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RBA Recap  

• The RBA hiked by 25 basis for the second month in a row.  
• Striking the balance between taming inflation and not tipping the economy over, remains 

the largest challenge at the hands of the RBA.  
• A similar theme is prevalent from a number of central banks across developed economies.  
• As such, we are seeing the narrative shift amongst central bankers with the end of the 

tightening cycle drawing closer.  
 

Market Dynamics 
• Liquidity has come at a premium over the past month.  
• Things are starting to heat up as ADIs pull on all levers they have.  
• Term Deposit and NCD rates are more attractive than ever. But are they here to stay? 

 
The Australian Economy 

• Confidence is low for businesses and the consumer. Inflation and real income are to blame.  
• Inflation has hit 7.30% YoY, and it will head higher. Consumers are looking to cut spending 

over the holiday period.  
• Australia’s trade balance has increased significantly over the past month due to a weak 

Aussie Dollar and high commodity prices.  
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RBA Recap  

RBA: Central Bank Narrative Starting To Turn 

The RBA delivered a second consecutive 25bp increase to the cash rate at their November 
meeting, taking the cash rate to 2.85%. The latest increase took the cumulative increase of the 
cash rate to 275bp, across 7 consecutive meetings from May to November 2023.  
  
In the lead up to the November meeting, the market was largely split between a 25bp or a 50bp 
move. When we got the upside surprise from CPI a week ahead of the RBA’s decision, the market 
started leaning towards a step back up to a 50bp move after the RBA slowed the tightening cycle 
with a 25bp move in October. Rate hike expectations were further fuelled after a previously 
prevalent market commentator came out of the shadows and said that the RBA should hike by 
50bp in both November and December to get on top of inflation. 
  
Ultimately the RBA decided to 
move by 25bp. The rational 
remains that the cash rate has 
moved a long way in a short space 
of time and much of the tightening 
is yet to materialise. It can take a 
number of months for each change 
in the cash rate to flow through to 
mortgage payments and even 
longer to flow through to broader 
pricing mechanisms throughout the 
economy. Add to that the elevated 
level of outstanding loans being 
fixed and there is a larger lag to 
monetary policy in this cycle 
compare to prior tightening cycles.  
  
RBA Governor Lowe has been at pains to highlight, in both the post meeting statement and 
speech that followed the meeting, that the RBA is walking a narrow path in trying to tame inflation 
without tipping the economy over. In his speech at the RBA dinner following the meeting he said 
as much: 
  
“As interest rates moved back to more normal levels, the Board judged that it is appropriate to 
move at a slower pace while we assessed the data, the economic outlook and the impact of the 
rate rises to date. We are conscious that interest rates have been increased by a large amount in 
a very short period of time and that higher interest rates affect the economy with a lag. If we are to 
stay on that narrow path, we need to strike the right balance between doing too much and too 
little.” 
  
They are not alone. There is a distinctly similar tone being struck by central banks around the 
world to varying degrees based on the nuances they face in their fight to tame inflation and keep 
their economies on an even keel. Over the past month we saw the Bank of Canada hike by less 
than expected, the European central bank hiked with the vote not unanimous amongst the 
committee’s members, the Bank of England’s latest meeting outcome was similar to the ECB, 
while Fed Chair Jerome Powel hinted that the pace of tightening in the US could slow as soon as 
the next meeting in December.  
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It is worth highlighting that Australia’s inflation impulse has been filtering through to the consumer 
price data with a lag to other developed economies. Prices pressures were still quite strong in the 
third quarter readings and inflation is now expected to peak higher and later than previously 
expected. In North American, both the US and Canada, there has been a marked easing in price 
pressures at the headline level over the past three months. If this continues, we will start to see 
annual rates of inflation fall over the next couple of months before accelerating toward the end of 
the first quarter next year. 
  
This exemplifies the challenge central banks face. They are using a lagging tool to fight prices that 
move much more quickly. What we are likely to see over the first half of next year is price pressure 
abating, while the effects of previous monetary policy action are still flowing through to markets. 
This heightens the risk of tightening too far and having to reverse course.  
  
That is what makes the central bank meetings over the next few months so interesting. They need 
to continue to be seen fighting inflation in order to keep inflation expectations anchored, while 
balancing the need to let prior adjustments take their full effect on the economy.  
  
As for the RBA, the Governor summed up the outlook for monetary policy in his RBA Dinner 
speech by saying: 
  
“The Board’s base case remains that interest rates will need to go higher still to bring inflation back 
to target and our forecasts have been prepared on that basis. We are not on a pre-set path, 
though. If we need to step up to larger increases again to secure the return of inflation to target, 
we will do that. Similarly, if the situation requires us to hold steady for a while, we will do that. 
Given the uncertainties regarding the outlook, we will be watching very carefully how the economy 
and the inflation pressures evolve over the summer.” 
  
At the time of writing, the market has a 
25bp at the RBA’s December meeting only 
75% priced in. The December meeting 
represents an ideal time for a pause from 
the RBA. The tightening of 275bp to date is 
a lot in a short space of time. They are also 
clearly comfortable with the inflation 
outlook given they only tightened 25bp in 
November while simultaneously lifting their 
inflation forecasts. With no scheduled 
meeting in January it would also give them 
a full three months of data to assess the 
impact of previous moves on the economy 
and inflation. The next read of inflation for the fourth quarter is also due the week before the 
February meeting. So, a December pause shouldn’t come as a surprise if it comes to pass. 
  
As far as the terminal rate goes in this cycle, the market is still pricing in a 4.00% cash rate by July 
2023. This still seems far too aggressive and well ahead of the average forecast of economist that 
indicated a terminal rate closer to 3.50%. If we do get a pause in December then we could well 
only have one more tightening left at the February meeting next year. If not then we could see 
December and February, taking the cash rate to 3.35% which could be where we see an extended 
pause and potentially the terminal rate for this cycle.  

David Flanagan – Head of Money Markets  
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Markets Recap 

Funding Dynamic 

The past month has shown a quick reversion into the trend of previous months. Liquidity has been 

abundant at times, and currently we are seeing more banks searching aggressively for funding. 

That being said, the market has remained within the bounds of healthy competition and the game 

of ‘leap frog’ with banks outbidding each other, has not started.  

The most interesting development has been the return of banks who have not searched for 

funding post covid. All funding levers are being pulled by banks, with discretion. Retail funding has 

been a useful measure for ADIs to reduce their cost of funds. As the retail war starts to heat up, 

wholesale markets will be relied upon more heavily. This dynamic will only get worse as the TFF 

matures in the middle of next year. Adding further pressure to this is the expense of long term 

issuance. Over the past month, Teachers Mutual Bank issued a 3 year FRN at a margin of +150. 

Westpac issued a 3 and 5 year FRN at +95 and +123 respectively. These issues also struggled to 

achieve the volumes initially proposed. This will place further pressure on the wholesale market for 

funding. 

TDs and NCDs 

TDs have continued to provide 

generous returns over the past 

month. 1 Year investments peaked 

mid-month at an incredible level of 

4.85%, from a BBB rated bank. A 

rated banks have constantly been 

hovering around the 4.25-4.40%. 

Some market commentators have 

started to call this period as the 

‘peak’ and investors have reflected 
this by securing yield on offer. 2Yr 

rates breached 5% for a short while 

during the month.  

Rhetoric from central banks is that rates are expected to increase more and stay elevated for 

longer. If this does present itself, the upside to TDs at the back end of the curve may not be that 

large, with the market already pricing in future cash rate increases.  

NCD Margins have hovered around +30 for 3 months from domestic issuers. When ADIs have 

been more hungry for funds, these margins have hit +35. Judo has been the standout, offering 

+40 for the entire month. Appetite has remained strong over the course of the month for funding, 

yet total NCDs outstanding fell according to APRA.  

The Australian Economy 
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Australian Economy – Confidence Down 

The Australian Economy is reflective of 

high inflation. Households are being 

affected on both fronts, higher mortgage 

repayments and lower real income. 

Despite this, the Australian Economy 

remains strong. Pain will be felt in some areas but for the most part, it seems like smooth sailing 

ahead.  

Inflation hit 7.3% headline last month (YoY). Core inflation hit 6.30% (YoY). Inflation eats away at 

the real income of households. Unless their wage grows at the same speed, they are worse off. 

Combine this situation with higher mortgage repayments (for those who are variable) and 

households are significantly worse off than before. As such, consumer confidence plummeted in 

the last month, down nearly 6%, to a level that hasn’t been seen since the GFC. This also 
represents a fall of over 25% in the past year. December is a time of strong spending from 

consumers as they enjoy holidays with friends and family. However, the past consumer confidence 

survey highlighted that 40% of consumers are looking to cut spending during the holiday period. 

This may have a dramatic impact on businesses.  

Further to this, business confidence fell 

4.30% over the past month. Businesses 

are still dealing with labour shortages and 

inflationary pressures. Final product prices 

grew 2% and retail prices increased 3% 

over the course of the month. Labour costs 

moderated, likely due to the increase of net 

immigration within Australia. In particular, 

this can be seen within the hospitality and 

tourism industry, which was greatly 

impacted during Covid. Business 

conditions fell (now 22, from 23) over the 

month but still printed above the long term 

average. Businesses are still being 

complimented by the ability to pass on costs through to the consumer. Once the consumer can no 

longer absorb higher costs, the business conditions will deteriorate, and quickly.   

The weak Australian Dollar continues to support the economy. The trade balance increased over 

$3.5 billion dollars over the past month. As written last month, the economy is positioned very 

similar to that of the GFC recovery. Strong commodity prices continue to support the economy and 

the mining industry continues to blossom.  

House prices continue to fall in Australia, and this is expected to continue until the backend of next 

year. The RBA revised their housing market forecasts within the past month, now predicting a fall 

of over 20%. If this materialises, it will place Australian households in a tricky situation, with 
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mortgage repayments unfixing and thus increasing, and a lower house price for those who can’t 
absorb the additional payments.  

 
Nicholas Allan – Senior Associate, Money Markets 

This document is intended to provide you with general information only. It does not take into 
account your investment objectives, financial situation or particular needs. Before acting on 
this information, you need to consider the appropriateness of the information in lieu of your 
investment objectives, financial situation or needs.  

 

 

 


