
Financial markets … 
Shifted into a defensive, risk-off posture 
over the last 24 hours, completely 
reversing the early-week optimism as 
resurgent energy shocks and unyielding 
central bank minutes hammered 
sentiment.

Brent oil surged 4.25% to USD104.45 a 
barrel following reports that the US is 
actively preparing for a “massive bombing” 
campaign against new Iranian targets, 
breaking assumptions that geopolitical 
tensions would remain capped ahead 
of the US midterm elections, but oil 
prices pared back some of those gains 
after President Trump tweeted, “We will 
not be attacking Iran at any time prior to 
the Midterm Elections.” This geopolitical 
friction collided with severe physical 
disruptions in North America, where 
Hurricane Isaias forced the immediate 
shutdown of roughly 25% of oil and 
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16.4% of gas production in the Gulf of 
Mexico.

Fixed income, FX, commodity, and 
equity desks buckled under the weight 
of resurgent inflation fears. The retreat 
from risk was compounded by the 
release of the September FOMC meeting 
minutes, which revealed that most 
Fed officials remain deeply concerned 
about sticky inflation driven by energy 
prices. The ECB minutes added to the 
sentiment after it was revealed that the 
members acknowledged the inflation 
risks remain skewed to the upside, while 
renewed concerns about the validity of 
AI infrastructure spending all combined 
to underline the higher-for-longer 
narrative.

The impact of Fed comments!
While Fed Governor Christopher 
Waller’s comments that, “The hikes 
do not need to come at consecutive 
meetings, but they should be in place in 
an acceptable period of time,” along with 
colleague Alberto Musalem statement, 

“Inflation is elevated and being driven by 
persistent demand pressures and supply 
shocks. Rates ought to be going up in the 
next 6 to 9-months,” initially sent yields 
higher, those advances were quickly 
lost after President Donald Trump said 
the US won’t attack Iran until after the 
November midterm elections. As I type, 
Treasury yields are trading lower with 
the 2, 10 and 30-years 0.1bps, 0.7bps and 
0.7% lower at 4.76%, 5.23% and 5.61% 
respectively. 

But despite the yield pulls back from 
their multi-decade highs, the USD-index 

remained supported on safe-haven flows, 
with little movement in the NZD and 
AUD.

On a sidenote, the US Treasury sold off 
USD22.0bn of 30-year bonds at a high 
yield of 5.618%. The auction was well 
received with the high yield slightly 
above the WI level while demand was 
strong with the bid-to-cover exceeding 
its recent averages.

Equity indices slid for a second 
consecutive session, falling -0.5% to 

-1.5%, as they continued to pull back from 
Tuesday’s record highs. Semiconductor 
and tech heavyweights bore the 
brunt of the liquidation wave after a 
report suggested OpenAI’s revenue 
is USD20.0bn less than previously 
signalled, calling into question the insane 
AI spending. Adding to the pessimistic 
sentiment, a flagship Australian data 
centre firm backed by Nvidia failed to 
attract anticipated institutional funding 
prompted billionaire investor Ray Dalio 
to reiterate stark warnings over an AI 
funding bubble.

The minutes from the ECB’s September 
meeting, where the central bank hiked 
rates 25bps, highlighted that while  
Governing Council was united in its view 
that a worsening inflation outlook and 
economic resilience called for a hike, the 
minutes gave a less hawkish picture than 
the one presented by President Christine 
Lagarde at the press conference. While 
some ECB members suggested, “The 
inflation energy shock could be less 
persistent than assumed, it was still too 
early to draw a firm conclusion about the 
degree of resilience of the economy on the 
basis of the latest growth figures.”
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