
Roll on Wednesday ...
… when the big man steps out of the 
shadows, into the light, to plunge us all 
into darkness … with the expectation 
being we’ll be on the receiving end of 
another 25bps hike … although the 
markets are currently pricing in a 44% 
chance he’ll go 50bps! 

Markets were in an optimistic mood 
as they closed out last week after a 
Biden official said debt negotiators 
were making steady progress, echoing 
Kevin McCarthy’s optimism about a 
possible “agreement in principle” this 
week. This was viewed as a positive 
development despite Janet Yellen once 
again emphasising “a default as soon as 1st 
June is ‘a hard deadline.’ I haven’t changed 
my assessment.” Meanwhile Joe Biden 
confirmed he wouldn’t agree to a deal on 
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the debt ceiling deal solely on Republican 
terms as he left the G7 summit. 

The potential for a bank run on the US 
regional banks appears to have subsided, 
and with Fed member Neel Kashkari 
announcing, “I would object to any kind 
of declaration that we’re done lifting 
interest rates” before adding he is open 
to a further hike in June, the US 2-year 
yield had yet another surge to close the 
week 34bps higher at 4.26%, while the 
10-years gained 26bps to close at 3.66%. 
But while this supported the USD-
index above the 103.00 level, the NZD 
and AUD also made solid gains as the  
EUR/USD firmed back above the 1.0800 
level. Looking specifically at the NZD, it 
broke back above the mid-points of its 
recent ranges against the GBP, EUR, and 
USD, while it reached its highest level 
against the AUD this year at 0.9448, 
while the NZD/JPY reached a YTD high 
at 87.09. 

Europe’s largest economy, Germany, saw 
annual producer inflation ease for the 
seventh straight month to a 25-month 
low of 4.1% against forecasts at 4.0%. 
ECB’s Christine Lagarde said the “ECB 
will do what is necessary to deliver price 
stability. We should not trade-off price 
stability and financial stability. We can 
successfully pursue both goals at the same 
time. The ECB will need to be courageous to 
take needed decisions to bring inflation back 
to 2%”

In terms of the G7, there wasn’t a great 
deal to report on as they signalled their 
readiness to stand by Ukraine in their 

battle with Russia by allowing President 
Zelenskyy the opportunity to win over 
countries such as Brazil and India on the 
last day of a summit, following on from 
the US decision to support training for 
Ukrainian pilots on F-16s.

It’s all go this week!
While the spotlight will remain on the 
US’s debt ceiling negotiations, we also 
have plenty of central bank activity this 
week alongside our very own RBNZ. We 
have the Fed’s FMOC minutes from its 3 
May meeting, and the PBoC, where it is 
expected it will maintain its 1-year and 
5-year Loan Prime Rates (LPRs) at 3.65% 
and 4.30%. 

From the US, personal income and 
spending data, PCE prices, durable 
goods orders, and an update on Q1 GDP 
growth. We also have May PMI updates 
from the US, UK, Australia, Euro-zone, 
Japan, France, and Germany. Finally, we 
have the inflation released in the UK and 
retail sales from Australia.  

Interestingly ...
JPMorgan has announced it will expand 
its algorithmic trading offering to 
Treasury investors, so can we expect a 
further surge in interest rate volatility? 
BoA has suggested a ‘baby bubble’ is 
forming in tech and AI as it reiterated its 
call to sell US equities.
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