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RBA Board Meeting 
RBA Shrugs Off Omicron Fears  
• The Reserve Bank (RBA) left key policy settings unchanged this month, as widely expected.  

• The RBA remains upbeat on the outlook for growth, noting that the economy is recovering 
from the Delta lockdowns. In fact, the RBA brought forward when it expects the economy to 
return to its pre-Delta growth path to the first half of 2022 (previously mid 2022).  

• The RBA flagged that a new source of uncertainty is the emergence of the Omicron strain, 
although “it is not expected to derail the recovery”.  

• The RBA was notably more upbeat on the jobs market, although continued to emphasise it 
only expects a gradual pick up in wages and inflation.  

• Today's meeting was the last until February 2022 when the bond buying program will be 
reviewed. The statement reiterated that the future of the program will depend on several 
factors, including the actions of other central banks.  

• Several US Federal Reserve officials have suggested the Fed needs to taper faster. If this 
materialises, it may open the door for the RBA to end its own bond-buying program sooner. 

• Our core expectation, for now, remains that the RBA will announce a further reduction in the 
rate of bond purchases in February, before it is wound up by the middle of next year. 

• The RBA repeated that it “is prepared to be patient”. We stand by our view the cash rate will 
first increase in early 2023. Markets are fully priced for the first hike to occur in September 
2022, which has been pushed back from July 2022 just two weeks ago. 
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The Reserve Bank (RBA) left key policy settings unchanged this month, as widely expected. Last 
month, the RBA made major changes by dropping the yield curve control program and the 
guidance that the cash rate would not lift until 2024. The RBA had previously flagged that it would 
review the bond-buying program in February 2022. 

Economic Growth and Omicron 

The RBA opened its statement with optimism. It remains positive on the outlook for growth, 
noting that the Australian economy is recovering from the setback caused by the Delta outbreak. 
In fact, the RBA brought forward when it expects the Australian economy to return to its pre-Delta 
growth path to the first half of 2022 (previously mid 2022). The statement flagged a strong 
rebound in household consumption is underway and the outlook for business investment has 
improved. 

The RBA noted that a new source of uncertainty is the emergence of the Omicron strain. However, 
it stated “it is not expected to derail the recovery”.  

Labour Market 

One of the features of the statement that stood out was the language used to describe the labour 
market – it was notably more upbeat. Last month, the RBA said data on jobs ads suggested that 
many firms were hiring, which would boost employment over coming months. Today, the RBA 
noted that leading indicators “point to a strong recovery in the labour market”. The RBA added 
that job ads are at a “historically high level and there are reports of firms finding it difficult to hire 
workers”. 

Despite their optimism on jobs, the RBA still appears languid around their expectations for wages 
growth, although it was not without caveats. These caveats could suggest upside risk to the 
forecasts. 

Inflation and Wages 

The RBA is expecting a further pick-up in wages growth as the labour market tightens, but they 
expect this pick-up to be “only gradual”. However, they did highlight that there is uncertainty 
about the behaviour of wages as the unemployment rate declines to historically low levels. This 
implies that wages growth may pick up faster than the RBA’s central forecast. 

Wages growth is a key driver of inflation. And indeed, the RBA remains of the view that there will 
be a further, but only gradual, pick-up in inflation. The RBA’s central forecast is for underlying 
inflation to reach 2.5% by the end of 2023. In comparison, we expect underlying inflation to hit 
2.8% by the end of next year. Our expectation for a faster pick-up in inflation underpins our view 
that the RBA will lift the cash rate in early 2023. 

Housing Market 

What happens to rates will impact dwelling prices. Whilst dwelling prices continue to grow, they 
are growing at a slower rate. The RBA acknowledged today that some of the steam has come out 
of the housing market. The statement noted the rate of dwelling price growth has “eased over 
recent months” and that the “value of home loan commitments has declined from high levels”.  

Monetary Policy 

Turning to the outlook for policy, there were no gamechangers in today's statement. This is to be 
expected given the significant policy shifts made at the last meeting.  

This month, markets were watching closely for any clues on the future of quantitative easing. 
Today's meeting was the last until February 2022, when the bond buying program will be 
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reviewed. But the RBA is keeping their cards close to their chest and gave away no new 
information on this front. The statement reiterated that bond purchases will continue at $4 billion 
per week and what happens with these purchases will depend on “the actions of other central 
banks; how the Australian bond market is functioning; and, most importantly, the actual and 
expected progress towards the goals of full employment and inflation consistent with the target”. 
The RBA likely wants to keep wiggle room for bond purchases to observe how the recovery 
evolves over the coming months and to wait for more information on Omicron. 

Of other central banks, it is the actions of the US Federal Reserve that will the most important. The 
Federal Reserve started tapering its bond-buying program last month. We expect the Fed will 
conclude purchases by March next year. Recent remarks from several Fed officials have flagged 
that tapering perhaps needs to quicken given the extent of inflationary pressures in the US. If the 
Fed does indeed taper faster, the door might open for the RBA to conclude its bond-buying 
program sooner.  

Our core expectation, for now, remains that the RBA will announce a further reduction in the rate 
of bond purchases in February 2022, before it is wound up by the middle of next year. 

The forward guidance on the path of the cash rate was unchanged. The RBA continued to 
emphasise that “the Board is prepared to be patient”.  The statement again highlighted that 
inflation remains low and the price pressures are less significant than in other countries.  

We also stand by our long-held view that the cash rate will first increase in early 2023. There is a 
wide range of opinions on when the RBA will start raising rates. Interest rate markets are fully 
priced for the first rate hike to occur in September, followed by another before the end of next 
year. A third rate hike in 2022 is now only partially priced in. Two weeks ago, before the 
emergence of Omicron, interest rate markets were pricing in the first rate hike in July with two 
rate hikes to follow before the end of 2022. 
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