencing the same surging inflation pressures as 
elsewhere. Overnight the ECB meeting should be a bit livelier, with the Bank likely to lift interest rates for the first 
time this cycle. Both the market and our CBA chums expect a 25bps hike in the deposit rate to -0.25% (again, pretty 
darn tooting stimulative), but the risk is that high local inflation and aggressive tightening offshore prod the Bank 
into a more aggressive 50bp-er. 
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Currencies Currencies Commodities Equities

NZD/USD 0.6230 0.1% NZD/SEK 6.386 0.3% NZX WMP 3655.0 -0.5% Dow 31875 0.2%

NZD/AUD 0.9047 0.3% NZD/DKK 4.558 0.6% Gold $/o 1696.2 -0.9% S&P 500 3960 0.6%

NZD/EUR 0.6121 0.6% NZD/THB 22.9 0.3% WTI Oil $/b 102.3 -1.9% NASDAQ 11898 1.6%

NZD/JPY 86.15 0.2% AUD/USD 0.6887 -0.2% Money Market (%) FTSE 7264 -0.4%

NZD/GBP 0.5201 0.3% EUR/USD 1.018 -0.5% 90 Day BB 3.12 -0.01 CAC-40 6185 -0.3%

NZD/CAD 0.8028 0.2% USD/JPY 138.3 0.1% OCR 2.50 0.00 DAX 13282 -0.2%

NZD/CHF 0.6053 0.4% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 20890 1.1%

NZD/HKD 4.891 -1.0% NZ 3.79 0.00 1yr 4.07 0.02 Nikkei 27680 2.7%

NZD/SGD 0.8679 0.2% US 3.03 0.01 2yr 4.16 0.03 ASX200 6759 1.6%

NZD/CNH 4.222 0.6% Aust 3.55 0.03 5yr 4.01 0.06 NZX50 11199 0.0%
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