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Main Themes: There was lots of news for investors 
to digest overnight. The UK’s Bank of England raised 
its benchmark rate for the first time in more than a 
decade. US President Trump nominated Jerome 
Powell, a non-economist, to head up the Federal 
Reserve Chair when Yellen’s term expires next year. 
And US House Republican legislators released more 
tax-plan details overnight. 

Share Markets: US share markets continued to 
push higher overnight. The Dow Jones rose 81 
points (or 0.4%) to a new record high and the S&P 
500 share market index lifted 0.5 points (flat in 
percentage terms). 

Interest Rates: US 10-year treasury yields fell 
modestly after the release of more details about 
the tax plan was announced. Fed fund futures yields 
continued to price the chance of a December rate 
hike at 98%, despite US President Trump formally 
nominating Powell as the next Federal Reserve 
Chair. 

Foreign Exchange: The GBP fell sharply in response 
to the decision by the Bank of England to hike its 
benchmark rate. The sell-off in GBP was sparked by 
the more dovish statement that suggested further 
rate hikes would be limited and gradual. GBP/USD 
fell from 1.33000 to a low of 1.3043. 

The USD fell in the wake of the release of more 
details of Trump’s tax plan. However, it was a 
choppy overnight session for the USD. The USD is 
currently trading a little firmer than where it was at 

the end of yesterday’s Asian trading session. 

Meanwhile, EUR/USD rose from 1.1630 to 1.1690. 
USD/JPY traded around 114.10 apart from a 
temporary dip to 113.54 post the US tax plan.  

The Australian dollar did get a boost of around half 
of one US cent yesterday, after stronger-than-
expected domestic trade and building approvals 
data. The AUD/USD has held on to these post-data 
gains. The exchange rate pair did lose some ground 
during the European trading session, but recovered 
in New York.  

NZD/USD ranged between 0.6890 and 0.6935. 
AUD/NZD ground slightly higher from 1.1130 to 
1.1170. 

Commodities: Gold and oil prices were firmer 
overnight, but base metal prices were mostly 
weaker. 

Australia: Building approvals rose by 1.5% in 
September, defying consensus expectations for a 
decline. It extends a period of stabilisation in recent 
months. Approvals are still down 13.9% from their 
August 2016 peak and indicative of a residential 
construction cycle that has turned. However, the 
current level of approvals suggests residential 
construction activity will continue at a high level for 
a while yet.  

Dwelling approvals in NSW led the increase in 
September, jumping 10.7%. There were also 
sizeable monthly gains in Western Australia 
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(27.1%), Tasmania (16.5%) and a smaller gain in 
South Australia (6.6%). Approvals weakened in 
Victoria (-2.0%), but remain elevated. Queensland 
also recorded a drop in approvals (-17.0%). 

The trade surplus jumped from a revised $0.87 
billion in August to $1.75 billion in September, the 
largest in four months. The trade balance has been 
in surplus for eleven consecutive months, reflecting 
the rebound in commodity prices from a year ago 
and ongoing strength in production volumes. 

The jump in the surplus over September reflected a 
rebound in exports. Exports lifted by 2.9%, the first 
increase in exports in four months. Imports rose 
just 0.2% in September, following two consecutive 
monthly declines. This recent weakness could 
suggest some loss in momentum of domestic 
demand. But it could also reflect a price impact, as 
import prices fell in the quarter. 

New Zealand: Job advertisements jumped 0.9% in 
October, after a rise of 0.4% in September. On a 
year ago, ads are 8.9% higher. Annual growth was 
firmer at the start of the year (at 20%), but ads are 
levelling off. 

United Kingdom: The Bank of England (BoE) raised 
its key overnight borrowing rate for the first time in 
more than a decade overnight. The UK base rate 
was lifted from 0.25% to 0.50%, returning to its 
level before the UK voted to leave the European 
Union in 2016. However, the BoE’s policy statement 
explaining the hike cautioned that further increases 
in the base rate would be “very gradual”. 
Furthermore, policymakers omitted language from 
previous statements that said more hikes could be 
needed than financial markets expect. 

United States: US President Trump has nominated 
Jerome Powell to replace Janet Yellen as the 
Federal Reserve Chair. It is a decision that has been 
widely expected, but breaks with the long-standing 
tradition of nominating the incumbent Chair for a 
second term. 

Powell is expected to maintain a steady course 
when it comes to both further gradual interest rate 
hikes and balance sheet normalisation.  

There are some critics of Powell as a choice because 
while the likes of Yellen and Bernanke (before her) 
spent their entire professional careers studying and 
understanding the US economy, Powell has not. 
Powell lacks the same qualifications as Yellen. The 
last non-economist to run the Fed was G. William 
Miller in 1977-78. Miller’s short reign of just 18 
months was viewed by many as disastrous. While 
financial markets appear comfortable with Powell 

as a choice, a bit more caution might be warranted. 

There are still three vacancies on the Federal, 
Reserve board, including the Vice Chair position. 
John Taylor is still thought to be very much in the 
running for this spot. A Chair/Vice Chair 
combination with a disruptive hawkish outsider like 
Taylor would on balance give a more hawkish feel 
than Yellen and Fisher. The rotating schedule for 
2018 among the regional Presidents also has a 
hawkish lean to it: doves like Kashkari and Evans 
will be replaced by known hawks Mester and 
Mullinex. 

House Republican legislators have released more 
details on the tax plan. The basic thrust of the plan 
is intact, namely, sweeping tax cuts for corporates, 
from 35% to 20%; full expensing of CAPEX, but only 
for a five-year period; cutting personal income taxes 
(to 12%, 25%, 35% and 39.6%) and the number of 
brackets from seven to four; and, a new 25% tax 
rate for so called “pass through businesses” (i.e. 
small business) who pay taxes based on the 
personal income brackets. The foreign earnings tax 
holiday is there too, but the rate will be 12%. This 
rate is higher than the earlier mooted 8% and above 
the 5% used in the 2005 tax holiday, implying 
potentially less repatriation flows into the US. 
Thereafter, the plan envisages a 10% tax on foreign 
earnings, but only for high income foreign 
subsidiaries. 

In terms of economic data, initial jobless claims fell 
5,000 to 229,000 in the week ended October 28. In 
recent weeks, initial jobless claims have improved 
steadily after the softness induced by the landfall of 
the major hurricanes in August and September. 
Over the past four weeks, claims have averaged 
233k, down from the 256k average of a year ago.  

Non-farm productivity rose by 3.0% in Q3 (vs 2.6% 
expected), tracking the increase in GDP growth. 
Meanwhile, unit labour costs rose 0.5% in Q3 (vs 
0.4% expected). 
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Today’s key data and events 

 

AU PMI Composite Oct prev 53.1 (9am) 

AU Retail Sales Value Sep exp prev -0.6% (9:30am) 

AU Retail Sales Volumes Q3 exp 0.3% prev 1.5% 
(11:30am) 

CH Caixin PMI Composite Oct prev 51.4 (12:45pm) 

CH Caixin PMI Services Oct prev 50.6 (12:45pm) 

UK Markit/CIPS Composite Oct exp 53.8 prev 54.1 
(8:30pm) 

UK Markit/CIPS Services Oct exp 53.3 prev 53.6 
(8:30pm) 

US Initial Jobless Claims w/e Oct 28 exp 235k prev 
233k (11:30pm) 

US Non Farm Payrolls Oct exp 312k prev -33k 
(11:30pm) 

US Unemploy. Rate Oct exp 4.2% prev 4.2% (11:30pm) 

US Avg Hourly Earnings Oct exp 0.2% prev 0.5% 
(11:30pm) 

US Trade Sep exp –US$43.3bn prev –US$42.4bn 
(11:30pm) 

US ISM Non Mfg Index Oct exp 58.5 prev 59.8 (1am) 

US Factory Orders Sep exp 1.2% prev 1.2% (1am) 

US Durable Good Orders Sep Final exp 2.0% prev 2.2% 
(1am) 

US Markit Services PMI October Final exp 55.9 prev 
55.9 (1:45am) 

US Markit Composite PMI Oct Final prev 55.7 
(1:45am) 

US Federal Reserve’s Kashkari Speech (3:15am) 

 

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. 
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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 

   

   

   

   

   

 

The Detail 
 
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. 

 
  
Any unauthorized use or dissemination is prohibited. Neither Bank of Melbourne- A Division of Westpac Banking Corporation ABN 33 007 457 141 
AFSL 233714 ACL 233714, nor any of Westpac’s subsidiaries or affiliates shall be liable for the message if altered, changed or falsified. 
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