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GBP outperforms as UK joins the inflation party  

The UK is the latest in a long line of countries to experience a surge in inflation. October CPI inflation jumped from 3.1% 
to 4.2% yoy according to figures released overnight, a 10-year high and well ahead of the consensus (and Bank of England) 
expectation of 3.9%. The BoE baulked at the opportunity to raise rates at the start of the month (despite it being fully 
priced), but the inflation figures in tandem with yesterday’s strong labour market data have cemented expectations that 
rates will start rising at the December meeting. GBP has outperformed overnight as a result. GBP/USD is up just under ¾ 
cent to 1.3490, which has pulled NZD/GBP down further to 0.5190.  

Outside of the UK, there wasn’t a lot of action in financial markets overnight. A mild ‘risk-off’ tone prevailed. After a 
flattish night in European equity markets, US sharemarkets are down 0.2-0.5%. The S&P500 nevertheless remains only a 
few points below record highs. Commodity markets shared in the dour mood (WTI crude -3.3%) while bond yields crept 
sideways.  

US housing market data released overnight were mixed. Housing starts fell 0.7% in October, confounding expectations for 
a decent increase. Building permits rose a better-than-expected 4% to a 6-month high. While this was positive, getting 
enough homes built in the US remains an issue as the industry battles shortages of materials and labour. This shortage of 
housing is contributing to strong house price inflation (last marked nationally at 20%). Sound familiar? 

The Government yesterday put a few more dates around the introduction of the ‘traffic light’ COVID management 
system (soon after the Cabinet meeting on November 29) and the opening of Auckland’s border (December 15th). Neither 
was unexpected and hence there are no obvious implications for our economic forecasts, which already imply a rebound in 
activity from the end of this year. Markets were similarly unmoved by the announcements.  

There was no lasting impact on NZ yields from a slump in their Aussie equivalents (2-year swap -6bps) following 
yesterday’s Australian wage data. Ostensibly, the data were exactly in line with surveyed expectations (2.2% yoy), but the 
market was evidently looking for more of an acceleration as fuel to further rebuff the RBA’s dovish interest rate guidance. 
The RBA has essentially pegged the start of rate hikes on wage inflation at “3 point something per cent” (Governor Lowe). 
Our friends at CBA expect the labour market to begin to tighten again quite quickly from here. 

FX Wrap: Quiet, other than the GBP outperformance noted earlier. The NZD/USD consolidated around a 0.6980-0.7020 
range. More of the same looks likely ahead of the inflation expectations data released this afternoon (see below).  

Day Ahead: In NZ, this afternoon’s RBNZ inflation expectations survey will be market-sensitive. It’s a given that 
expectations will rise from last quarter’s 2.27% (2-year ahead), courtesy of the spike in actual inflation. But the question is 
how much. A print near the top of the RBNZ’s 1-3% CPI target could have markets upping the odds of a 50bps hike next 
week. Across the Tasman and after the NZ close (5pm NZT), RBA assistant Governor Ellis chats about…the economy, I 
guess? (a speech title hasn’t been released).  
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Currencies Currencies Commodities Equities

NZD/USD 0.7000 0.1% NZD/SEK 6.2049 -0.2% CRB Index 237.492 0.0% Dow 35985 -0.4%

NZD/AUD 0.9634 0.6% NZD/NOK 6.1272 0.3% NZX WMP 4190 -0.8% S&P 500 4695 -0.1%

NZD/EUR 0.6184 0.1% NZD/THB 22.85 -0.3% Gold $/o 1864.99 0.8% NASDAQ 15953 -0.1%

NZD/JPY 79.85 -0.5% AUD/USD 0.7266 -0.6% WTI Oil $/b 78.1 -3.3% FTSE 7291 -0.5%

NZD/GBP 0.5190 -0.4% EUR/USD 1.1318 0.0%  NZD Swap Rates (%) DAX 16251 0.0%

NZD/CAD 0.8830 0.5% USD/JPY 114.07 -0.5% OCR 0.50 0.00 CAC-40 7157 0.1%

NZD/CHF 0.6500 -0.2% 10 Yr Bond Yields (%) 3mth 0.86 0.00 H.Seng 25650 -0.2%

NZD/HKD 5.4519 0.1% NZ 2.67 0.01 1yr 1.71 0.03 Nikkei 29688 -0.4%

NZD/SGD 0.9499 0.1% US 1.61 -0.03 2yr 2.35 0.01 ASX200 7370 -0.7%

NZD/DKK 4.5990 0.1% Aust 1.87 0.03 5yr 2.71 0.00 NZX50 12837 0.0%
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      Important Disclaimer 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or needs. 
Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard to your 
objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.   

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the 
information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy, 
reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this document are subject 
to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere by ASB Bank Limited. We are 
under no obligation to, and do not, update or keep current the information contained in this document. Neither ASB nor any person involved in the 
preparation of this document accepts any liability for any loss or damage arising out of the use of all or any part of this document.   

Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to contingencies 
and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant that any of these 
valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.  
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