
This is a shocker
If you thought central banks have beaten 
inflation, think again! Annual inflation in 
Germany increased to 7.9% in August, its 
highest level since reunification in the 
1990s! 

Unsurprisingly, given the biblical droughts 
and floods around the globe, food prices 
increased 16.6%, while energy costs spiked 
35.6%. With inflation expected to peak 
at 10.0%, there was one positive in that 
the EU looks on track to hit its winter gas 
reserves storage target two months ahead 
of schedule, with reserves now up to 79.4%, 
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compared with the initial target of 80%  
by November.

And just in case anyone had missed the  
ECB’s latest messaging, the ECB policy-
makers were again out in force. The 
Governor at the National Bank of Belgium, 
Pierre Wunsch, announced “(We have) to 
move quickly on rates to a level that may 
be restrictive. We may be going towards 
a technical recession, or worse,” while 
Bundesbank Chief, Joachim Nagel, went 
even further stating “The ECB must act 
decisively to preserve credibility. The ECB 
should not delay rate hikes out of fear of a 
recession. Frontloading rate hikes reduces 
the risk of a painful downturn. Larger rate 
hikes reduce the risk of expectations getting 
de-anchored; they are anchored for now. The 
terminal rate is still unclear.” Finally, Yannis 
Stournaras, Governor of the Bank of Greece, 
added, “Further gradual normalization will be 
appropriate; Neutral rate estimated between 
0.5% and 1.5%; Don’t need to take very large 
steps; need to be prudent.”

With inflation still elevated, at least the 
American worker can take some comfort 
from the job market after the number of 
US job openings increased by 199k from  
a month earlier, rising to 11.2 million in 
July, in what was the first increase in job 
openings after three consecutive months 
of declines. And, in a similar story to most 
developed economies, the Case-Shiller 
20-city home price index showed ‘just’ 
an 18.6% increase in the year to June in 

what was the index’s lowest increase in  
six months and well below forecasts of a 
19.5% rise. 

Yesterday’s Australian data showed 
that while building permits for private 
dwellings increased 0.7% in the month of 
July, building approvals plummeted -17.2% 
when a modest contraction of -2.0% had 
been expected. 

Furthermore, Goldman Sachs remains 
cautious on the AUD/USD given that 

“despite the support of positive terms of trade 
shocks, the AUD’s decline has been driven 
by deteriorating risk sentiment, a faster pace 
of monetary tightening in the US, and rising 
global growth concerns. Over the medium term, 
there are some macroeconomic tailwinds for 
the Aussie that could help support the currency, 
including a very strong trade surplus, however, 
downside risks to China (and global) growth 
remain in focus and we remain cautious on the 
AUD.” Furthermore, Goldmans suggest UK 
inflation could top 22% next year should 
natural gas prices remain elevated. 

Despite the doom and gloom
It was a fairly quiet session for financial 
markets. Commodity markets were under 
the pump as recessionary fears grew,  
with oil off -5%, while equity markets were 
much more sanguine, easing between 

-0.5%-1.5%. The US 10-year Treasury yield 
was steady at 3.10% while FX markets 
were predominantly range bound.    
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