
US Labor Day holiday drains 
liquidity!
Why yes, we’ve gone with the US spelling 
for a change … and in fact, there’s not a  
lot to ‘chat’ about, this morning!

Perhaps the biggest surprise overnight  
was that OPEC+ agreed to a production  
cut of 100,000 barrels per day from 
October in an attempt to support prices that 
have ‘tumbled’ on fears about a potential  
global recession-driven demand downturn. 
Speaking of commodities, the European 
benchmark Dutch TTF gas futures  
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contract spiked 26.0% on its open, although 
it closed the session a mere 15.0% higher!

In the least surprising news of the day,  
Liz Truss won the Conservative Party 
elections and is set to replace Boris  
Johnson as the UK’s new Prime Minister. 
With the UK due to enter a recession,  
Ms Truss is adopting a strategy of tax cuts 
funded by an increase in government debt 
to the tune of GBP40 billion. I’ve looked  
but I can’t seem to find that page in my 

‘Economics 101’ book!  Furthermore, UK 
composite PMIs fell to 49.6 in August.

BoE member, Catherine Mann, also 
gave a speech on ‘Inflation Persistence 
and Monetary Policy Strategy’ which, 
interestingly, did not mention anything 
about falling growth, stating, “we cannot 
be complacent in the face of the short-term 
spikes and medium-term drift in inflation 
expectations. Acting more forcefully now, to 
ensure that the drift does not become the 
norm, is designed to avoid depending on a 
deeper and longer contraction. Recognising 
the potential for a shift in the Phillips curve 
shows how acting sooner and more forcefully 
can short-circuit the embedding of inflation.”

A fast and forceful tightening followed by  
a pause, or even a reversal, is preferable  
to a gradual approach.

The more we control medium-term 
inflation expectations now, the less  
tight long-term monetary policy will need 
to be.

In Australia, the S&P/Markit PMIs for 
August saw services fall to 50.2 from  
50.9. Meanwhile, manufacturing dropped 
into contractionary territory to 49.3 from 
July’s 52.5, with the composite at 50.2 
from 51.01. While the construction PMIs 
recovered to 47.9 from July’s 45.3, it also 
remains deeply contractionary. In other 
pessimistic news, Australian Q3 business 
inventories rose 0.3%, which was much 
weaker than the 1.6% expected, while the 
Melbourne Institute monthly inflation gauge 
fell 0.5% from July’s 1.2%, as the annualised 
rate increased to 4.9% from 5.4%.

Finally, the Chinese Caixin services 
PMIs for August printed at 55.0, against  
forecast at 54.0, while South Korea 
announced it will intervene in FX markets 
to protect the won if required. 

The relentless USD-index grind
While Friday’s US jobs report was a bit 
mixed bag, the negative news that Russia 
had not re-opened the Nord Stream 
pipeline was the key factor weighing on 
European commodity markets and the  
EUR and GBP. Concerns of plummeting 
Chinese growth saw the onshore CNY fall 
to lowest level in 2 years at 6.9425 following 
on from yesterday’s fixing just under  
6.9000. Interestingly, the NZD and AUD 
were range-bound during the overnight 
session, although today’s RBA rate 
announcement should see the ‘commodity’ 
currencies take centre stage on the Asian 
open. 
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