
Needless to say,
The headlines in the prevailing 24-48 
hours will be driven by the meetings in 
China of ‘The Presidents’ … Trump and Xi! 
It was a lavish welcome at the airport, but 
beyond the geopolitical headlines … 

Last night the US Senate confirmed Kevin 
Warsh to succeed Jerome Powell as Fed 
Chair, which was convenient given young 
Jerome’s term officially ends on 15 May.

Speaking of the Fed, Minneapolis 
President Neel Kashkari announced, “The 
Fed Chair has a lot of influence, but is one of 
12 voters on Fed policy.” He then entered 
‘hawkish territory’ stating, “Inflation is 
too high. Before the Iran conflict, I had 
confidence that inflation was heading back  
to 2.0%, but the Iranian shock has upended 
the inflationary environment. Even if the 
Strait of Hormuz reopens, it will be months 
before supply chains reach normality. 
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The labour market moving sideways, is 
lukewarm at best.”

Colleague and Boston President Susan 
Collins was equally bullish stating, “The 
Fed must take the necessary actions to lower 
inflation. The Fed will have to maintain strict 
policies for a while longer. I can envisage the 
need for rate hikes. Many key economic 
indicators are very volatile right now, but 
top of mind to understand what’s happening 
with private credit.”

The overnight price action saw …
US Treasuries were mixed amid a 
steepening bias with the 2-year easing 
1bp to 3.99%, while the 10-year firmed 
2bp to 4.48% after the higher PPI 
print and the hawkish comments from 
Kashkari and Collins. A poor 30-year 
USD25bn auction didn’t help either with 
a high yield of 5.046%. The bid to cover 
was lower than the 6-month average at 
2.3X while the 0.5bp tail was higher than 
the 6-month average. 

The USD-index continued its recovery 
above the 98.00 level, which weighed on 
the NZD. Against this, the AUD remained 
near its 4-year highs as the government’s 
annual budget and heightened inflation 
risks kept expectations of further rate 
hikes intact. This saw NZD/AUD plummet 
to 0.8180. 

Despite US crude inventories falling by 
4.3m barrels to 452.9m, oil prices are 
trading slightly lower, but the overnight 
star was copper as futures climbed to 
an all-time high on the back of stronger 
Chinese demand and growing supply 
concerns. 

I probably don’t need to say it, but equity 

markets are trading higher … up 0.5%-
1.0%. 

The actual releases … 
•	 Adding to US inflationary concerns, 

producer prices surged 1.4% in April. It 
was the largest gain since March 2022, 
following on from March’s 0.7% gain. 
This saw annual producer inflation 
spike to 6.0% from March’s 4.3%, its 
highest level since December 2022.

•	 The data out of the EU wasn’t 
particularly flattering with Q1 GDP 
falling from 0.2% to 0.1%, which 
generated annual growth at 0.8%. Euro 
Area employment grew 0.1% in Q1 
and 0.5% on the year, while industrial 
production increased 0.2% in March.

•	 The RBNZ’s inflation expectations 
firmed with the 1-year up from 2.59% 
to 3.41% while the 2-year went from 
2.37% to 2.53%.

•	 The minutes from the BoC’s April 
meeting were pretty much as one 
would expect …  The Middle East war 
has increased uncertainty, pushed oil 
prices sharply higher, and added to 
global inflation pressures. The Bank 
agreed it could initially look through 
the energy-driven inflation shock 
because underlying inflation pressures 
remained contained but policymakers 
warned that if higher oil prices led 
to broader inflation pressures, rates 
might need to rise further. In leaving 
the policy rate unchanged at 2.25%, 
the Bank indicated that if the economy 
evolves as expected, future rate 
adjustments would likely be small.
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