
Maybe Powell was right 
And inflation is transitory!

The US CPI rate edged down to +0.3% on 
the month, which was the smallest gain in 
7 months, and 5.3% for the year to August, 
which was down from July’s +0.5% and 
+5.4%. While the headline prints were 
below market expectations, the core rate, 
which excludes volatile items such as 
food and energy, were even weaker than 
expected at +0.1% and +4.0%, suggesting 
that inflation has possibly peaked.

This saw treasuries rally because the  
less-than-forecast increase in inflation 
was seen as giving Federal Reserve 
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officials more flexibility when it comes to 
pulling back on stimulus, and that saw the 
10 year treasury yield fall 5 basis points 
to 1.28%. Meanwhile the USD firmed 
a touch which saw the NZD and AUD 
weaken slightly. International equities 
also declined.

Part of the reason for the AUD weakness 
was a speech by the RBA Governor,  
Philip Lowe, in which he announced the 

“Delta outbreak has delayed, but not derailed 
the economic recovery.” He then reverted 
to trend, reiterating that the “cash rate is 
unlikely to rise before 2024 given sluggish 
wage growth. Getting faster wage growth 
would benefit everyone in Australia. It’s 

‘difficult to understand’ why markets pricing 
in hikes for 2022 and 2023. Rates might rise 
in other countries, but our domestic factors 
are different.” 

Looking at the facts, with the Australian 
Q2 house price index up +6.7% on the 
quarter and +16.8% on the year, while 
New Zealand house prices rose +2.5% in 
the month of August and +27.5% on the 
year, it is very interesting to compare the 
two different approaches of the central 
bank governors in Australia and New 
Zealand. And, I almost forgot, Australian 
business confidence improved in August 
to -5 from -8 while business conditions 
increased to 14 from 11.

And speaking of debt, according to the 
Institute of International Finance, global 
debt surged in Q2 as households seized  
on lower mortgage rates and govern-

ments’ continued borrowing to revive  
their pandemic-battered economies. Debt 
levels swelled by about USD4.8 trillion to 
a record USD296 trillion and, with a new 
iPhone out, I suspect these levels are 
going to continue increasing!  

Commentary around an upcoming default 
of Evergrande is starting to emerge, after 
the company’s hiring of bankruptcy 
advisor, Houlihan Lokey. China’s one 
year onshore swap rates surged to their 
highest level in almost 4 years, signalling 
market worries over liquidity shortages 
on the inevitable default of local property 
developer, Evergrande.

ECB’s Governing Council member, 
Francois Villeroy, maintained “the current 
inflation rise is temporary,” while ECB 
policymaker, Jens Weidmann, stated that 

“a gradual approach to digital currency makes 
sense, a digital euro should have a limited  
role in its initial rollout.”

Everyone loves a corporate 
break up
US Senator, Elizabeth Warren, has written 
to the Federal Reserve requesting they 
break up the US bank Wells Fargo to 
separate its traditional banking and Wall 
Street businesses after the lender was 
handed a USD250 million fine this month 
for regulatory failures.

Stay safe, keep on smiling, and hey, let’s be 
careful out there! There’s not long to go 
now!
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