
That was a surprise!
Against all expectations, US GDP shrank 

-1.4% annualised in the 3 months to March 
for the economy’s first contraction since 
mid-2020. The collapse was due to a  
record trade deficit, softer inventory 
growth, and a drop in government  
spending while personal consumption 
and non-residential and residential fixed 
investment remained strong. 

The contraction in GDP, at a time when 
inflation is running at 40-year highs, will 
inevitably lead to talk of stagflation, 
particularly with the Fed set to hike 
interest rates aggressively, however the 
swing in the trade and inventory numbers 
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mask underlying domestic demand which 
should see a swing in the 2Q numbers.

Meanwhile, Germany inflation reached 
its highest level since 1981 climbing 
to 7.4% in April, slightly above market 
expectations at 7.2%. But while the 
acceleration is slowing, a reversal is not 
in sight and, if anything, the conflict in 
Ukraine should contribute to a broadening 
of these pressures.

No, it wasn’t!
In the least surprising announcement in 
the history of mankind, the BoJ left its 
key short-term interest rate unchanged 

at -0.10%, and the 10-year bond yield 

target ‘around’ the 0.00% level. The BoJ 

also re-affirmed its offer to buy unlimited 

amounts of the bonds to defend its implicit 

10-year yield cap at 0.25%. 

Furthermore, in its quarterly report, 

the BoJ cut their FY22 GDP growth 

forecasts to 2.9% from 3.8% and revised 

their inflation forecasts higher to 1.9% 

from 1.1%. Needless to say, this saw the 

JPY get crushed as USD/JPY topped out 

at the 131.25 level while the yuan also 

continued depreciating with the offshore 

yuan peaking at 6.6748, as the dollar 

index targeted the 104.00 level. Naturally 

this saw the NZD and AUD weaken, with 

NZD/USD breeching the 0.6500 level 

while AUD/USD is trading at 0.7100.    

And the USD’s strength is definitely 

helping Australian exporters with the 

weaker AUD seeing the Q1 export price 
index jump 18.1%, while the import price 
index increased +5.1%. 

However, it’s not quite as good a story 
in New Zealand, as the March trade 
balance remained in negative territory 
at -NZD392 million, but at least it  
was an improvement on February’s 

-NZD691 million. Exports earned  
NZD6.67 billion although imports were 
at NZD7.06 billion with the annual  
trade deficit at NZD9.11 billion. 

New Zealand April business confidence 
also remains fragile at -42.0, similar 
to March, although the own activity 
increased to 8.0 from 3.3 as “Inflation 
pressures remain intense. Firms are wary 
about the outlook, but employment and 
investment intentions are holding up 
reasonably well.”

The RBNZ’s Deputy Governor, Christian 
Hawkesby, was on hand to provide some 
inspiration to the local market stating   
 — no, wait a minute, he gave a speech on 
macroprudential tools — stating they, 

“are an important part of delivering on our 
responsibility for the stability of the financial 
system” and that “it is important to have a 
fuller suite of macroprudential tools.” Well I’m 
glad he cleared that up!

Overnight equity markets outperformed 
as earnings lifted sentiment, despite the 
unexpected GDP contraction, while bond 
yields also firmed with the T-bond up  
2 pips to 2.85% while the German CPI  
print saw the 10-year bund yield jump  
10-pips to 0.90%. 
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