
While economists are getting 
optimistic …
    the individual Fed member is far from 
being optimistic. After Neel Kashkari 
announced, “I don’t know if we can avoid a 
recession, although the economic funda-
mentals are strong, labour supply potential 
is more or less fixed now. We need to get 
demand down as third of inflation is being 
driven by domestic factors, including fiscal. 
The Fed’s forward guidance on the balance 
sheet helped push long-term yields up rapidly 
earlier this year.” Esther George then added 

“Last month’s inflation number is encouraging 
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but no time for a victory lap” while James  
Bullard added, “I think it would make sense 
to get the policy rate higher and into restrictive 
territory. I am considering supporting another 
75bps hike at the September meeting.”  

Overnight US data provided modest 
surprises to the topside after initial 
unemployment claims fell by 2,000 to 
250,000, well below expectations of 
265,000. Meanwhile the Philadelphia Fed 
Manufacturing index rose to 6.2 in August 
from July’s -12.3, returning to positive 
territory after two consecutive negative 
readings and above market expectations 
of -5.0.

RBNZ Governor, Adrian Orr, spoke yester-
day with the Governments finance and 
expenditure select committee and was 
asked if he has any regrets over the con-
duct of monetary policy from the outset of 
the pandemic. Whereby he acknowledged 
that RBNZ’s underlying driver was to 
lower market interest rates although, “at 
times monetary policy was overly loose. I 
apologise for monetary policy’s role in high 
inflation.” He then went on to add it is yet 
to be determined whether market interest 
rates got too low and that will be part of  
the review currently under way. Governor 
Orr then stated that, “deflation would pre-
sent a greater risk to the economy than high 
inflation. Labour constraints are a key reason 
to ‘consciously’ slow demand to match supply 
capacity.” He then added, “there is, and will be, 
financial stress in many households.”

Australia’s seasonally adjusted unemploy-
ment rate unexpectedly fell to a new low 
of 3.4% in July, its lowest since September 
1974. The latest result came even as 
employment fell for the first time in nine 
months after -40,900 jobs  were lost, 
against an expected increase of 25,000. 
86,900 full-time workers were lost while 
the participation declined to 66.4%  
from 66.8% in June. 

Following Monday’s interest rate cut, 
everyone is getting pessimistic on China 
after Goldman Sachs cut its 2022 GDP 
forecast to 3.0% from 3.3%, while Nomura 
have taken out the knife again cutting their 
forecasts from 3.3% to 2.8%. Standard 
Chartered have gone from 4.1% to 3.3%. 
Surprisingly, Turkey also cut its bench- 
mark interest rate by 100bps to 13.0%.

Wake me up on Sunday!

Overnight the financial markets were a 
bit like me, a little tired and ready for the 
weekend! The dollar index broke above 
the 107.0 mark, a level not seen in a 
month as investors reassessed the outlook 
for monetary policy following hawkish 
remarks from several Fed policymakers. 
This saw the NZD, AUD, and EUR all 
ease lower. Surprisingly, with the US 10 
year T-bond lower a couple of pips to 
2.87%, equities were mildly higher, while 
commodities were mixed, although oil 
prices firmed 3.0%. 
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