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US inflation soars but market snores 

This morning ASB economics published our quarterly economic forecasts that highlighted the growing pains for NZ’s 
ongoing recovery.  We are expecting a low growth and rising inflation mix, which will be increasingly manifest in the pick-
up in wage and consumer price inflation. The RBNZ is expected to get off the fence and move towards the front of the 
central bank queue by raising the OCR by 25bps in May 2022.  

Market reaction was modest following last night’s stronger than expected US inflation print, with a brief blip in US yields 
and the USD. Annual US CPI inflation came in at a 13-year high (5% yoy versus mht: 4.7% yoy), with annual core CPI 
inflation the highest in close to 30 years (3.8% yoy versus mkt: 3.5% yoy).  Our CBA colleagues believe that the pick-up in 
inflation is unlikely to endure and that interest rate hikes by the Fed remain a long way off. Next week, the FOMC is 
expected to hold policy settings, flag the transitory nature of price lifts, but also likely signal that the tapering of the FOMCs 
USD120bn in monthly asset purchases will commence in Q3 of this year.  

US equities initially dropped but subsequently pushed higher, with markets betting that the FOMC will look through the 
higher inflation print. The S&P500 is currently around record highs (+0.5%) with modest gains in the Nasdaq (+0.7%) and 
Dow (+0.1%). European equities and yields were largely unmoved following the ECB decision (see below). Equities were 
generally up in the Asian trading session, with the NZX 50 underperforming (-0.4%). 

The spike in US Treasury yields following the CPI print was short-lived, with those for the 10-year tenor currently trading 
at 1.45%, their lowest in 3 months, with a curve flattening bias.  European 10-year government bond yields were generally 
lower, although UK yields were higher (10Y 0.75%). Despite solid NZ data (see below), NZ yields ground lower yesterday 
with a curve-flattening bias and with 10-year swap yields (1.82%) nearly 40bps lower than Late February peaks. Australian 
yields were pressured lower, with 10-year government bond yields falling below 1.50% (-8bps).   

Commodity prices were generally firmer. Expectations of growing demand and solid US data helped push near-term 
contract prices for WTI (USD70.20 per barrel) and Brent (USD72.45) to 2-year highs. US Initial jobless claims (376k, mkt: 
370k, prior 385k) and continuing claims (3499k, mkt: 3650k, prior 3771k) stayed on an improving trajectory, with the 
former at 16-month lows.   

The ECB held its major policy interest rates at record lows and struck to its dovish script, with no change to its forward 
guidance with net purchases under the €1,850bn pandemic emergency purchase program (PEPP) to continue at a 
significantly higher pace relative to the start of the year. Brighter signs on the economic outlook (growth and inflation 
forecasts f0r 2021 and 2022 were revised up), but ECB President Lagarde warned it was too premature to discuss any 
policy tapering. Immediate market reaction was muted.  

Yesterday’s reading for NZ May card spending (retail +1.7% mom, core +1.8% yoy, total +2.3% mom) continued to 
outperform our expectations, with favourable base effects seeing double digit annual increases. As we highlighted 
yesterday, there remain a number of tailwinds supporting consumer spending, but higher retail prices may well be the 
reason why NZ consumers are spending more and this in turn may dampen the pick-up in retail volumes we see unfolding.   

FX comment: There was little market reaction to the US CPI data overnight, with the USD and the EUR two of the weaker 
performers in the G10, with the GBP and commodity currencies (including the NZD) at the stronger end of the spectrum.  
The NZD is currently trading towards the top of its 0.7165 -0.7215 USD overnight range and is around 0.9285 AUD. We 
remain positive on NZD direction, given strong export commodity prices and the strengthening global outlook. 

Day ahead: May manufacturing PMIs for NZ (10:30am, last 58.4). There are few developments across the Tasman. Tonight 
has a slew of April data for the UK economy (industrial production, services output, monthly GDP) that should highlight 
building momentum. US consumer sentiment (University of Michigan Survey) is expected to partly retrace the drop in May, 
underpinned by increased optimism over the current situation of respondents. There are no scheduled FOMC member 
speeches ahead of next week’s policy decision. Have a safe and enjoyable weekend.  Author: mark.smith4@asb.co.nz 

 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/may-21-card-spend.pdf
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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.  

 

 

Currencies Currencies Commodities Equities

NZD/USD 0.7201 0.3% NZD/SEK 5.939 0.2% NZX WMP 4100.0 0.5% Dow 34489 0.1%

NZD/AUD 0.9286 0.1% NZD/DKK 4.399 0.4% Gold $/o 1898.2 0.5% S&P 500 4240 0.5%

NZD/EUR 0.5915 0.4% NZD/THB 22.4 0.3% WTI Oil $/b 70.3 0.4% NASDAQ 14016 0.7%

NZD/JPY 78.74 -0.1% AUD/USD 0.7757 0.3% Money Market (%) FTSE 7088 0.1%

NZD/GBP 0.5081 -0.1% EUR/USD 1.218 0.0% 90 Day BB 0.32 -0.01 CAC-40 6546 -0.3%

NZD/CAD 0.8709 0.2% USD/JPY 109.3 -0.3% OCR 0.25 0.00 DAX 15571 -0.1%

NZD/CHF 0.6442 0.2% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 28739 0.0%

NZD/HKD 5.590 0.4% NZ 1.69 -0.06 1yr 0.36 0.00 Nikkei 28959 0.3%

NZD/SGD 0.9531 0.3% US 1.45 -0.04 2yr 0.54 -0.02 ASX200 7303 0.4%

NZD/CNH 4.601 0.4% Aust 1.50 -0.08 5yr 1.20 -0.02 NZX50 12518 -0.4%
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