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Markets rattled by super-charged US inflation surprise 

Investors’ inflation concerns were whacked into overdrive overnight, as US April CPI figures showed inflation 
unexpectedly surging to a 12-year high. After a constructive session in European share markets, the surprise has tipped US 
stock markets deep into the red (S&P500 -1.9%, NASDAQ -2.6%) with the VIX risk aversion indicator spiking to 26% – the 
highest since March. Unlike yesterday, currencies have reacted strongly this time, with the USD stronger across the board. 
The NZD/USD has underperformed, losing almost a cent to trade around 0.7150.   

The April US CPI printed at 4.2%, miles above the 3.6% expected. The closely-watched ‘core’ inflation measure (ex-food & 
energy) also notched up a material upside surprise (3.0% vs. 2.3% expected). Base effects were partly responsible for 
inflating the annual change, but it’s still one of the bigger forecast surprises on record. Impacts from the US economic 
reopening and global supply shortages were on display with price rises for used cars & trucks, rental cars, lodging, and 
airfares all big contributors to the strong result.  

In terms of monetary policy implications, the April inflation spike is not necessarily out of line with the Fed’s view that 
inflation will rise over the next few months, but that this increase will ultimately be temporary. Indeed, Fed vice-chair 
Clarida was on the wires after the release rolling out the Fed’s mantra that inflation is being driven by “transitory factors” 
and it will be “some time” before the economy is in decent enough shape to contemplate stimulus withdrawal.  

However, the stronger starting point for inflation further tilts the risk profile to the upside and will make the Fed’s 
communication job more difficult, especially if inflation expectations start to move up. These will be key to watch from 
here. Breakeven inflation rates, proxies for the market’s inflation expectations, spiked to fresh highs overnight. The US 2-
year hit 2.87%, a long way from the -0.9% COVID lows.  

Earlier in the night, first quarter UK GDP printed reasonably close to expectations (-1.5% qoq vs. -1.6% expected). There 
was little reaction given more timely indicators point to a strong pick-up in the UK economy over the second quarter. 
European industrial production figures were a little weaker than expected in March (0.1% mom vs. 0.8% expected).  

The grind higher in NZ wholesale interest rates continued yesterday. 2- and 10-year swap yields both rose a handful of bps 
(to 0.54% and 1.97%, respectively). Given the overnight rise in bond yields (US 10-year +7bps to 1.68%), additional gains 
are likely on the open this morning.   

FX update: The USD strengthened across the board. While tempting to attribute this to a classic “risk-off” event given the 
softness in equity markets, we note that US Treasury yields rose overnight (thanks to the inflation surprise) and the USD’s 
‘safe-haven’ counterpart the JPY fell. This points to more of a fundamentals-driven USD move. The NZD and AUD have 
underperformed which ostensibly looks odd given commodity prices have enjoyed another good night (WTI oil +0.7%). 
We’d expect support for NZD/USD to kick in around the 0.7125 level.  

Day ahead: This morning’s NZ food price figures should show a decent (seasonal) increase. It also looks like we’ll get the 
REINZ housing data for April released at 9am. We suspect these will show the housing market continue to rebuff 
expectations for a sharp slowdown, with housing activity still solid and prices likely to have risen still further over the 
month. Australia has just inflation expectations figures at 1pm (NZT). Author:  mike.jones@asb.co.nz  

 

Currencies Currencies Commodities Equities

NZD/USD 0.7155 -1.6% NZD/SEK 6.031 -0.2% NZX WMP 4320.0 0.0% Dow 33588 -2.0%

NZD/AUD 0.9262 -0.1% NZD/DKK 4.406 -1.0% Gold $/o 1819.4 -1.0% S&P 500 4061 -2.1%

NZD/EUR 0.5924 -1.0% NZD/THB 22.4 -1.2% WTI Oil $/b 66.1 1.2% NASDAQ 13032 -2.7%

NZD/JPY 78.44 -0.7% AUD/USD 0.7725 -1.5% Money Market (%) FTSE 7005 0.8%

NZD/GBP 0.5090 -1.0% EUR/USD 1.208 -0.6% 90 Day BB 0.37 -0.01 CAC-40 6279 0.2%

NZD/CAD 0.8678 -1.3% USD/JPY 109.6 0.9% OCR 0.25 0.00 DAX 15150 0.2%

NZD/CHF 0.6501 -1.0% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 28231 0.8%

NZD/HKD 5.556 -1.6% NZ 1.84 0.05 1yr 0.39 -0.01 Nikkei 28148 -1.6%

NZD/SGD 0.9541 -1.0% US 1.69 0.07 2yr 0.54 -0.01 ASX200 7045 -0.7%

NZD/CNH 4.622 -1.0% Aust 1.78 0.05 5yr 1.21 0.00 NZX50 12564 -0.6%
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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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