
When everyone is feeling 
optimistic …
 … it’s time to put on the pessimistic hat! 

Last week I attended a debt market 
conference, and I was shocked as to how 
optimistic everyone was in their outlook 
for 2023. Chief economists, the central 
bank, even the finance minister … the 
general feeling was that inflation has 
topped out, interest rates would follow 
their current projections, markets would 
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pause in H1 2023, and everything would 
return to pre-COVID levels with no 
recessions! Well, that economic rational 
has been well and truly thrown in the bin! 

The catalyst was last night’s US CPI 
number, which headlined at 8.3%, 
exceeding expectations at 8.1% as energy 
costs surged 23.8% on the year, while 
food prices increased 11.4%. However, 
the real shock was the fact that core 
inflation increased to 6.3% from July’s 
5.9%, highlighting that risk inflation 
could become embedded!

It was a similarly depressing story with 
the US IBD/TIPP optimism index, which 
rose to 44.7, but despite gaining ground, 
the index remains in negative territory 
for the 13th consecutive month. The 
outlook is even more pessimistic with the 
possibility of 90,000 rail workers about 
to go on strike which would impact 30.0% 
of US freight and likely trigger another 
surge in food price inflation. 

The net result of last night’s pessimism 
was … panic! Yep, once again equity 
markets are a sea of red with European 
bourses off 2.0%-2.5%, while US markets 
had their knuckles firmly wrapped, 
falling 4.5%-5.5% with talk building that 
the market could re-test June lows! 
Strangely, commodity and bond markets 
have been rather pragmatic, with the 

US 10-Year T-bond 6bps higher at 3.42%, 
although the USD index has surged to 
another multi-decade high, which has 
seen the NZD/USD plummet below the 
0.6000 level and the AUD/USD target 
its July low falling below the 0.6750 level. 
Markets are now speculating the Fed will 
hike a full 1.00% at its next meeting!

The rest of the news isn’t any 
better, either!
The Bank of Korea is concerned about the 
rapid drop in the won, given last night’s 
move of course, we may be getting closer 
to that ‘line in the sand’ for the BoK and 
the BoJ!  

The Australian Westpac consumer senti-
ment index rose 3.9% on the month 
to 84.4, from August’s 81.2, while 
Australian August business confidence 
rose to 10.0 from 7.0. In New Zealand, 
the August food price index rose 1.1% 
on the month following July’s 2.1% gain. 
This means local food prices have risen 
8.3% in the last year, their fastest annual 
rate in 13 years.

Morgan Stanley has cut its Q3 Brent 
oil forecast to USD98.00 per barrel 
from USD110.00, while the Biden 
administration is reportedly ready to 
start refilling their strategic petroleum 
reserves at the USD80.00 level.
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