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RBA Cash Rate held at 2.50% 
• The Governor’s Statement was almost identical to the previous month’s Statement. It leaves the 

door open for a further cut but we believe that would only occur if there was a significant 
deterioration in economic activity.   

• The RBA noted the rise in both housing and equity prices but sees this as natural response to the 
low interest rate environment. 

• There was, once again, mention of the improvements in business and consumer sentiment, but 
the RBA, like everyone else, is unsure if this will be sustained and if it will lead to increased 
activity. 

• The RBA remains uncomfortable with the strength of the Australian dollar. A lower AUD would 
help the Australian economy adjust to the decline in resource related construction activity.  

• We believe the RBA will be on hold for the bulk, if not all, of 2014. After that it could be time for 
rates to rise from their historically low level. 

Below is the Governor’s statement interspersed with our views. 

RBA Statement: At its meeting today, the Board decided to leave the cash rate unchanged at 2.5 
per cent.  

Recent information is consistent with global growth running a bit below average this year, with 
reasonable prospects of a pick-up next year. Commodity prices have declined from their peaks, 
but generally remain at high levels by historical standards. Inflation in most countries is well 
contained.  

Our view: This paragraph is identical to last month’s Statement and to the Statement in October. 
Global growth is positive but still below trend. Inflation is not a global concern despite huge 
injections of liquidity and problems in some countries driven by exchange rate changes. The globe 
appears to heading for a slow synchronized upswing in 2014. 

RBA Statement: Overall, global financial conditions remain very accommodative. Volatility in 
financial markets has abated recently. Long-term interest rates remain very low and there is ample 
funding available for creditworthy borrowers. 

Our view:  Again, this paragraph is identical to the previous month. While volatility has abated, it 
could re-emerge in early 2014 as the US debt negotiations hit the headlines and as markets 
contemplate a reduction or tapering in the US bond purchasing program. Strength in the US labour 
market would likely be a precursor to any reduction in monetary stimulus by the US Federal 
Reserve. 
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RBA Statement: In Australia, the economy has been growing a bit below trend over the past year 
and the unemployment rate has edged higher. This is likely to persist in the near term, as the 
economy adjusts to lower levels of mining investment. Further ahead, private demand outside the 
mining sector is expected to increase at a faster pace, though considerable uncertainty surrounds 
this outlook. There has been an improvement in indicators of household and business sentiment 
recently, but it is still unclear how persistent this will be. Public spending is forecast to be quite 
weak. 

Our view: The unemployment rate could well exceed 6.0% in the near term. Changes to the 
participation rate can lead to significant changes to the monthly figures. The slowdown in resource 
related construction investment is expected to see some jobs come to an end in 2014 and this 
would have negative flow-on effects throughout the wider economy. Public spending is singled out 
as a possible area of weakness. This comes despite a strong credit rating and a widely accepted 
need for productivity enhancing infrastructure investment. The RBA reiterated (in different 
wording) its uncertainty over the sustainability and impact of recent improvements in household 
and business sentiment.  

RBA Statement:  Recent data on prices and wages show inflation consistent with the medium-
term target. The Bank's assessment is that this is likely to remain the case over the next one to two 
years. 

Our view:  Over the past month, we have received wages data for the September quarter. This data 
was consistent with the view that inflation remains well contained. 

RBA Statement:  The easing in monetary policy that has already occurred since late 2011 has 
supported interest-sensitive spending and asset values. The full effects of these decisions are still 
coming through, and will be for a while yet. The pace of borrowing has remained relatively 
subdued overall to date, though recently there have been signs of increased demand for finance 
by households. There is also continuing evidence of a shift in savers' behaviour in response to 
declining returns on low-risk assets. Housing and equity markets have strengthened further over 
recent months, trends which should in time be supportive of investment. 

Our view: The RBA seems to be quite comfortable with the current pace of growth in house prices 
and equity markets. Rising asset prices is a natural response to low interest rates, as recently 
highlighted by RBA officials. While the current pace of credit growth remains subdued, there are 
signs that this is picking up, notably for investor housing.   

RBA Statement: The Australian dollar, while below its level earlier in the year, is still 
uncomfortably high. A lower level of the exchange rate is likely to be needed to achieve balanced 
growth in the economy. 

Our view:  Unsurprisingly, the RBA has again attempted to “talk down” the Australian dollar. While 
the recent rhetoric on currency intervention may have kept the AUD weaker in recent weeks, 
overseas developments will be the overwhelming drivers for the currency. The timing of when the 
Federal Reserve starts tapering its quantitative easing program will be a key factor.  A lower AUD 
would be helpful for the Australian economy. 

RBA Statement: At today's meeting, the Board judged that the setting of monetary policy 
remained appropriate. The Board will continue to assess the outlook and adjust policy as needed 
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to foster sustainable growth in demand and inflation outcomes consistent with the target.  

Our view:  While the economy is not recovering in a robust fashion, it is seeing signs of 
improvement. Sentiment has picked up and attitudes towards risk taking are changing. We believe 
the RBA will be on hold for the bulk, if not all, of 2014. After that it could be time for rates to rise 
from their historically low level. 
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