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Global stocks tanked yesterday, while oil prices surged to their highest level since mid-July, as tensions between the 
US and Iran escalated further. US President Donald Trump declared that the ceasefire between the countries was ‘over’, 
and the US military launched another wave of strikes against Iran, aimed at containing its ability to carry out strikes in 
the Strait of Hormuz. 

Government bond yields climbed further across advanced economies, with Europe, which is dependent on supplies 
from the Middle East, seeing relatively strong increases. Rate hikes by the ECB and Bank of England are again fully 
priced in for this year. US Treasury yields rose a little less, despite quite hawkish minutes, but are still at their highest 
levels since mid-May. The probability of a 25bps fed funds rate hike in September climbed above 80% overnight. 

The Australian dollar appreciated slightly against the greenback and Japanese yen, but is down versus the euro and 
British pound. Commonwealth bond yields rose somewhat more than their US equivalents at the front end of the yield 
curve, with a cash rate hike again nearly 70% priced in for this year. The ASX 200 declined by 0.2% yesterday, with 
mixed results across sectors, before dropping at the open this morning. 

FOMC minutes released overnight revealed that some participants saw a case for monetary policy tightening at the 
June meeting, though they ultimately opted to keep the fed funds rate on hold for now. FOMC members also generally 
assessed that upside risks to inflation had increased in recent months, and that it might take longer for inflation to return 
to its 2% goal. 

Closer to home, as expected, the RBNZ increased the official cash rate by 25 basis points to 2.50% yesterday and did 
not rule out further monetary policy tightening. Overnight index swaps are pricing in at least one more rate hike for 2026. 

RBA Assistant Governor Sarah Hunter spoke about supply and its implications for monetary policy, focusing on structural 
and short-term supply shocks. In the case of the former, Hunter acknowledged that monetary policy cannot alter the 
potential demand path but may help steer the economy towards that path while minimising deviations in inflation from 
target. In the case of the latter, she confirmed that the rationale for monetary policy’s response depends on the likely 
duration of the shock, its spillovers and its impact on inflation expectations. 

While the speech focused more on the general framework for monetary policy, it had some implications for the RBA’s 
response to the recent supply shock from the US-Iran war. With longer-run inflation expectations remaining well 
anchored, the risk of monetary policy tightening from the supply shock alone is quite limited. However, the war in the 
Middle East came at a time of rising demand pressures, and it remains uncertain to what extent these have been 
contained over recent months. This implies a further risk of monetary policy tightening in the coming months. 

Economic Data Review 
No market-moving data. 

Economic Data Preview 
● CH: CPI (YoY, Jun) – Expected 1.1%, Previous 1.2%. 
● CH: PPI (YoY, Jun) – Expected 4.1%, Previous 3.9%. 
● US: Initial Jobless Claims (w/e 4 Jul) – Expected 218k, Previous 215k. 
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*Mogas95 is the Singapore benchmark petrol price closely linked to Australian domestic fuel prices.
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