
Are you going to say it, or am I?

US Q3 GDP highlighted a slowing economy 
printing at just +2.0%, compared to Q2’s 
+6.7% and well below market forecasts 
of 2.7%, as supply chain issues and the 
COVID-19 Delta variant throttled  
spending and investment. This deceler-
ation reflected a sharp slowdown in 
personal consumption, which grew at just 
+1.6% following Q2’s +12.0%, as shortages, 
transportation bottlenecks, rising prices 
and COVID-19 Delta weighed on both 
goods and services spending. 

Furthermore, the GDP Price Index, or 
the deflator, was a lofty 5.7%, exceeding 
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expectations at 5.5% although it was lower 
than the 6.2% print from Q2. So, you all 
know that means — with lower growth and 
high and persistent inflation, everyone is 
talking about STAGFLATION. Yes, we all 
know that the third leg of that particular 
stool, rising unemployment, is not an issue, 
but that won’t stop some economists from 
grabbing a few sensationalist headlines! 

US President, Joe Biden, finally announced 
that his much debated economic frame-
work will provide an unprecedented 

“historic investment” as part of the President’s 
‘Build Back Better’ plan. I won’t go into all 
of the details as the bill totals 2,468 pages, 
but I suspect it will involve unimaginable 
amounts of public spending and whatever 
is eventually passed will be a watered down 
version. 

We also had the ECB out overnight, 
although there wasn’t much to report as 
they left monetary policy unchanged and 
pledged once again to keep interest rates 
at record low levels until inflation rises  
back to the ECB’s 2% target. In saying that, 
while policy makers expect inflation to 
exceed their 2.0% target next year, most 
hold contrasting views on where inflation 
will be in 2023. 

According to ‘unnamed sources’, while 
all policy makers agreed that the current 
market pricing showing interest rate 
increases next year is unfounded, the 
debate is relevant because in December  
the ECB will publish their 2024 pro- 
jections. Interestingly, this ‘source’ then 

stated that the Governing Council advised 
President, Christine Lagarde, to emphasise 
their forward guidance, but to stop short of  
saying that market interest rate expecta-
tions are wrong, arguing that investors 
might have different views on inflation to 
those of the central bank and, given the high 
level of uncertainty around the outlook, any 
pushback on market pricing could backfire. 
This led Ms Lagarde to state “Are markets 
ahead of themselves? It’s not for me to say. 
What I have to do and what I have to assess, is 
the validity of our analysis, and then testing our 
analysis once we have determined that it was 
correct against the conditions for our forward 
guidance.” 

Interestingly, the markets didn’t buy into 
Ms Lagarde’s rhetoric and the EUR actually 
rallied strengthening to a 1 month high, as 
did the NZD and AUD in what was a broad, 
weak US-dollar session. 

US equities continued to grind higher, 
although European markets were mixed, 
and the 10 year treasury yield increased 
back to 1.57%. 

Now I have heard it all

 … after a climate sceptic CEO announced 
his gas company is ‘carbon negative’ … I’m 
just not going there!

Stay safe, save your water before the 
Government gets it, and hey, let’s be  
careful out there
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