
It was a bit of a yo-yo session …
But not as one would have expected!

Yesterday, Iran launched missile and 
drone attacks against Kuwait and 
claimed responsibility for striking a US 
air base. The IRGC said the attack was 
in retaliation against earlier US strikes. 
Since then, there have been reports of US 
ships under fire, but despite this, it’s been 
reported, “Negotiators have reached an 
agreement on a 60-day MoU to extend the 
ceasefire and launch negotiations on Iran’s 
nuclear program, but President Trump has 
yet to give it his final approval.”

There was also a meeting of central 
bankers in Tokyo with various Fed 
officials highlighting the upside risks to 
inflation and pushing back against early 
rate cuts. ECB Chief Economist Lane also 
warned that the impact of the 2nd round 
energy shock would persist well beyond 
resolution to the US-Iran war. 
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The overnight releases weren’t 
flash either …
• The bad news was that, on an annual 
basis, headline US PCE inflation 
accelerated for a 2nd straight month 
to 3.8% from 3.5%, its highest level 
since May 2023, but the good news was 
that, on a monthly basis, it ‘only’ gained 
0.4%, below forecasts at 0.5%, following 
March’s 0.7% surge.

• US economic growth was also 
downgraded from the 2.0% advanced 
estimate to 1.6% in Q1, although it was 
still above Q4’s 0.5%.

• Initial jobless claims rose 5k to 215k, 
while continuing claims added 15k to 
1,786k.

• EU’s economic sentiment ticked up 
slightly from 93.2 to 93.5.

• Australian Q1 capex surged 6.5%, 
driven by data centre equipment 
investment, although April household 
spending contracted 1.1%.

• The NZ budget (yawn) forecast a 
narrower 2025/26 deficit but cut its 
2026/27 GDP growth forecast to 2.3% 
and projected inflation peaking at 4.0% 
in Q2 2026.

Further bad news was highlighted in the 
minutes from the ECB’s April meeting 
which showed, “a number of members 
noted that the decision was a close call 
and that they would not have opposed 
raising rates.” There was a positive in 
that, “while inflation expectations have 
risen significantly over shorter horizons, 
most measures of longer-term inflation 
expectations stood at around 2.0%, 
supporting the medium-term target,” 
although “The risks to the growth outlook 

were to the downside.”

Fed member Alberto Musalem stated, 
“Bond markets are signalling a resilient 

economy and higher expected inflation. 
Most of the recent move higher in bond 
yields reflects a higher expected neutral rate. 
I wanted to remove the Fed’s easing bias.”

US Treasury Secretary Scott Bessent 
announced, “Oil prices will be lower than 
pre-conflict levels. There are 2000 ships 
are waiting to come out of the gulf, and the 
oil market is set to be very well supplied. 
Nothing is on the table until the Strait is 
reopened. I believe Fed Chair Warsh will 
do the right thing to balance inflation and 
growth.”

RBNZ Governor Anna Breman 
announced, “Weaker demand and higher 
costs may be capping broader price pressures. 
Parts of the New Zealand economy remain in 
good shape, notably agriculture and sections 
of the manufacturing sector. The committee 
sees inflationary pressures continuing going 
forward (and are) in agreement that the 
cash rate needs to be higher.”

With the negative news 
outweighing the positive news
One would have expected a pessimistic 
session, but no, the MoU rumours 
generated a positive sentiment. While 
we shouldn’t believe the hype, oil prices 
eased while gold, silver, and copper 
prices firmed. US Treasury yields trended 
lower with the 2-year easing 1bp to 
4.03%, while the 10-year eased 3bp to 
4.45%. The NZD outperformed on the 
lower oil prices and hawkish RBNZ, while 
the USD-index was slightly lower. Equity 
markets were mixed.
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