
THE RBA’S INTEREST RATE CUTS 
DON’T SEEM TO BE WORKING - 
WHAT NEXT?
PART 1: THE BACKGROUND

There is a lot of talk around Interest Rates in the media, on TV and everywhere at the moment. We have recently seen the 
Government announce that the consumer protection regulator, the Australian Competition and Consumer Commission (“ACCC”), 
will conduct an investigation of the banks and why they aren’t passing on interest rate cuts in full.
We are waiting now with great anticipation as the annual Melbourne Cup Reserve Bank Board Meeting will occur on the first 
Tuesday of November for ‘the race that stops the nation’. Usually, the interest rate decision is a blip on the day, as everyone is in the 
mood of the Spring Carnival Racing, and forgets about the interest rate decision until the hangover kicks in a few days later.
In getting ready for the interest rate decision and the race, we thought we would help with more information around what is 
happening now.
There are so many mixed messages coming from the media and Government, so, we thought it would be timely to decipher what is 
actually going on, and in our view, what the Government needs to be concentrating on to improve things economically.
Interest Rates in General:
Interest rates are used as a way to either stimulate or taper down economic activity. Traditionally, it has been very effective, as 
economic theory of supply and demand has kicked in. That is, make things cheaper, and it will stimulate demand – lower interest 
rates mean more people wanting to borrow money.
This is why they are often used by Governments around the world to assist in stimulating economies and to fuel economic growth 
where needed.
In more recent times in various countries, including Japan and Europe, interest rate cuts have not worked, and so other measures 
have had to be considered.
Where are we Now?
This is the current state of play provided by the Reserve Bank of Australia (“RBA”):

Put simply:
1. Economic growth has slowed down to only 1.4%. Other countries around the world like the USA, UK and parts of Asia are 

forecasting over 3% in growth for the next 12 months. The G7 (which are the largest economies of the world – Germany, UK, 
USA to name a few) are forecasting 1.6% growth, and the Australian Economy is less than that.
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2. The unemployment rate is growing and has increased to 5.3%. This includes employment of part-time and casual workers. This 
has steadily been increasing. To reduce unemployment, new jobs need to be created, which comes as a result of economic 
activity and growth.

3. Our wage growth rate has just started to increase, which is now at a level higher than inflation. That means that if the wage 
growth rate continues and inflation keeps trending down, then unemployment is likely to increase, as jobs are made redundant 
due to increased price pressure.

4. The Property market may drop again. Unlike other states of Australia, WA has been in a flat property market since our last 
boom in 2006. While we have had a flat period since around 2010/11, other states have dropped more dramatically than what 
WA has in the last few months. The red line in the chart below is dragged down by Darwin, as Darwin has suffered from the 
Global Resource Crisis or Collapse (“GRC”) in 2015, which is why the red line looks a lot worse than what WA and Perth has 
encountered.

5. The Australian Dollar has fallen against the USD, which is good on one hand with the cost of our exports cheaper for overseas 
customers, and also more tourists coming to visit Australia. But, as we import more products for day to day living, the inflation 
rate could increase.

6. China’s growth rate has dropped down to 6.2%, which is still good compared to most other countries in the world, but it has 
dropped, which means less demand for our raw materials like iron ore and coal.

If you have any questions or concerns regarding this matter, please call the Client Services team on (08) 9227 6300 or 
email clientservices@austasiagroup.com.
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