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Stronger inflation data out of the US overnight has spooked markets ahead of the Federal Reserve meeting 
Thursday morning NZ time. The average cost to employ someone in the US including wages and benefits rose 1.2% 
in the first quarter, the fastest in a year giving an annual reading of 4.2%. As the Financial Times notes, much of the 
Union action that swept across the US last year is still coming through in the data. United Auto Workers for instance 
agreed a 25% pay rise over four years with an immediate bump of 11% late last year with these contracts being 
updated in the first quarter. Its also interesting that the rise comes at a time when the influx of immigrants has hit all 
time highs, now representing 18.6% of the US work force. The increased supply of labour hasn’t affected US born 
workers with their unemployment rate sitting at the lowest on record at 3.6%. Persistent labour costs are adding to 
the ‘sticky’ inflation theme and challenges the Federal Reserves interest rate cut forecasts for the second half of the 
year. 
US stock markets have fallen about 1% across the board and are on track for their worst month since September. 
The day didn’t start all that bad after European news came through that the Eurozone has stepped out of recession 
in the first quarter growing 0.3%. Admittedly its not much but is widely being cheered after contracting for the last six 
months with the largest economy Germany growing 0.2% in Q1 after sliding 0.5% in Q4 2023. The prospects for the 
Eurozone are brightening too with inflation coming in at 2.4% annually, bang on expectations which means an 
interest rate cut next month is all locked in. While there are bright posts across the bloc with the South benefitting 
from a tourism boom and lower energy prices helping global trade, structural issues remain, particularly in Germany 
where industrial production is weak thanks to higher costs and weak investment. 
The US dollar is up across the board with the NZ dollar back to where we were at the start of last week at 0.5900. 
We get our local Labour Cost data this morning at 10.45am with expectations of a rise of 0.8% for the first quarter 
and 3.8% for the year. The unemployment rate is also expected to rise to 4.2% from 4% as layoffs seen in the first 
quarter start to feed into the data, we will bring you the update. While the unemployment data is unlikely to move 
markets that much, the Federal Reserve tomorrow morning will be key to the direction of the kiwi and we will stick 
with the signals as they are until we hear from Fed chief Jerome Powell. 

 


