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CASH RATE OUTLOOK                                         

RBA Minutes – The Challenge Ahead                                                  Tuesday, 19 April 2011 

 The Reserve Bank appears comfortable with sitting on the sidelines for now but warns 
of the challenges ahead. 

 The challenge is whether the Aussie economy can accommodate the expected high 
rate of investment without undue pressure on inflation. 

 The little room for error on the inflation front means we think the Reserve Bank is still 
likely to tap on the brakes later this year. 
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A strong pick-up in business investment remains the central element in Australia’s medium-
term outlook and also the biggest risk for inflation.  It was one of the key takes from the 
minutes taken from the Reserve Bank’s board meeting on April 5.   

The challenge for the Reserve Bank is that the expected high rate of investment may be 
accompanied by rising costs.  With the RBA itself forecasting headline inflation to be at the top 
of its target band later this year, the RBA is left with little room for error on the inflation 
frontier. 

In the second last sentence of the minutes, the Reserve Bank typically notes that the current 
stance of policy is appropriate. Unusually this month, the RBA used this sentence to include 
reference to Australia’s high level of the terms of trade and prospective further large 
increases in investment. 

The rest of the domestic economy received a more mixed assessment in the minutes.  The 
RBA notes that domestic demand is growing at a solid pace and is likely to continue to do so in 
the medium term.  Stronger-than-average growth in business investment is expected to offset 
weaker-than-average growth in consumption and dwelling investment. 

Consumption and dwelling investment remain the relatively softer spots in the Aussie 
economy.  The RBA noted that the household sector continued to show “restraint” in 
spending.  The minutes note that there is considerable optimism about prospects for the 
broader economy, but consumers were less positive about their own finances.  Conditions 
meanwhile in the housing market were characterised as “subdued”. Auction clearance rates 
were described as "a little below average" whereas in previous Minutes they had been 
described as "close to average". House prices are now described as "down slightly" compared 
with "broadly stable" in the March minutes. 
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On employment, the RBA remains upbeat but one could argue less so than in the previous 
Board meeting.  The Bank notes that forward-looking indicators point “to a continuation of 
employment growth” but this compares with “solid employment growth” used in the previous 
March minutes. 

Turning to the global economy and the RBA’s language took a more positive tone than in the 
March minutes. Growth in the global economy is described as "relatively strong". That 
compares with the previous minutes where the world economy was described as growing “at 
an above-trend rate”.   

However, references to China, Australia’s largest trading partner, were a little less upbeat.  
The RBA minutes state that growth in China has “remained strong” but that there are 
“tentative signs that it has eased”.   

The natural disasters in Japan also occurred between the March and April board meetings. On 
Japan, the RBA sees the effects on global activity as being “relatively limited”.  For Australia, 
in the short term there is likely to be some disruption of exports to Japan but beyond this the 
RBA sees the rebuilding effort providing a “boost” to Australian exports. 

Our view remains unchanged. We expect the Reserve Bank to raise rates later this year. The 
timing remains the big question; we see the likely timing as August, followed by November. 
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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 St. George has a contract to supply Information, the supply of the Information is made under that 
contract and St. George’s agreed terms of supply apply. St. George does not represent or guarantee that the 
Information is accurate or free from errors or omissions and St. George 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 St. George products and details are available. St. George 
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. St.George owns copyright in the Information unless 
otherwise indicated. The Information should not be reproduced, distributed, linked or transmitted without the 
written consent of St. George. 


