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RBA Cuts Cash Rate to 1.50% 
· The RBA lowered the official cash rate to 1.50% at its August board meeting by 25 basis points, 

stating that “prospects for sustainable growth in the economy, with inflation returning to target 
over time, would be improved by easing monetary policy at his meeting”. It follows a 25 basis 
point cut at its May board meeting two months ago. 

· It appears that slower lending growth for housing was a factor behind the decision. Additionally, 
the low inflation outlook was the other major factor. 

· The question everyone is asking is “will this rate cut make a difference?” In helping to bring 
inflation back to target, the answer is probably not a lot! Rate cuts at this stage of the cycle may 
mean a lower exchange rate than otherwise. However, there are global factors which are 
helping to keep down inflation and there appears to be no impediments to obtaining financing 
to those who want to borrow.  

· It also appears that one of the hurdles which had been preventing the RBA from cutting rates – a 
strong housing market – has moderated. If housing continues to moderate and with not much 
prospect for inflation or domestic growth to pick up sufficiently,  there remains a risk that the 
RBA is not done cutting rates in this cycle. 

 

The RBA lowered the the official cash rate to 1.50% at its August board meeting by 25 basis points, 
stating that “prospects for sustainable growth in the economy, with inflation returning to target 
over time, would be improved by easing monetary policy at his meeting”. It follows a 25 basis 
point cut at its May board meeting two months ago.  

It appears that slower lending growth for housing was a factor behind the decision. The RBA stated 
that “the likelihood of lower interest rates exacerbating risks in the housing market has 
diminished”. Additionally, the low inflation outlook was the other major factor.  The RBA stated 
that “recent data confirmed that inflation remains quite low”.  

The balanced, but cautious view of previous commentary was largely repeated. On the domestic 
economy, the RBA saw that growth was “continuing at a moderate pace, despite a very large 
decline in business investment”. Labour market indicators were “somewhat mixed, but consistent 
with a modest pace of expansion in employment in the near term”.  

There was no mention of an update to the RBA’s growth or inflation forecasts. We will have to 
wait until Friday when the RBA publishes its Statement on Monetary Policy to gauge the outlook 
for economic growth and inflation.  
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Outlook for Monetary Policy 

The question everyone is asking is “will this rate cut make a difference?” 
 In helping to bring inflation back to target, the answer is probably not a lot! Rate cuts at this stage 
of the cycle may mean a lower exchange rate than otherwise and this may contribute towards 
lifting the prices of imported goods and services. However, there are global factors which are 
helping to keep down inflation and there appears to be no impediments to obtaining financing to 
those who want to borrow.  

This could mean one of two things for the RBA cash rate outlook. Firstly, the RBA believes that 
there is not much more that it can do to boost growth and inflation and will avoid lowering official 
interest rates unless there is a strong case to do so. Alternatively, the RBA could continually keep 
cutting rates with little impact on the domestic economy, but keeping in step with other central 
banks.  After cutting official interest rates today, the latter appears like the more likely scenario.   

On a more optimistic note, we are seeing signs that non-mining activity has continued to improve, 
and prospects that the labour market will be strong enough to see the unemployment rate remain 
broadly steady.  

However, for inflation to pickup, we may need to see a further reduction in the unemployment 
rate, and a pickup in wages. This would require a sustained period of above trend economic 
growth.    

It also appears that one of the hurdles which had been preventing the RBA from cutting rates- a 
strong housing market – has moderated. If housing continues to moderate and inflation remains 
well below target,  there remains a risk that the RBA is not done cutting rates in this cycle.  

 

 

 

The one page text of the Governor’s Statement can be found at http://www.rba.gov.au/ 

 

Janu Chan, Senior Economist    
Ph: 02-8253-0898  
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The Detail 
 
The information contained in this report (“the Information”) is provided for, and is only to be used by, persons in Australia. The information may not 
comply with the laws of another jurisdiction. The Information is general in nature and does not take into account the particular investment objectives 
or financial situation of any potential reader. It does not constitute, and should not be relied on as, financial or investment advice or 
recommendations (expressed or implied) and is not an invitation to take up securities or other financial products or services. No decision should be 
made on the basis of the Information without first seeking expert financial advice. For persons with whom Bank of Melbourne has a contract to supply 
Information, the supply of the Information is made under that contract and Bank of Melbourne’s agreed terms of supply apply. Bank of Melbourne 
does not represent or guarantee that the Information is accurate or free from errors or omissions and Bank of Melbourne disclaims any duty of care in 
relation to the Information and liability for any reliance on investment decisions made using the Information. The Information is subject to change. 
Terms, conditions and any fees apply to Bank of Melbourne products and details are available. Bank of Melbourne or its officers, agents or employees 
(including persons involved in preparation of the Information) may have financial interests in the markets discussed in the Information. Bank of 
Melbourne owns copyright in the information unless otherwise indicated. The Information should not be reproduced, distributed, linked or 
transmitted without the written consent of Bank of Melbourne. 
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