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RBA – The Balancing Act Continues 
• At the RBA’s first meeting for the year, the cash rate was left unchanged at 2.0% as widely 

expected.  

• Despite heightened volatility in financial markets, the RBA noted that the global economy is 
continuing to grow. But it does acknowledge that risks exist and that outcomes remain 
uncertain. 

• The RBA will release its Statement on Monetary Policy on Friday. That may provide details of 
any downgrade in its outlook for global growth. 

• The RBA is permanently engaged in a balancing act, providing support or restraint when needed. 
As we approach 25 years of continuous economic growth, we expect the RBA will assist in 
achieving that goal by providing both stability and support via its current accommodative cash 
rate of 2.00% throughout 2016.   

 

 

At the RBA’s first meeting for the year, the cash rate was left unchanged at 2.0% as widely 
expected.  

Despite heightened volatility in financial markets, the RBA noted that the global economy is 
continuing to grow. The RBA is not hiding from the fact of volatility; it is telling us that, as yet, its 
impact on real global economic activity is limited. In the face of higher volatility, global monetary 
policy remains ‘remarkably accommodative’. Official interest rates in the US, Europe and Japan 
remain well below those in Australia. In Germany 10 year bond yields are only 0.35%! 

The RBA will release its Statement on Monetary Policy on Friday. That may provide details of any 
downgrade in its outlook for global growth. 

As a reminder for those who are overly optimistic, the RBA notes that Australia’s terms of trade 
have fallen. This implies reduced incomes in Australia and a drag on economic growth. 

While noting the caveats, the governor’s statement today provided a relatively upbeat assessment 
of the Australian economy. It noted the pick-up in credit growth and the slightly above average 
business sentiment. The decline in mining investment and the search for a lift in non-mining 
investment remains a vexing issue but one that will pass over time. 

The RBA rightly regards its current policy as accommodative and it hints at the positive 
contribution to activity that flows from the weaker Australian dollar.  

If the global economic environment takes a serious turn for the worse, the RBA is in a position to 
act. But that time is not yet, and in our view, it remains only an outside possibility. The RBA also 
has the cushion of modest inflation noting that continued low inflation may provide scope for 
easier policy, should that be appropriate to lend support to demand. 

Tuesday, 2 February 2016 



Interest Rate Outlook – Tuesday, 2 February 2016 
 

 
 2

 

Outlook for Monetary Policy 

There was little in today’s statement to signal the RBA will look to move interest rates in the near-
term. Since it met in December, it has seen the US lift rates, the Japanese adopt negative interest 
rates and the ECB hint at further stimulus. The RBA looks set to take a steady path. 

We hold the view that the current financial market volatility will be contained and is unlikely to 
precipitate a sharp downturn in real global economic activity. As such, we expect the RBA to 
remain on hold throughout 2016.   

We will be watching closely what happens to US monetary policy with its next meeting in mid-
March. A further increase in rates could increase short-term volatility but it would also signal on-
going growth in the world’s largest economy. 

The RBA is permanently engaged in a balancing act, providing support or restraint when needed. 
As we approach 25 years of continuous economic growth, we expect the RBA will assist in 
achieving that goal by providing both stability and support via its current accommodative cash rate 
of 2.00% throughout 2016.   

 

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

 

Hans Kunnen, Chief Economist    
Ph: 02-8254-8322  
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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 BankofMelbourne. 
Any unauthorized use or dissemination is prohibited. Neither Bank of Melbourne- A Division of Westpac Banking Corporation ABN 33 007. 
If you no longer wish to receive this information, please reply to this email with the word "Unsubscribe" in the subject heading along with your full name and 
company name. 
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