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Back on the bandwagon 

After a brief reprieve last week, global markets were back on the higher interest rates/lower equities trade 
overnight as stagflation concerns flared up again. This general sagging in risk appetite has triggered the standard 
response in currency markets with the NZD/USD running into stiff resistance around 0.6560 and subsequently falling 
back to around 0.6520. The USD, NOK and CAD have been the strongest performing currencies. 

A stronger set of European inflation figures set the tone. May Eurozone CPI punched through analyst expectations 
of 7.8%y/y to hit 8.1%, another (post-EU formation) high. Core inflation was slightly more palatable at 3.8% y/y but 
still above 3.6% expectations. Despite record inflation, ECB members continue to sound reluctant to get cracking on 
tightening monetary policy. The first ECB rate hike is not expected until July, with comments from the ECB’s Kazimir 
ratifying these expectations overnight.  

European bond yields bounced 6-8bps on the inflation data with key equity indices across the continent down 0.9% 
(Spanish Ibex) to 1.4% (French CAC). It wasn’t long before this sentiment spilled over to the US with 10-year US 
Treasury yields opening 10bps higher following the Memorial Day holiday. The S&P500 is down 0.3% as we write.  

All eyes were on the inflation indicators from yesterday’s May ANZ Business Outlook. We were on the lookout for 
signs inflation may be peaking. The survey delivered, just. Firms’ pricing intentions eased slightly for the second 
month running. A net 71% of surveyed firms now expect to raise prices, down from the 80%-odd peak in March. 
That’s still consistent with too high (6-7% annual) inflation, but the tick down will at least provide comfort to the 
RBNZ that the inflation outlook isn’t getting any worse. Activity indicators, however, slumped to recessionary levels. 
This supports our view that the RBNZ is too optimistic on the near-term growth outlook. Risks of a hard-landing in NZ 
continue to grow.  

The RBNZ’s post-MPS full court press continued, with Deputy Governor Haweskby presenting to the Financial 
Services Council yesterday. The speech once again highlighted the RBNZ’s intent to move aggressively against 
inflation, even as recession risks continue to build: “a recession is well within the realms of possibility”. This 
tolerance for slower economic growth means market pricing for 2-3 further 50bps hikes this year should be fairly 
resilient to signs of weakening activity (such as those in the ANZ survey noted above).  

Local yields continued their post-MPS march higher yesterday. Two-and ten year swap yields jumped a further 6 
and 12 bps higher respectively, on relatively little news. OIS-implied RBNZ pricing remains consistent with three 
further 50bps hikes over the next three meetings (cf. ASB view of 50 + 50 + 25).  

Day Ahead: The local session will be dominated by Aussie GDP figures, due 1:30pm (NZT). Our CBA colleagues are 
plumping for a 0.5% quarterly increase (consensus 0.6% q/q, 2.9% y/y). Household consumption is expected to do 
the heavy lifting, with net exports a significant drag.  

Tonight, the consensus expects a decent decline in the closely-watched US ISM manufacturing survey (to 54.5 from 
55.4). Based on some of the regional US manufacturing indicators we think the risks are for an even greater decline. 
The Bank of Canada also is expected to lift its cash rate 50bps to 1.50%, but this is more than fully priced in.  
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Currencies Currencies Commodities Equities

NZD/USD 0.6517 -0.7% NZD/SEK 6.3660 -0.4% CRB Index 316.5 NA Dow 32990 -0.7%

NZD/AUD 0.9081 -0.3% NZD/NOK 6.1083 -0.9% NZX WMP 4125 NA S&P 500 4132 -0.6%

NZD/EUR 0.6070 -0.2% NZD/THB 22.36 0.0% Gold $/o 1836 NA NASDAQ 12081 -0.4%

NZD/JPY 83.88 -0.3% AUD/USD 0.7177 -0.3% WTI Oil $/b 114.7 NA FTSE 7608 0.1%

NZD/GBP 0.5170 -0.3% EUR/USD 1.0735 -0.4%  NZD Swap Rates (%) NA DAX 14388 -1.3%

NZD/CAD 0.8242 -0.7% USD/JPY 128.72 0.9% OCR 2.00 NA CAC-40 6469 -1.4%

NZD/CHF 0.6252 -0.5% 10 Yr Bond Yields (%) 3mth 2.47 NA H.Seng 21415 1.4%

NZD/HKD 5.1129 -0.7% NZ 3.61 NA 1yr#N/A Requesting Data...NA Nikkei 27280 -0.3%

NZD/SGD 0.8928 -0.4% US 2.86 NA 2yr#N/A Requesting Data...NA ASX200 7211 -1.0%

NZD/DKK 4.5162 -0.3% Aust 3.36 NA 5yr#N/A Requesting Data...NA NZX50 11308 0.0%
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      Important Disclaimer 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or needs. 
Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard to your 
objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.   

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the 
information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy, 
reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this document are subject 
to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere by ASB Bank Limited. We are 
under no obligation to, and do not, update or keep current the information contained in this document. Neither ASB nor any person involved in the 
preparation of this document accepts any liability for any loss or damage arising out of the use of all or any part of this document.   

Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to contingencies 
and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant that any of these 
valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.  
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