
A load of hot air…
There were no less than 7 Fed speakers 
overnight which surely isn’t good news 
for climate change — however, only two 
actually mentioned anything somewhat 
useful, but nothing we haven’t heard 
before.  

On the never-ending inflationary 
narrative, Federal Reserve Bank of 
Cleveland President Loretta Mester 
voiced her opinion that she does not 
believe that the Fed is at a point yet 
where it can hold rates steady, given 
how persistent inflationary pressures 
have been. “The approach I’m taking is 
that I would like the policy rate to get to a 
point where, when I’m thinking about what 
the next policy change would be, I want it 
to be equally a potential increase versus 
a decrease.” Adding, “I need to see more 
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evidence that inflation is still moving down, 
I think that we just have to stick with what 
we’re doing.”

Richmond Fed President Thomas Barkin 
sung from a similar, if not identical script, 
suggesting that the possibility that 
inflation comes down quickly with only 
a modest economic slowdown does exist, 
however adding, “I’m not yet convinced ... I 
do wonder whether we’re not going to need 
more impact on demand to bring inflation 
down to where we need to go.” There is 
certainly a difference between what is 
possible and what is probable, and it 
seems sentiment and market messaging 
suggest the latter does not apply to 

‘inflation coming down quickly with only 
a modest economic slowdown’.

Chinese data out yesterday disappointed 
despite an improvement in many metrics. 
Retail sales were up 18.4% from a year 
ago but fell short of expectations at 
22.0%. Industrial production was an even 
bigger miss, up 5.6% in the year to April 
but well below expectations of 10.9% 
growth. 

The RBA May meeting minutes told us 
nothing we didn’t know, so let’s keep 
it brief. The board “considered pausing 
or hiking 25 basis points in May’s policy 
decision, further increases in interest 
rates may still be required, (‘the RBA is’) 
determined to do what is required to bring 
inflation to target.” Interestingly, former 
RBA governor Glenn Stevens said he 
believes interest rates will “be elevated for 
some time” and that “a return to the ultra-
low rates that we saw for a while there is 
unlikely.”

A deep hole is appearing
According to Reuters, the New Zealand 
Government will announce a bigger than 
expected deficit and economic outlook 
on Thursday as it delivers what it calls a 

“no frills” 2023-24 budget to avoid fuelling 
inflation. The Auckland Anniversary 
floods, and Cyclone Gabrielle are 
expected to have cost NZD9 billion 
and 14.5 billion respectively, with the 
government expected to foot half of each 
bill. Spending cuts have saved NZD4 
billion, but the planned surplus is likely 
a pipe dream now with Treasury’s most 
recent results showing that tax take for 
the nine month to March 2023 was 2.7% 
less than forecast.

Markets were mixed overnight; equity 
market indices collectively were down 
marginally as some disappointing 
earnings results and outlooks took its toll. 
The NZD/USD pair is largely flat and is 
currently at 0.6231, this could go either 
way following the budged announcement. 
We (NZD) are also up a half-cent on the 
AUD cross at 0.9359. 
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