
A return to ‘risk-off!’
Friday night saw US markets close 
weaker after the University of Michigan 
consumer sentiment fell sharply to a 
6-month low at 57.7, substantially below 
expectations at 63.0. Interestingly, while 
the year-ahead inflation expectation 
eased to 4.5%, the 5-year outlook 
increased to 3.2%, which was its highest 
print since 2011. 

We also saw US import prices increase 
0.4% in April, while Chicago Fed member 
Austan Goolsbee announced, “Inflation 
is still too high but at least it is coming 
down. Getting vibes that a credit squeeze 
is beginning weighing how much fed work 
is being done by tighter credit.” On the 
debt ceiling debacle, the US Treasury 
had just USD88 billion of leeway left 
on the 10th May, which was down from 
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the prior week’s USD110 billion, while 
President Biden added that talks to avert 
a default are ‘moving along’ as “there’s real 
discussion about some changes.” 

As alluded to, US equity markets closed 
the week in negative territory as 
concerns around the economy dampened 
investor sentiment, which saw the NZD 
and AUD come under selling pressure as 
they reverted back into the mid-points of 
their recent ranges. The move was also 
supported by higher treasury yields as 
the 2 and 10-yrs gained 8bps and 7bps 
to close at 4.00% and 3.46% respectively, 
which will likely see the local interest 
rate market open higher this morning. 
Commodity markets closed mixed.    

In the UK, the British economy expanded 
0.1% in the March quarter 2023, the 
same as in Q4 and in-line with forecasts, 
while former BoE MPC member, Michael 
Saunders, announced, “there’s a strong 
likelihood that inflation will undershoot the 
BoE’s forecast by quite a large margin in 
April. Interest rates may well have peaked. If 
they go up, it’s only one further hike.”

The RBNZ’s June quarter inflation 
expectations data, which is a ‘survey’ 
conducted by the RBNZ each quarter, 
suggests the RBNZ is doing a great job, 
given the expectation that inflation in 1 
year will be at 4.28% and at 2.97% in 2 
years, which is lower than its Q1 survey 
which had forward projections at 5.11% 
and 3.3% respectively. Encouragingly, 
BusinessNZ manufacturing PMI 
increased to 49.1 from 48.1, although 
still in contractionary territory, while 
visitor arrivals decreased -2.9% in March. 

Morgan Stanley is getting rather 
confused on its Australian positioning, 
being bullish on further rate hikes with, 

“we see the prospect for another 25bp hike 
at the June or July meetings,” although 
it is bearish on the AUD, “continuing to 
recommend a short AUD/USD position 
targeting 0.6200” as “we see continued 
risks to ‘risk sentiment’ stemming from the 
US regional banking sector with a short AUD 
position.”

In saying that, one of the ‘Big 4’ has a 
different rates view as “the Budget does 
not add to inflationary pressures in the 
economy. As such, we have not changed 
our forecast profile for inflation or our call 
on the RBA. Our central scenario puts the 
current 3.85% as the peak in the cash rate.”

Looking ahead
In the US, several Fed officials are due to 
give speeches this week, while we have 
data releases for retail trade, IP, and 
several housing indicators. Elsewhere, 
investors will also be awaiting the 
Chinese IP and retail sales releases, 
Japanese inflation and Q2 GDP, Canadian 
inflation, and unemployment from the 
UK, France, and Australia. We also 
have the ZEW Indicator of Economic 
Sentiment release from Germany, UK 
consumer confidence and the RBA 
minutes. New Zealand highlights will be 
the PPI, import/export numbers, and the 
trade balance.
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