
Is the data really relevant?
US core PCE, the Fed’s favourite inflation 
indicator, saw prices rise at their fastest 
pace since 1992 increasing at 3.4% on the 
year, which was in line with expectations 
and an increase on April’s 3.1%. 

To be fair though, the issue with releases 
such as this is that it’s off such a low base 
due to the COVID-19 impact, and at 
the end of the day, the Fed has gone to 
great pains to reiterate that these price 
pressures are transitory as emphasised 
by Fed member Eric Rosengren. He 
he stated “The criteria is that we have a 
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sustainable inflation rate, that’s 2.0% or 
above, and that we’re at full employment,” 
although he wasn’t quoting from the Fed 
play-book when he said, “I do expect that 
it’s quite possible that we will see that by 
the end of next year, but it does depend on 
whether the economy progresses as strongly 
as I’m expecting. I expect core inflation 
slightly above 2% next year.”

In other US data releases, the University 
of Michigan’s consumer sentiment index 
was revised lower to 85.5 in June against 
a forecast 86.4, while consumer spending 
unexpectedly stalled at 0.0% in May with 
April’s number revised up to +0.9%.

It is a similar story with the Chinese data 
when trying to compare annualised data, 
as we noted after industrial profits rose 
36.4% for the year to May, which followed 
on from April’s 57% increase. In amongst 
the detail, it should be noted that rising 
commodity prices have boosted profits 
for upstream industries, such as raw 
material producers, although they have 
put a squeeze on downstream businesses 
with input costs climbing substantially.  

The New Zealand trade balance for 
May increased to NZD469 million  
from April’s NZD388 million surplus  
and exports increased 9.31% to  
NZD5.87 billion while imports increased 
8.4% to NZD5.4 billion. Furthermore, 
the quarterly Employment Confidence 
Index increased 4.4 points to 103.69 

as confidence returned to the labour 
markets, although employers expressed 
concerns about skills shortages. 

In amongst all of this, European stocks, 
closed near all-time highs, US equities 
had their best week in months, while the 
US dollar recorded its first ‘down’ week 
in a month. This saw the NZD and AUD 
close slightly higher to finish the week 
above their respective 200-day moving 
averages, although the Euro’s bounce 
hasn’t been quite as strong as it’s still 
lagging its 200-day moving average by 
about three quarters of a cent. 

Interestingly, bond markets firmed with 
the US 10-year yield up to 1.52% and 
the bund up to -0.16%, while the New 
Zealand futures market is now pricing in 
a  100% probability of a 25 point hike by 
February 2022, with a 92% chance of a 
second 25 point hike by August 2022.  

Good news for bank stocks
The Federal Reserve announced that they 
will lift pandemic restrictions limiting 
bank share buybacks and dividends from 
30 June onwards after the banks passed 
their stress tests. The Fed test revealed 
the largest US banks have strong capital 
levels, and that in a contracted slowdown 
with large projected losses, banks would 
still have projected capital ratios twice as 
high as regulatory minimums.
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