
Welcome to the new world
The NZD/USD starts the day below 
0.6300 and the AUD/USD is consolidat-
ing  below 0.7000. While the antipodean 
currencies remain under pressure, the  
US index is closing in on a new high.

Economic data overnight further high-
lights the growing growth pressures. The 
US economic index fell to 41.2 in May, 
which was barely above March’s 8-year 
low of 41, while the 6 month outlook 
tumbled to its lowest level since August 
2011. German sentiment was slightly 
less pessimistic, after the ZEW sentiment 
index increased to -34.3 in May, from 
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April’s 2-year low of -41. The current 
conditions index fell further, to reach its 
lowest level in a year.

In other releases, New Zealand retail 
card sales jumped 7.0% in April following 
March’s -1.3% contraction, and ANZ’s 
monthly Truckometer index showed 
heavy traffic movements increased 
2.3% in April, suggesting an increase in 
economic growth appears likely in Q2. 

Meanwhile, the Australian April business 
confidence index plummeted, although 
Australian business conditions increased  
 — perhaps helped by a 1.2% rise in Q1 
retail sales.

Policymakers talk tough on 
inflation
While the economic data was second tier, 
we had a couple of Fed members adding 
that 75bp hikes weren’t completely 
off the table, with Cleveland President, 
Loretta Mester, stating, “After half point 
increases in June and July, the Fed will have 
to see what more is needed based on the  
data. We don’t rule out 75 forever. When we 
get to that point in H2 22, if we don’t have 
inflation moving down, we may have to 
speed up.” 

That was echoed by New York member 
John Williams who, referencing the 
unwinding of the Fed’s bond purchase 
programme, added “We are actually 
removing accommodation pretty quickly 
through that channel. And that gives us a 

little space to move in something like 50bp 
increments at the next couple of meetings.  
As we watch the data over the remainder 
of the year, we’re going to have to adjust 
course and take the policy actions that are 
appropriate.” 

Finally, Richmond President, Thomas 
Barkin, finished with, “At 83 basis points, 
we are still far from the level of interest rates 
that constrains the economy. Once we get 
in the range of the neutral rate, we can then 
determine whether inflation remains at a 
level that requires us to put the brakes on the 
economy or not.” 

We also had ECB member, Joachim Nagel, 
announce that “As inflation in the euro area 
continues to run high, we need to act.” He 
then added he sees net bond purchases 
being halted at the end of June, adding  

“I will advocate a first step to normalizing 
ECB interest rates in July” as “delaying 
a monetary-policy turnaround is a risky 
strategy. The more inflationary pressures 
spread, the greater the need for a very strong 
and abrupt interest rate hike.” 

After the carnage of last week, global 
equities took a ‘pause’ ahead of tonight’s 
US CPI and PPI prints, with most 
exchanges recovering 1%-2%. There 
was also further positive news as oil  
sold down to the USD100 level, while  
the 10-year Treasury yield eased back 
below the 3.00% level. 
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