
Well, I wasn’t expecting that!
We had to wait a full week for it — and now 
we know — US core inflation accelerated 
0.6% on the month, and 6.6% on the year 
from last month’s 6.3%! At a headline level, 
CPI rose 0.4% on the month, while on the 
year it slowed to 8.2%, which was higher 
than the than 8.1% expected. 

This almost certainly locks in another 
super-sized Fed hike at its November 
meeting with 75bps fully priced in, and a 
16% chance that they’ll go a full 100bps. 
Markets now projecting a peak rate of 
4.85% by March 2023. 
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INT RATES NZ  Australia

OCR/Cash 3.50% 2.60%

90 day bills 3.99% 2.95%

2 year swap 4.88% 3.92%

10 year Govt 4.59% 4.09%

The CPI release saw US rates surge, the 
2-year bond yield up 14bps to 4.73%, the 
10-years bond 3bps higher at 3.94%. 

Meanwhile, US mortgage rates surged 
to 6.92%, their highest level in 20 years! 
Initially, stocks were battered on the CPI 
release but, incredibly, equities stormed 
back on speculation, the year-long selloff 
had potentially reached a bottom. This saw 
the S&P500 recover from a 2.0% loss to 
reach gains of 2.5%. A wave of put options 
bought to protect against such a rout 
moved into the money and, as profits were 
booked, dealers were forced to buy stocks 
to remain market neutral. The USD-index 
also initially surged, with USDJPY peaking 
at 147.67, its highest level since 1998, but 
then turned as equities recovered to be 
down -0.90% on the day with the GBP the 
main beneficiary followed by the NZD.  

While the CPI release was a ‘shocker’, 
the Fed will take comfort that the labour 
market appears to be loosening after 
initial claims by 9,000 to a 6-week high 
of 228,000 surpassing expectations of 
225,000 as the headline release recovered 
from the 5-month low reached 2 weeks 
ago.

US treasury Secretary, Janet Yellen, 
announced, “we are worried about a loss 
of adequate liquidity in the market,” as the 
balance-sheet capacity of broker-dealers 
to market-make in Treasuries hasn’t 
expanded to compensate for the increase 
in treasury issuance, which has increased 

by approximately USD7 trillion since the 
end of 2019. Simply put, large financial 
firms aren’t willing to serve as market-
makers as the supplementary leverage 
ratio, which requires that capital be put 
against such activity, limits profitability 
and impacts reserve holdings. Meanwhile, 
Fed Board Governor, Michelle Bowman, 
announced, “it’s not clear how high the Fed 
Funds rate will need to go.”

In our little corner of the world, New 
Zealand September food inflation grew  
at 0.4%, which is better than August’s 1.1% 
rise, to reach 8.3% on the year. Meanwhile, 
the Melbourne Institute’s survey of 
Australia consumer inflation expecta- 
tions flatlined from September to  
October at 5.4%. 

The official mouthpiece of the Chinese 
Government, the China Securities Times, 
has reported, “local government entities are 
to buy houses to support developers and, in 
turn, the economy.”

The word on Pall Mall
The UK officials are discussing how to 
back down from Liz Truss’s tax cuts as 
pressure mounts on her government to 
restore economic credibility. This saw the 
GBP recover while in the gilt market 10-
year yields fell 13bps to 4.18% while the  
30-year plummeted 60bps suggesting  
the BoE’s emergency intervention may  
end with a whimper rather than an 
implosion!
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