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“Hold the Line” - RBA stays at 3.0% 

 The RBA holds the official cash rate at 3.0%, as widely expected by markets. 

 The RBA retains a clear easing bias, based on declining inflation expectations, but the overall tone of 

today’s statement is a little more positive, suggesting that the most likely outlook is for the cash rate to 

remain unchanged at 3.0% in the months ahead. 

 Global economic developments, inflation, employment and access to credit for households and 

businesses will remain the key factors for the RBA in assessing policy over H2 2009. 

At today’s Board meeting, the Reserve Bank of Australia (RBA) decided to leave the official cash rate at 3.0%.  This 

outcome was widely expected in markets.  The RBA statement notes that “the Board’s current view is that the 

outlook for inflation allows some scope for further easing of monetary policy, if needed”.  So the RBA retains a 

clear easing bias, but it does seem that the overall tone of today’s statement from the RBA is slightly more 

positive than in June and, given this, the near-term outlook is likely for the RBA to continue to hold the official cash 

rate steady at 3.0%.  This view is clearly reflected in markets, with expectations for the cash rate at 2.995% in 1 month’s 

time, 2.92% in 6 months and 3.05% in 12 months. 

 

Some of the highlights from today’s statement from the RBA are as follows: 

 

 In June the RBA stated that “evidence has continued to emerge that the global economy is stabilising”.  Now 

the RBA is much more emphatic, simply stating that “the global economy is stabilising”. 

 Specifically the RBA noted that “conditions in global financial markets (are) improving and action to strengthen 

balance sheets of key financial institutions is underway.” 

 In terms of the different economic regions, the RBA noted that “growth in China has strengthened considerably” 

and “there is tentative evidence that the US economy is approaching a turning point, but conditions in Europe 

are still weakening.” 

 On the downside, however, the RBA also noted that “credit conditions remain tight and the effects of economic 

weakness on asset quality present a challenge.  While the considerable economic policy stimulus in train 

around the world should support recovery, it is likely to be slow at first.  For it to be durable, continued progress 

in restoring balance sheets is essential.”  

 Turning to Australia, the RBA makes the significant statement that “economic conditions in Australia have to 

date not been as weak as expected a few months ago.”  

 They also note, however, “output has been sluggish and capacity utilisation has fallen back to about average 

levels, with some further decline likely over the rest of the year.  Weaker demand for labour is leading to lower 

growth in labour costs.  These conditions should see inflation continue to abate over the period ahead.” 

 We would also note that the Australian Fair Pay Commission today announced the decision to hold the 

minimum wage rate at $A543.78 per week.  While the trade union movement had asked for an $A21 increase, 

+3.9%, employer groups were after an increase between zero and $A8 (0% and +1.5%).  The decision to hold 

the minimum pay rate steady was based on the Commission’s concerns about the impact of rising 

unemployment rates and that an increase in wages could further “reduce employment and working hours”.  The 

Commission also stated that “recent fiscal stimulus packages have provided real increases to disposable 

income … enabling the safety net to be maintained.”  Today’s minimum wage decision will likely, therefore, 

provide some downside bias to wage and inflation rates in the year ahead. 

 In today’s statement the RBA specifically noted that “a pick-up in housing credit demand suggests stronger 

dwelling activity is likely later in the year.  House prices are tending to rise.” 

 Turning to the corporate sector, the RBA notes that “business borrowing, on the other hand, has been declining, 

as companies postpone investment plans and seek to reduce leverage in an environment of tighter lending 

standards.”  Reflecting recent equity market activity, the RBA also stated that “large firms have had good 

access to equity capital, which is assisting in strengthening their financial structures.” 

 It is a little surprising, however, that the RBA did not follow this statement with a recognition that the access to 

funding for small and medium-sized businesses is much tighter. 
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 The RBA then repeats the point it has made several times over recent months, stating that “monetary policy has 

been eased significantly” and that “market and mortgage rates are at very low levels by historical standards, 

despite recent small increases.  Business loan rates are below average.  The effects of these changes will still 

be coming through for some time yet.  Fiscal measures are also providing considerable support for demand.” 

 The concluding statement from the RBA that “the outlook for inflation allows some scope for further 

easing of monetary policy, if needed”, is almost a repeat of the June conclusion, but, as noted, the 

overall tone from the RBA is marginally more positive. 

 

 

 

 

 

 

 

 

 

 

Colonial First State Global Asset Management Investment Markets Research 

Contact details  

Stephen Halmarick Head of Investment Markets Research +612 9303 3030 shalmarick@colonialfirststate.com.au 

Belinda Allen Analyst, Investment Markets Research +612 9303 3110 ballen@colonialfirststate.com.au 

James White Analyst, Investment Markets Research +612 9303 2645 jwhite@colonialfirststate.com.au 

 

 

 

 

 

 

 

DISCLAIMER 
Product Disclosure Statements (PDS) and Information Memoranda (IM) for the funds issued by Colonial First State Investments Limited ABN 98 002 
348 352, Commonwealth Managed Investments Limited ABN 33 084 098 180, and CFS Managed Property Limited ABN 13 006 464 428 (collectively 
CFS) are available from Colonial First State Global Asset Management.  Investors should consider the relevant PDS or IM before making an 
investment decision. Past performance should not be taken as an indication of future performance. 
No part of this material may be reproduced or transmitted in any form or by any means without the prior written consent of CFS. This material contains 
or is based upon information that we believe to be accurate and reliable. While every effort has been made to ensure its accuracy we cannot offer any 
warranty that it contains no factual errors. We would like to be told of any such errors in order to correct them. 
This material has been prepared for the general information of clients and professional associates of CFS. You should not rely on the contents. To the 
fullest extent allowed by law, CFS excludes all liability (whether arising in contract, from negligence or otherwise) in respect of all and each part of the 
material, including without limitation, any errors or omissions. 
This material is intended only to provide a summary of the subject matter covered.  It does not purport to be comprehensive or to render specific 
advice. It is not an offer document, and does not constitute a recommendation of any securities offered by CFS. No person should act on the basis of 
any matter contained in this material without obtaining specific professional advice. 
Colonial First State Global Asset Management is the consolidated asset management division of Commonwealth Bank of Australia ABN 48 123 123 
124. 
Copyright © (2009) Colonial First State Group Limited.  
All rights reserved. 


