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Main Themes: The US dollar strengthened, US 
bonds sold off (i.e. yields rose), as ongoing 
speculation about the next US Federal Reserve 
Chair moved move markets. US economic data was 
firmer, but the effect of the recent hurricanes is still 
having an impacting. Meanwhile, British data 
overnight added support to the case for a rate hike 
in the UK later this year. And at home, minutes 
from the Reserve Bank’s last policy meeting 
suggested a rate hike is still some time away. 

Share Markets: The Dow Jones briefly topped the 
23,000 level for the first time. This blue-chip share 
market index was lifted by a batch of key earnings 
results that beat estimates. At the close, the Dow 
Jones was up 40 points (or 0.2%) to a new record 
high and the S&P 500 share market index was up 2 
points (or 0.1%) to also hit a new peak. 

Interest Rates: US 10-year treasury yields ranged 
between 2.30% and 2.33%, but are currently 
unchanged at 2.30%. US 2-year yields rose from 
1.55% to 1.56% and Fed fund futures yields firmed. 
The latter is now pricing the chance of a December 
rate hike at 92%, as the market moved to price in 
the possible appointment of a more hawkish 
Federal Reserve Chair.  

There are news reports that US President Trump 
plans to announce the next Federal Reserve Chair 
before November 3. Recent speculation is that the 
next Chair could be John Taylor. Taylor is known for 
a policy rule that would suggest he would be in 

favour of higher interest rates were he to replace 
Janet Yellen. Prediction markets still have Jerome 
(Jay) Powell as favourite for the next Federal 
Reserve Chair, but it is seen as a close call. 

Foreign Exchange: The US dollar index was slightly 
higher overnight, supported by speculation that the 
next US Federal Reserve Chair will be more hawkish. 
EUR/USD fell from 1.1780 to 1.1736, before 
rebounding to 1.1775 late in New York trading. GBP 
weakened after the Bank of England (BoE) Governor 
said contingency plans for a ‘hard exit’ from the 
European Union were being made. USD/JPY rose 
from 112.10 to 112.48, before retracing to 112.15.  

AUD/USD fell from 0.7890 to 0.7818, before 
retracing to 0.7845. A stronger USD and softer 
prices for gold and copper hurt the AUD.  

NZD/USD fell to 0.7147, before clawing back to 
0.7173. AUD/NZD ranged sideways between 1.0920 
and 1.0960. The pair was unruffled by the 
disappointing GDT dairy auction. 

Commodities: Prices for gold and copper declined, 
sending a key measure of commodity prices, the 
CRB index, to the biggest drop in over a week. 

Australia: The minutes of the Reserve Bank (RBA) 
Board meeting on October 3 painted an increasingly 
more optimistic economic outlook. However, the 
main takeout was an implicit signal that the RBA 
was not thinking of raising rates any time soon. The 
RBA sought to distance itself from other central 
banks around the world, which are pulling back on 
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monetary stimulus. The RBA further emphasised 
that domestic conditions would have a greater 
impact on the setting of monetary policy.  

The minutes have reiterated some key positives 
with recent labour market strength, public 
investment and the flow on impact to non-mining 
investment. While an improving labour market will 
be supportive of consumer spending, the RBA has 
made it clear that concerns over household debt 
and slow wages growth remain. These risks to the 
outlook, along with ongoing spare capacity in the 
labour market suggest the RBA is still not ready to 
consider raising rates any time soon.  

RBA Assistant Governor Luci Ellis spoke yesterday. 
Ellis spoke about the positive spill-over effects of 
public infrastructure spending to the non-mining 
sector. Ellis also said that the RBA was watching 
developments in the energy market. The RBA 
expects retail electricity prices to add to the 
consumer price index in coming quarters.  

New motor vehicle sales fell by 0.5% in September, 
according to ABS data. It is the third consecutive 
monthly decline and likely reflects weakness in 
consumer spending.   

Europe: The second release of consumer prices in 
the Eurozone region showed a rise of 0.4% in 
September and of 1.5% in the year to September. 
These increases matched that of the flash (or first) 
estimates provided. The biggest driver of inflation 
was the cost of energy, which jumped 3.9% in 
September.  

Core inflation, which strips out volatile price items, 
rose by 1.1% over the year to September. This 
outcome was weaker than the 1.2% growth 
recorded in the year to August. 

The ZEW expectations index fell from 31.7 in 
September to 26.7 in October. The result was also 
below market expectations of 34.2. The ZEW survey 
is a poll of 250 institutional investors in Germany. 

New Zealand: Consumer prices rose by 0.5% in the 
September quarter, a touch above expectations for 
a 0.4% rise. On an annual basis, consumer prices 
were up 1.9%. Prices were boosted by food and 
housing costs.  

United Kingdom: Consumer prices rose by 0.3% in 
September and by 3.0% in the year to September. 
The annual pace of inflation is the fastest in more 
than five years, led by a weaker pound and higher 
prices for food and transport. Meanwhile, core 
inflation that excludes energy, food, alcoholic 
beverages and tobacco, held steady at 2.7% in the 
year to September. This inflation data will fuel 

speculation that the Bank of England will start 
tightening monetary policy in November. 

In other data, house prices rose by 0.5% in August, 
as fewer properties for sale propped up prices. On 
an annual basis, house prices accelerated to 5.0%. 
Growth in prices was driven by the Northern 
regions. The London market continued to show 
signs of a slowdown. 

United States: Industrial production lifted by 0.3% 
in September, but the size of the increase was 
depressed by Hurricanes Harvey and Irma. The 
Federal Reserve said that the effects of the 
hurricanes have held down production by 0.25 
percentage points in September. The drop for 
August was also revised upwards, from 0.9% to 
0.7%.  Overall, industrial production fell at an 
annual rate of 1.5% during the third quarter. 
Excluding the effects of the hurricanes, the index 
would have risen at least 0.5%. 

Sentiment among housebuilders unexpectedly 
improved in October, according to the National 
Association of Home Builders (NAHB). The NAHB 
housing market index rose to 68 in October, from 
64 in September, marking the highest reading since 
May. It is unclear is this result suggests a rebound 
from the hurricanes in September or the start of a 
renewed upward trend. 
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Today’s key data and events 

 

AU Westpac Leading Index Sep prev -0.08% (10:30am) 

UK ILO Unemployment Rate 3 Months Aug exp 4.3% 
prev 4.3% (7:30pm) 

UK Avg Weekly Earnings 3 Month Avg Aug exp 2.1% 
prev 2.1% (7:30pm) 

EZ Construction Output Aug prev 0.2% (8pm) 

US Federal Reserve’s Dudley and Kaplan Discuss 
Economic Development (11pm) 

US Housing Starts Sep exp -0.4% prev -0.8% (11:30pm) 

US Federal Reserve Beige Book (5am) 

 

Times are AEST. All data forecasts are m/m or q/q and seasonally 
adjusted unless otherwise specified. Forecasts for Australian data 
are house forecasts and for other countries are consensus 
forecasts. 

 



Morning Report  
 

 
 

3 

 

 

 

Contact Listing 

   

Chief Economist Senior Economist Senior Economist 

Besa Deda Josephine Horton Janu Chan 

dedab@bankofmelbourne.com.au hortonj@bankofmelbourne.com.au chanj@bankofmelbourne.com.au 

(02) 8254 3251 (02) 8253 6696 (02) 8253 0898 
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The information contained in this report (“the Information”) is provided for, and is only to be used by, persons in Australia. The information may not 
comply with the laws of another jurisdiction. The Information is general in nature and does not take into account the particular investment objectives 
or financial situation of any potential reader. It does not constitute, and should not be relied on as, financial or investment advice or 
recommendations (expressed or implied) and is not an invitation to take up securities or other financial products or services. No decision should be 
made on the basis of the Information without first seeking expert financial advice. For persons with whom Bank of Melbourne has a contract to supply 
Information, the supply of the Information is made under that contract and Bank of Melbourne’s agreed terms of supply apply. Bank of Melbourne 
does not represent or guarantee that the Information is accurate or free from errors or omissions and Bank of Melbourne disclaims any duty of care in 
relation to the Information and liability for any reliance on investment decisions made using the Information. The Information is subject to change. 
Terms, conditions and any fees apply to Bank of Melbourne products and details are available. Bank of Melbourne or its officers, agents or employees 
(including persons involved in preparation of the Information) may have financial interests in the markets discussed in the Information. Bank of 
Melbourne owns copyright in the information unless otherwise indicated. The Information should not be reproduced, distributed, linked or 
transmitted without the written consent of Bank of Melbourne. 
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