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Australia about to board the high-inflation bandwagon? 
 

• The general ‘risk-off’ sentiment of the past few days deepened overnight, despite a dearth of new news. US stock 
indices are in the red to the tune of 2-3.5% as we write, following losses of 1% or so across European bourses. The 
VIX index (a proxy for risk aversion) has spiked back up through 30%, bond yields are a little lower and, in FX 
markets, the safe-haven currencies of the USD, JPY, and CHF have outperformed (NZD/USD down 0.7%).  
 

• Investor anxieties haven’t changed. First, how equity markets and the broader global economy will fare in response 
to aggressive Fed (and other central bank) tightening (a small chance of a 75bps hike is now priced for the May Fed 
meeting). Second, the deteriorating COVID situation in China. Three quarters of Beijing’s population lined up for a 
COVID test overnight as part of a scramble to avoid the sort of strict lockdowns Shanghai has been subjected to.  

 

• In the background, the US corporate earnings season hasn’t provided its usual source of comfort for US equity 
markets. Almost 80% of firms have beaten profit expectations, but forward guidance has been mixed. General 
Electric stocks suffered a 10% fall overnight after it revised down its earnings guidance. Tesla shares plunged almost 
12% in the wake of Elon Musk’s successful bid for Twitter. Tech shares have underperformed noticeably overnight 
(NASDAQ -3.5%, S&P500-2.4%). The S&P500 is now within a whisker of the 10-month lows struck in March. 

 

• Gains in the USD lifted it to a fresh 2-year high overnight (DXY index). The greenback has been supported not only 
by rising risk aversion and safe-haven flows, but also an expectation the Federal Reserve will lift its cash rate faster 
than the likes of the ECB and (obviously) the Bank of Japan. All of the major currencies lost ground against the USD 
overnight, with the exception of the JPY. The NZD/USD fell about ½ cent and opens this morning on the overnight 
lows around 0.6570. 

 

• The EUR/USD is closing-in on its March 2020 low around 1.0635. EUR ignored comments by (hawkish) ECB official 
Kazaks that an interest rate rise in July is possible, and that the ECB has room for 2-3 hikes this year. The Eurozone 
OIS curve has already priced-in a 10bps interest rate hike to -0.40% for July and a positive policy rate by December. 
NZD/EUR flat-lined around 0.6170. We doubt the recent NZD/EUR high of 0.6350 will be tested again this cycle.  

 

• Commodity markets shook off souring risk sentiment overnight, with most posting decent price gains. Oil for both 
WTI and Brent grades lifted around 3% (WTI US$102/barrel). European gas prices rose by the most (up to 17%) 
following news Russia will cut off gas supplies to Poland and Bulgaria today. Both have refused Putin’s demand that 
they pay for gas in Rubles. It seems likely that other European countries will soon be cut off as well.  

 

• Day ahead local: Event risk wise, the local session will be dominated by Aussie Q1 CPI figures, due at 1:30pm NZT. 
Market expectations are for an acceleration in annual inflation to 4.6% y/y from 3.5% last quarter. Our friends at CBA 
are below-market at 4.3%. Markets (and CBA) are currently primed for a June start to the RBA interest rate hiking 
cycle, but this could be brought forward to May if CPI prints above expectations (particularly core inflation). This sort 
of scenario would spell trouble in particular for NZD/AUD, which may fall back towards the key 0.9100 support level.  
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Currencies Currencies Commodities Equities

NZD/USD 0.6570 -0.8% NZD/SEK 6.4637 0.6% CRB Index 302.7 1.4% Dow 33240 -2.4%

NZD/AUD 0.9205 -0.2% NZD/NOK 6.0711 0.5% NZX WMP #N/A N/A#VALUE! S&P 500 4192 -2.4%

NZD/EUR 0.6175 0.0% NZD/THB 22.54 -0.3% Gold $/o 1903 0.3% NASDAQ 12491 -4.0%

NZD/JPY 83.70 -1.3% AUD/USD 0.7137 -0.6% WTI Oil $/b 101.7 2.2% FTSE 7386 0.1%

NZD/GBP 0.5221 0.5% EUR/USD 1.0639 -0.7%  NZD Swap Rates (%) DAX 13756 -1.2%

NZD/CAD 0.8421 -0.1% USD/JPY 127.41 -0.5% OCR 1.50 0.00 CAC-40 6415 -0.5%

NZD/CHF 0.6322 -0.5% 10 Yr Bond Yields (%) 3mth 1.98 0.02 H.Seng 19935 0.3%

NZD/HKD 5.1540 -0.8% NZ 3.60 0.02 1yr 3.26 0.07 Nikkei 26700 0.4%

NZD/SGD 0.9058 -0.5% US 2.74 -0.08 2yr 3.74 0.04 ASX200 7318 -2.1%

NZD/DKK 4.5944 -0.1% Aust 3.11 -0.02 5yr 3.85 0.03 NZX50 11813 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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