
Bank of England stands steady

The BoE voted 7-2 to leave interest rates 
unchanged at record lows of 0.10%, and 
by a majority of 6-3 to leave its bond-
buying programme unchanged. 

The central bank acknowledged that it 
would probably become necessary to 
increase interest rates at some stage 
over the coming months in order to 
maintain inflation within its 2.0% target 
as policymakers attempted to balance the 
risks of rising inflationary pressures. 

CPI is expected to peak at 5.0% in April 
2022 against the risks of slowing global 
growth and a potential upturn in UK 
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unemployment following the end of the 
furlough schemes.

The decision not to raise UK rates caught 
the market out to some extent with 
swap pricing falling 10-15 points as the 
curve steepened, although BoE Governor, 
Andrew Bailey, didn’t seem overly 
concerned stating “The market rate pricing 
was perplexing (and I’m) not surprised to see 
a correction in markets.”

In the US, wage pressures appear to be 
building as Q3 unit labour costs in the 
nonfarm business sector surged to an 
annualised rate of 8.3% against market 
forecasts of 7.0%, following on from Q2’s 
downwardly revised 1.1% gain. Breaking 
it down, hourly compensation increased 
2.9%, although productivity dropped 5.0%. 
These wage increases appear to show a 
rebalancing of the US economy, which 
was supported by a further fall in initial 
claims, which fell to a post-pandemic low 
as ‘just’ 269,000 Americans filed new 
unemployment claims, below market 
expectations of 275,000. Also, the US 
September trade balance eased to USD-
80.9 billion.  

European PPIs surged 2.7% on the 
month and 16.0% on the year against 
expectations of 2.3% and 15.4%, while 
the Markit composite PMIs printed in line 
with expectations at 54.2 and the services 
component was at 54.6. 

The Australia September trade balance 
remained high at AUD12.2 billion, which 
was inline with expectations, as the  

6.0% drop in exports was partially offset 
by the 2.0% fall in imports. It should be 
noted that the drop in iron ore prices 
account for a large part of the export 
decline. Furthermore, Q3 Australian retail 
sales, excluding inflation, also declined 
4.4% in the quarter.

The New Zealand October commodity 
price index rose 2.1% in the month, 
following on from Septembers 1.5% gain, 
to a new record high. In local currency 
terms the index rose 1.7% as the NZD-
TWI firmed.

Unlike the RBA, BoJ Governor, Haruhiko 
Kuroda, announced “We will continue with 
yield curve control even after the pandemic” 
while the Markit services PMI for October 
increased to 50.7 from 47.8.

The knock-on effect 

Following on from Jerome Powell’s 
comments about transitory inflation and 
the BoE surprise decision to hold rates 
today, bond markets have had a little think 
about the transitory inflation story, with 
yields down across the board. 

At the time of writing, the 10 year Treasury 
bond is down 8-bps to 1.52%. This has 
also had a knock-on effect in the currency 
markets, with the NZD, AUD, and EUR off 

-0.50% to -0.75%.   

Stay safe, enjoy the weekend, and hey, 
let’s be careful out there!
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