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Macroeconomic update: The RBA’s First Move 
 A rebound in business and consumer confidence and the impact 

of monetary and fiscal stimulus have led markets to price in 
one rate rise before Christmas and a further four by the end of 
the financial year.  

 History favours a tightening in either November or December, 
but one in February next year also seems a good possibility as 
well.  We continue to expect the first move to be in February, 
but acknowledge the risk around an earlier move in November 
or December. 

 
 

 

 

 

 

 

 

Chart of the week: when should the RBA begin? 

Figure 1: Australian nominal GDP growth and the RBA’s cash rate 

 

-2

0

2

4

6

8

10

12

14

16

18

20

86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11

-2

0

2

4

6

8

10

12

14

16

18

20

RBA cash rate, LHS

Nominal GDP growth, RHS

%
 p

.a

an
n
u
al %

 ch
an

g
e

Forecast

 

 

Source: ABS and ANZ. 



ANZ Australian Markets Weekly - 24 September 2009 
 

Page 2  

Macro update: The RBA’s First Move  
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 A rebound in business and consumer confidence and the impact of 
monetary and fiscal stimulus have led markets to price in one rate rise 
before Christmas and a further four by the end of the financial year.  

 History favours a tightening in either November or December, but one in 
February next year also seems a good possibility as well.  We continue to 
expect the first move to be in February, but acknowledge the risk around an 
earlier move in November or December. 

Setting the Platform for a Lift in Rates 
In Australia, household confidence and business confidence have both rebounded 
strongly in recent months and this has lifted the outlook for both business 
investment and consumer spending.  Indeed, the rebound in general confidence 
with the support of the monetary and fiscal stimulus should set the platform for 
continued recovery from the economic slowdown.   

Household wealth has been rebuilt on the back of stronger equities and 
improvement in house prices.  Government spending will continue to support 
growth over the medium term even though the target for this spending has shifted 
from the household sector to the construction sector and because of this the 
broader economy’s response to the stimulus will take longer going forward. 

Despite the stronger economic performance in recent months, consumer spending 
will probably slow somewhat after the impact of the cash handouts fade and 
demand for housing from first home buyers will likely slow as well as the grant 
begins to unwind at the end of this month.   

The labour market has softened and created some spare capacity and it should 
remain soft for at least the remainder of the year. However, this week’s skilled 
vacancy data showed two consecutive months of growth and this may indicate a 
turning point in hiring intentions. 

Nonetheless, the outlook for the global economy remains uncertain, despite the 
pickup in growth during the current quarter. 

Globally, the policy-induced improvement in financial conditions, the fiscal stimulus, 
and the need for restocking have lifted growth recently and these levers should 
continue to support global growth for the remainder of this year.   

However, next year the outlook remains more uncertain.  Demand will still probably 
be relatively weak and the restocking currently taking place will have mostly run its 
course and this may induce a period of slower growth next year.  But on the other 
hand, financial conditions should continue to improve provided there is no other 
shock to confidence and policy will remain supportive.  

Even with several areas of expected weakness over the medium term, the balance 
of risks about whether the current setting of monetary policy is appropriate has 
clearly shifted.   

On the domestic inflation front, the RBA’s latest forecast is that underlying inflation 
will ease back to the middle of the target band by the middle of next year and slow 
further to 2% by year end.  However, better-than-expected growth in the domestic 
and global economies would place upside risk to this forecast.   

Still, leaving the inflation outlook aside, there is little sign that the current policy 
setting is excessively pushing up asset prices and this probably leaves the RBA with 
no immediate pressure to begin normalising policy and one reason why we favour a 
February move.    

Picking the Month for the First Move 
Financial markets have repriced the balance of risks around the coming tightening 
cycle.  Indeed, the debate is now centred on when, rather than if, the bank begins 
to raise its target cash rate.  It is then worthwhile looking at patterns in past 
changes of policy. 

The RBA has changed monetary policy 40 times since inflation targeting began in 
1993, with 15% of these moves occurring in November and 15% in December 
(Figure 2).  There have been no changes in policy during January because there is 
no board meeting in that month and only 2.5% of the changes have occurred in 
June. 
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Another trend in changes in monetary policy is shaped by the release of the 
quarterly CPI.  During the inflation targeting period, the CPI has been released 
in April, July, October and January.   Moreover, 45% of the changes in policy 
have occurred in the month following the CPI releases (Figure 3).  

While the timing of the first rate rise in the upcoming tightening cycle remains 
open for debate, the history of past policy moves favours a November, 
December or February move. 

Figure 2: Distribution of change in monetary policy 
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Source: ANZ, RBA Bulletin  

Figure 3: Distribution of changes in monetary policy around CPI releases 
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Data wrap 
• New Motor Vehicle sales were up 0.3% in August. 
• DEWR Skilled Vacancies were up 1.2% in September 
• DEWR Wage Agreements increased 3.9% in the June quarter 
• HIA New Home Sales spiked 11.4% in August. 
• The RBA released the Financial Stability Review, which highlighted 

“significant improvement” in the global financial system since March. 
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ANZ economic and financial market forecasts 
Australian economic indicators 2008 2009f 2010f 2011f 

Economic activity (annual % change) 

Private final demand 4.4 -0.4 1.3 3.8 

Household consumption 2.6 1.4 1.6 3.0 

Dwelling investment 2.8 -7.6 5.3 5.9 

Business investment 13.9 -3.7 -1.4 5.6 

Public demand 6.2 2.6 7.1 4.4 

Domestic final demand 4.8 0.3 2.6 3.9 

Inventories (contribution to GDP) -0.7 -0.3 0.6 0.0 

Gross National Expenditure (GNE) 4.1 0.0 3.2 3.9 

Exports 3.8 1.1 1.4 4.6 

Imports 11.3 -9.6 6.9 9.5 

Net Exports (contribution to GDP) -1.8 2.6 -1.2 -1.3 

Gross Domestic Product (GDP) 2.4 0.8 1.6 3.2 

Prices and wages (annual % change) 

Inflation:  Headline CPI 4.4 1.8 2.5 2.0 

              Underlying* 4.4 3.7 2.4 2.1 

Wages 4.2 3.6 2.9 3.3 

Labour market 

Employment (annual % change) 2.2 0.0 -0.3 1.8 

Unemployment rate (%) 4.3 5.9 7.2 7.1 

External sector 

Current account balance: A$ bn -54.5 -48.4 -55.8 -62.1 

              % of GDP -4.6 -4.0 -4.4 -4.6 

*Average of RBA weighted median and trimmed mean statistical measures. 

Australian interest rates Current Dec 09f Mar 10f Jun 10f Sep 10f Dec 10f 

RBA cash rate 3.00 3.00 3.25 3.50 3.75 4.00 

90 day bill 3.31 3.45 3.55 3.80 4.30 4.30 

3 year bond 4.67 5.00 5.15 5.10 5.20 5.25 

10 year bond 5.30 5.60 5.65 5.60 5.80 5.85 

3s10s yield curve 0.62 0.60 0.50 0.50 0.60 0.60 

3 year swap 5.28 5.30 5.45 5.40 5.67 5.72 

10 year swap 5.98 5.95 5.95 5.90 6.35 6.40 

International interest rates 

RBNZ cash rate 2.50 2.50 2.50 2.50 3.00 4.00 

NZ 90 day bill 2.78 2.80 2.80 2.80 3.63 4.47 

US Fed funds note 0.25 0.25 0.25 0.25 0.50 0.75 

US 2 year note 0.96 1.00 1.25 1.50 2.00 2.25 

US 10 year note 3.41 4.00 4.15 4.30 4.50 4.45 

Japan call rate 0.10 0.10 0.10 0.10 0.25 0.25 

ECB refinance rate 1.00 1.00 1.00 1.00 1.00 1.25 

UK repo rate 0.50 0.50 0.50 0.50 0.50 1.00 

For additional information on interest rates please refer to ANZ’s Interest Rate Strategy Weekly. 
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Foreign exchange rates Current Dec 09f Mar 10f Jun 10f Sep 10f Dec 10f 

Australian exchange rates 

A$/US$ 0.87 0.89 0.92 0.91 0.89 0.87 

NZ$/US$ 0.72 0.71 0.72 0.71 0.69 0.68 

A$/¥ 79.3 78.3 79.1 80.1 80.1 80.0 

A$/€ 0.59 0.60 0.61 0.61 0.60 0.59 

A$/₤ 0.53 0.53 0.55 0.55 0.54 0.53 

A$/NZ$ 1.21 1.25 1.28 1.28 1.29 1.28 

A$/CA$ 0.94 0.95 0.95 0.95 0.93 0.91 

A$/CHF 0.90 0.92 0.94 0.96 0.93 0.93 

A$/CNY 5.96 6.08 6.28 6.22 6.07 5.92 

A$ Trade weighted index 67.5 68.5 70.2 69.8 68.3 66.9 

International cross rates 

US$/¥ 90.8 88.0 86.0 88.0 90.0 92.0 

€/US$ 1.47 1.48 1.52 1.50 1.48 1.47 

€/¥ 134 130 131 132 133 135 

₤/US$ 1.64 1.67 1.67 1.65 1.64 1.65 

€/₤ 0.90 0.89 0.91 0.91 0.90 0.89 

US$/CA$ 1.07 1.07 1.03 1.04 1.04 1.05 

US$/CHF 1.03 1.03 1.02 1.05 1.05 1.07 

US$ index 76.3 75.5 73.8 74.8 75.7 76.4 

Asia exchange rates 

US$/CNY 6.83 6.83 6.83 6.83 6.82 6.80 

US$/HKD 7.75 7.75 7.75 7.76 7.77 7.80 

US$/IDR 9645 9750 9500 9625 9250 9000 

US$/INR 48.2 48.0 47.0 47.5 47.0 47.0 

US$/KRW 1196 1125 1175 1150 1100 1050 

US$/MYR 3.48 3.50 3.48 3.45 3.40 3.40 

US$/PHP 47.5 48.0 48.0 47.0 47.0 46.0 

US$/SGD 1.42 1.46 1.45 1.44 1.44 1.43 

US$/THB 33.58 34.00 34.00 34.00 33.50 33.50 

US$/TWD 32.42 32.50 32.00 31.50 31.00 30.30 

US$/VND 17841 18500 18500 18500 18500 19300 

Pacific exchange rates 

PGK/US$ 0.373 0.374 0.392 0.381 0.395 0.386 

FJD/US$ 0.515 0.523 0.534 0.528 0.519 0.512 
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Important Notice 

Australia and New Zealand Banking Group Limited is represented in: 

AUSTRALIA by: 

Australia and New Zealand Banking Group Limited ABN 11 005 357 522 

100 Queen Street, Melbourne, Victoria, 3000, Australia 

Telephone +61 3 9273 6224   Fax +61 3 9273 5711 

UNITED KINGDOM by: 

Australia and New Zealand Banking Group Limited 

ABN 11 005 357 522 

40 Bank Street, Canary Wharf, London, E14 5EJ, United Kingdom 

Telephone +44 20 3229 2121    Fax +44 20 7378 2378 

UNITED STATES OF AMERICA by: 

ANZ Securities, Inc. (Member of FINRA [www.finra.org] and SEC) 

6th Floor 1177 Avenue of the Americas 

New York, NY  10036, United States of America 

Tel:  +1 212 801 9160   Fax:  +1 212 801 9163 

NEW ZEALAND by: 

ANZ National Bank Limited 

Level 7, 1-9 Victoria Street, Wellington, New Zealand 

Telephone +64 4 802 2000 
 
This document (“document”) is distributed to you in Australia and the United Kingdom by Australia and New Zealand 
Banking Group Limited ABN 11 005 357 522 (“ANZ”) and in New Zealand by ANZ National Bank Limited (“ANZ NZ”). 
ANZ holds an Australian Financial Services licence no. 234527 and is authorised in the UK and regulated by the 
Financial Services Authority (“FSA”).   

This document is being distributed in the United States by ANZ Securities, Inc. (“ANZ S”) (an affiliated company of 
ANZ), which accepts responsibility for its content.  Further information on any securities referred to herein may be 
obtained from ANZ S upon request.  Any US person(s) receiving this document and wishing to effect transactions in any 
securities referred to herein should contact ANZ S, not its affiliates. 

This document is being distributed in the United Kingdom by ANZ solely for the information of its eligible counterparties 
and professional clients (as defined by the FSA).  It is not intended for and must not be distributed to any person who 
would come within the FSA definition of “retail clients”.  Nothing here excludes or restricts any duty or liability to a 
customer which ANZ may have under the UK Financial Services and Markets Act 2000 or under the regulatory system 
as defined in the Rules of the FSA. 

This document is issued on the basis that it is only for the information of the particular person to whom it is provided.  
This document may not be reproduced, distributed or published by any recipient for any purpose.  This document does 
not take into account your personal needs and financial circumstances.  Under no circumstances is this document to be 
used or considered as an offer to sell, or a solicitation of an offer to buy. 

In addition, from time to time ANZ, ANZ NZ, ANZ S, their affiliated companies, or their respective associates and 
employees may have an interest in any financial products (as defined by the Australian Corporations Act 2001), 
securities or other investments, directly or indirectly the subject of this document (and may receive commissions or 
other remuneration in relation to the sale of such financial products, securities or other investments), or may perform 
services for, or solicit business from, any company the subject of this document.  If you have been referred to ANZ, 
ANZ NZ, ANZ S or their affiliated companies by any person, that person may receive a benefit in respect of any 
transactions effected on your behalf, details of which will be available upon request. 

The information herein has been obtained from, and any opinions herein are based upon, sources believed reliable.  
The views expressed in this document accurately reflect the author’s personal views, including those about any and all 
of the securities and issuers referred to herein.  The author however makes no representation as to its accuracy or 
completeness and the information should not be relied upon as such.  All opinions and estimates herein reflect the 
author’s judgement on the date of this document and are subject to change without notice.  No part of the author's 
compensation was, is or will directly or indirectly relate to specific recommendations or views expressed about any 
securities or issuers in this document.  ANZ, ANZ NZ, ANZ S, their affiliated companies, their respective directors, 
officers, and employees disclaim any responsibility, and shall not be liable, for any loss, damage, claim, liability, 
proceedings, cost or expense (“Liability”) arising directly or indirectly (and whether in tort (including negligence), 
contract, equity or otherwise) out of or in connection with the contents of and/or any omissions from this 
communication except where a Liability is made non-excludable by legislation.  

Where the recipient of this publication conducts a business, the provisions of the Consumer Guarantees Act 1993 (NZ) 
shall not apply. 
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