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Euphoria from PBoC move unlikely to last 
  

   

  

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

  

 

 

  

In a surprise move China’s PBoC cut interest rates for the first time since June 2012 late 
on Friday evening with the bank lopping benchmark lending rates 40bps to 5.60%. In a 
further sign that the bank continues to push ahead with financial market reform, their 
benchmark deposit rate was cut by 25bps to 2.75%, some 15bps less than the lending rate, 
with the spread between the two narrowing to 285bps, the lowest level seen since May 
1999. In addition to this the bank also increased the maximum amount banks can 
pay above the benchmark one-year deposit rate from 1.1 to 1.2 times and scrapped all 
limits for deposits of 5-years in duration. While definitely a surprise move, given many 
believe the move won’t be enough to spur sagging lending growth, expect to hear plenty 
of calls for a RRR cut before the end of 2014. 

Mario Draghi gave his biggest hint yet that the ECB are preparing to expand the scale and 
scope of asset purchases Friday evening with the ECB President stating that ‘we will do 
what we must to raise inflation and inflation expectations as fast as possible’. He went on 
to say that should current measures fail to achieve this, or if further risks to the inflation 
outlook materialise, the ECB ‘will step up the pressure and broaden even more channels 
by altering the size, pace and composition of asset purchases’. Sovereign bond purchases 
here we come? 

Canadian inflationary pressures increased sharply in October with an annual increase of 
2.4% reported. The reading was higher than the 2.0% rate of September and expectations 
for an increase to 2.1% and marked the fastest pace of growth seen since June this year. 
Excluding volatile items that can skew the headline figure, core inflation rose 2.3% from a 
year earlier, the highest level seen since February 2012.  

Italian wage inflation rose 0.1% in October. Despite the increase, higher than the flat read 
of September, the annual rate slowed to 1.0%, the lowest level seen in the history of the 
survey. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Having fallen 2.75% last week the ASX 200 looks set to go on an early, short-covering rally 
this morning with SPI futures pointing to a gain of 52pts on the open. While the surprise 
decision by the PBoC to cut interest rates on Friday will initially buoy the index, with many 
doubting that the move alone will be enough to address sagging lending growth, it will be 
interesting to see whether the index can sustain its gains through to the closing bell. As is 
always the case on days such as these the movements in Chinese equities, particularly in 
the absence of Japanese markets, along with commodity futures, will be highly influential 
on the performance of the ASX 200, particularly the materials sector. 

Having surged to as high as .8722 following the PBoC rate cut decision Friday evening, the 
AUDUSD has continued to ease lower this morning with the pair currently buying .8663. 
With Japanese markets closed and no major tier-one data scheduled across the region, 
the movements in USDJPY, something of a proxy for overall USD moves in Asia, should be 
the greatest influence on Aussie today. Support is located between .8650-55 and at .8603 
with resistance kicking in at .8680, .8700 and again at .8722. 

Japanese market will be closed today for Labour Thanksgiving Day. 

Data releases this evening include services PMI, the Chicago Fed’s national activity index 
and Dallas Fed manufacturing index in the States, Germany’s IFO business survey along 
with Italian international trade. 
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