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MONETARY POLICY IN FOCUS:    AUSTRALIA  
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SUMMARY: 

The RBA Board met on Tuesday, 3 February, with the Board deciding to reduce the official cash rate by 100 basis 
points (in line with consensus) to 3.25%. RBA Governor Glenn Stevens stated ña further sizable reduction in the cash 

rate was appropriate, to give further support to demandò. The Boardôs decision was based on deteriorating economic data 
produced locally and abroad during the fourth quarter, a decline in growth figures generated amongst Australiaôs major 
trading nations and in accordance with the Federal Governments stimulus package of $42bln.    

The Federal Governments proposed $42bln dollar stimulus package, detailed to be released into the economy over the next 
four years, is aimed at reducing the effect of the global economic slowdown on the domestic economy. The package 
includes an allocation to infrastructure, schools, housing and a once-off cash payment to low and middle income earners of 
$950 (based on ATO assessment) to be distributed from April 2009. The stimulus package is forecast to create 90,000 jobs, 
provide 8.7 million workers with a spending stimulus, increase GDP (which decreased during 3rd quarter to 2.50% month on 
month) and reduce the level of unemployment, which increased to 4.40% during the 4th quarter of 2008. The Federal 
Governments initial $15.1bln stimulus package released in November 2008 has produced a dramatic increase in retail 
spending during December to 5.60% providing hope the recent package will deliver similar results. 
 
The global recession is on Australiaôs door step given 6 of our top 10 trading partners, located in Asia, all recording a 
slowdown in growth. In accordance with regional data the Federal Governmentôs domestic growth outlook has been revised 
to 1% for 2008/09 and 0.75% in 2009/2010, while unemployment is estimated to increase to 7% in 2010. Based on data 
released during the fourth quarter 2008, Australia still stands in a much stronger position in comparison to the UK and US 
based on stronger balance of trade numbers, further monetary policy scope, increased immigration numbers and more 
stable domestic property prices (including a greater incentive to enter the housing market via the first home buyers grant).  
 
The RBA has cut the official cash rate by 4% since September 2008 to 3.25% (levels not seen since 1964). In addition, the 
Federal Government has outlaid $88.7bln to support the economy, has guaranteed bank deposits and supported the car 
industry. The Board through its aggressive stance on monetary policy, cutting rates to record levels, will help reduce the 
impact of the global economic and financial crisis on the domestic economy. The marketôs expectations are for further 
interest rate cuts to further stimulate the economy with a potential cash rate bottom of 2.0%.  

MONETARY POLICY IN FOCUS: GLOBAL  

* Chinaôs GDP is calculated on a year on year basis. 

SUMMARY:  

The New Year brought hope and optimism too many has provided little relief to the worldôs leading economies as the 
crippling global economic and financial crisis looks set to continue deep into 2009. The US economy contracted during the 
fourth quarter, to levels not seen since 1982, as consumer spending decreased, job cuts increased to 7.10%, while 
American consumers continue to deleverage in an effort to improve the household balance sheet. The stimulus package of 
$775 billion, set to be presented to congress by President Obama, will provide spending and tax cuts in order to boost the 
local economy; however the lagging effect will ensure no quick resolution.    
 
The Japanese economy, during the 3

rd
 quarter, continued to slow given the economic and financial crisis which has virtually 

frozen the countryôs exports (i.e. car and electronic demand), providing thought that Japanôs recession could be long and 
drawn out. The statistics highlight the problem at hand with factory output declining a record 9.6% in December, 
unemployment rose to 4.40% in December (largest rise in 41 years) and consumer spending sliding 4.6% (10

th
 month in 

succession). The Bank of Japan cut the overnight cash rate to 0.10% in December, providing little room to move when the 
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 The RBA cut its cash rate by 
1.00% to 3.25%;  

 China cut its cash rate by 
0.27% to 5.31%;  

 US cut its cash rate to range 
between 0.00% to 0.25%; 

 Japan cut its cash rate by 
0.20% to 0.10% 

 The UK cut rates by 0.50% to 
1.00% (this recent cut is not 
yet reflected in chart) 

 The level of monetary policy 
scope is decreasing rapidly 
among the four nations listed 
resulting in unconventional 
policies being enacted by 
their respective Central 
banks. 

Board meets in early February. Japanôs largest conglomerates are placing pressure on the Bank of Japan to cut the long 
term cash rate (currently at 0.70%) which is often used as a benchmark for corporate lending due to tightening financial 
conditions to obtaining working capital.       
 
The economic contraction within UK has gathered pace with GDP decreasing by -1.50% during the fourth quarter of 2008, 
the second greatest decrease in UK history (largest being -1.80% in 4

th
 quarter of 1980). Manufacturing output during the 

fourth quarter declined by 4.60%. This sector contributes 14% to the countries overall GDP. The dramatic drop in the British 
Pound in comparison to the US Dollar has not helped domestic exports due to downturns in Britain's key export markets ï 
the US and Europe Union.  The outlook for 2009 is dispiriting; business expansions limited based on the banking systems 
demise; rise in unemployment; drop in consumer spending; continued fall within the property and equity markets overlayed 
by the Bank of Englandôs lack of monetary policy ammunition given the cash rate at 1.00%.  
 
The European Central Bank (ECB), in an attempt to rejuvenate the economies of the 16 member nations, has cut the rate of 
interest to 2% equalling the record low. Deepening recession fears has rapidly infiltrated the EU with member nations 
recording drops in exports and consumer spending. The ECB has indicated time will now be given enabling the recent rate 
cuts to penetrate the member economies. Further rate cuts will be warranted during 2009, given the threat of deflation in the 
region with inflation below 2% and growth prospects for 2009 expected to range between -1.0% to 0.0% and 0.5% to 1.5% 
in 2010. Government stimulus packages from Germany, France and Italy will assist the process to stabilise the region and 
provide a base for prosperity in 2010.   
 
Chinaôs growing economy has hit a substantial hurdle, the financial and economic crisis, which has crippled the demand 
from its major trading partners, US and the EU. Exports have declined by 2.8% during the fourth quarter, causing the level of 
unemployment to rise creating a level of unrest within the regional communities. The expectations are exports will fall by a 
further 5% during 2009, with local consumer expected to cover the void in export demand. This would seem unlikely in the 
short term as fear of unemployment will ultimately reduce consumer spending. The local economy grew at its slowest pace 
in seven years at 6.8% during the fourth quarter of 2008 dragging the annual expansion figure to 9% (year on year). Chinaôs 
growth expectations for 2009 is 8% (year on year) which will be difficult to achieve given the decrease in export demand. 
The Chinese Government is considering a new stimulus package, in addition to the $584 billion injection in late 2008, to 
rejuvenate the local economy, increase local demand and reduce the level of unemployment.   
 
The outlook for 2009 is bleak, based on the International Monetary Fundôs (IMF) growth estimates, which have been 
constantly revised downwards as the severity of the financial and economic crisis escalates. The IMF project world output to 
expand by 2.2% (Developed Nations) in 2009 which will be a full-year contraction year on year. Growth in emerging nations 
is expected to slow but still reach 5% in 2009. The IMF draws consideration from evolvement of the global financial sector 
policies, once fully specified and implemented will foster a more rapid-than-expected improvement in financial conditions. A 
fiscal injection of capital tailored to generate growth output within the leading economies and in accordance with a 
supportive monetary policy should be an effective measure to spring board growth in 2010/11.     
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ECONOMIC INDICATORS 
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 Australiaôs inflation 
continues to decline at 
3.69% for the 4

th
 quarter. 

 US inflation continues to 
decline towards zero at 
0.0914% during the month 
of December. 

 Japanôs inflation rate 
stands at 0.40%.  

 Global inflation concerns 
turn into deflation 
headache as global 
growth continues to 
decline.  

 

 US GDP declined for the 
second consecutive 
quarter to -0.96%. 

 UK growth receded to 
0.20%. 

 Japanôs economic 
concerns continue 
returning -.69% during the 
third quarter. 

 Year on year GDP growth 
fell to 9.00% in China 
during the period.  

 The IMF expects world 
GDP growth to be 2.2% in 
2009 for developed 
nations.  

 Australian unemployment 
rose to 4.40% during 
December, with expectation 
of 7% by 2010. 

 US unemployment rose to 
7.10% in December. 

 UK unemployment rose 
slightly to 3.60%. 

 Japan unemployment 
increased during the period 
to 4.40%, due to job cuts in 
the car production industry. 
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 Consumer confidence has 
improved slightly during the 
quarter to 94.92. 

 Itôs the 12th straight reading 
under 100 showing greater 
number of pessimists than 
optimists. 

 Retail sales continue to 
contract in the US and 
Japan, returning -9.81% 
and -2.75% respectively  

 Retail sales in the UK 
increased during the period 
to 3.94%. 

 Australian retail sales have 
increased in Q4 on the back 
of the Federal Governments 
$15.1bln stimulus package 
released in November 2008.    

 Japanôs building approvals 
continued to contract during the 
period.  

 US and Australian building 
approvals slightly increased albeit 
maintaining a negative ratio of -
46.15 and -19.32 respectively. 

 The Australian federal 
governmentôs move to double the 
first home buyerôs grant has 
resulted in a slight increase from Q3 
to Q4.  
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