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RBA Observer Update
Keeping its powder dry
The RBA held rates steady today at 4.25%. This surprised economists (24 of 27 expected a cut) and the market. More

stable global conditions were clearly a key part of the story. Domestically, while the RBA acknowledged the softened

labour market and divergences across the economy, they still deemed that the economy is tracking at 'close to trend'

overall. With inflation concerns having eased, and our general view that the global economy still has significant

challenges ahead, we still think the RBA will need to cut rates further this cycle. Though the 80bps or so priced into

markets over 2012 seems overdone.

Facts

- The RBA remained on hold at 4.25% today contrary to the market pricing of around a 70% chance of a cut and the

expectation of 24 of 27 economists in the Bloomberg survey (including ourselves).

- The statement suggested that while the risks in Europe remain 'skewed to the downside' the 'acute financial pressures on

banks in Europe were alleviated considerably late in 2011 by the actions of policymakers'.

- The statement also suggested that domestically, growth was 'close to trend' despite 'differences between sectors' and while

'labour market conditions softened during 2011' they had been 'steady over recent months'. The job advertisement data for

January, released yesterday, were clearly consistent with this view.

- On inflation, they are seemingly unconcerned. 'In underlying terms, inflation is around 2½ per cent.' And 'over the coming

one to two years, and abstracting from the effects of the carbon price, the Bank expects inflation to be in the 2-3 per cent.'

- On the exchange rate, they suggested the AUD strength largely reflected the 'decline in the euro against all currencies',

though they also conceded 'the Australian dollar in trade-weighted terms is somewhat higher than the Bank had previously

assumed.'

- Overall, they suggested that 'should demand conditions weaken materially, the inflation outlook would provide scope for

easier monetary policy.' Clearly, they will be watching the global risks very carefully.

Implications

With global conditions having stabilised, the RBA has taken the view that it can afford to still sit for now and keep its powder

dry.

While they acknowledged that global growth forecasts have been lowered, the calmness in markets and better run of data in

recent weeks has clearly seen their concerns dissipate for the moment.

Domestically, they see the economy as currently tracking at 'close to trend' growth, and seemed to show only limited concern

about the easing labour market and divergent performance across the economy.
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They tacitly acknowledged that financial conditions had tightened, by suggesting that the strength of the AUD had surprised

them, but this was clearly not enough to trigger a rates response at this stage.

As is so often the case, the future path for Australian monetary policy will mostly be driven by the global outlook.

As we still deem that there are still significant challenges ahead for the global economy, we are still of the view that the cash

rate will need to be cut further.

However, we remain of the view that the current 80bps priced into markets is overdone.

The domestic economy is still in good shape, and last year's cuts will start to provide support for some of the more interest-rate

sensitive sectors over coming months, such as housing and retail.

Bottom line

The RBA remained on hold today, surprising the markets and the majority of economists.

We still expect further cuts from the RBA given the global downside risks. At this stage we still expect a cut in Q1 and another

in Q2, before they hold for the rest of the year at 3.75%.

We will be watching out for Friday's RBA statement on monetary policy to elucidate more of the RBA's thinking on today's

decision.

Paul Bloxham, Chief Economist (Australia and New Zealand)



HSBC Global Research

Economics

07 February 2012

3

Disclosure appendix
Additional disclosures
1  This report is dated as at 07 February 2012. 

2  All market data included in this report are dated as at close 07 February 2012, unless otherwise indicated in the report. 

3  HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its

 Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of Research operate

 and have a management reporting line independent of HSBC's Investment Banking business. Information Barrier procedures

 are in place between the Investment Banking and Research businesses to ensure that any confidential and/or price sensitive

 information is handled in an appropriate manner. 

 



HSBC Global Research

Economics

07 February 2012

4

Disclaimer
* Legal entities as at 04 March 2011 ‘UAE’ HSBC Bank Middle East Limited, Dubai; ‘HK’ The
 Hongkong and Shanghai Banking Corporation Limited, Hong Kong; ‘TW’ HSBC Securities (Taiwan)
 Corporation Limited; ‘CA’ HSBC Securities (Canada) Inc, Toronto; HSBC Bank, Paris Branch; HSBC
 France; ‘DE’ HSBC Trinkaus & Burkhardt AG, Düsseldorf; 000 HSBC Bank (RR), Moscow; ‘IN’ HSBC
 Securities and Capital Markets (India) Private Limited, Mumbai; ‘JP’ HSBC Securities (Japan) Limited,
 Tokyo; ‘EG’ HSBC Securities Egypt SAE, Cairo; ‘CN’ HSBC Investment Bank Asia Limited, Beijing
 Representative Office; The Hongkong and Shanghai Banking Corporation Limited, Singapore Branch;
 The Hongkong and Shanghai Banking Corporation Limited, Seoul Securities Branch; The Hongkong
 and Shanghai Banking Corporation Limited, Seoul Branch; HSBC Securities (South Africa) (Pty) Ltd,
 Johannesburg; ‘GR’ HSBC Securities SA, Athens; HSBC Bank plc, London, Madrid, Milan, Stockholm,
 Tel Aviv; ‘US’ HSBC Securities (USA) Inc, New York; HSBC Yatirim Menkul Degerler AS, Istanbul;
 HSBC México, SA, Institución de Banca Múltiple, Grupo Financiero HSBC; HSBC Bank Brasil SA –
 Banco Múltiplo; HSBC Bank Australia Limited; HSBC Bank Argentina SA; HSBC Saudi Arabia Limited;
 The Hongkong and Shanghai Banking Corporation Limited, New Zealand Branch

Issuer of report
HSBC Bank Australia Limited
Level 32 HSBC Centre 580 George Street
 Sydney, NSW 2000, Australia Telephone: +61
 2 9006 5888 Fax: +61 2 9255 2205 Website:
 www.research.hsbc.com

In Australia, this publication has been distributed by The Hongkong and Shanghai Banking Corporation Limited (ABN 65 117 925 970, AFSL 301737)
 for the general information of its “wholesale” customers (as defined in the Corporations Act 2001).  Where distributed to retail customers, this research
 is distributed by HSBC Bank Australia Limited (AFSL No. 232595).  These respective entities make no representations that the products or services
 mentioned in this document are available to persons in Australia or are necessarily suitable for any particular person or appropriate in accordance with
 local law. No consideration has been given to the particular investment objectives, financial situation or particular needs of any recipient. This material is
 distributed in the United Kingdom by HSBC Bank plc. In the UK this material may only be distributed to institutional and professional customers and is not
 intended for private customers. Any recommendations contained in it are intended for the professional investors to whom it is distributed. This publication
 is distributed in New Zealand by The Hongkong and Shanghai Banking Corporation Limited, New Zealand Branch. This material is distributed in Japan
 by HSBC Securities (Japan) Limited. This material may be distributed in the United States solely to "major US institutional investors" (as defined in Rule
 15a-6 of the US Securities Exchange Act of 1934); such recipients should note that any transactions effected on their behalf will be undertaken through
 HSBC Securities (USA) Inc. in the United States. Note, however, that HSBC Securities (USA) Inc. is not distributing this report, has not contributed to or
 participated in its preparation, and does not take responsibility for its contents. In Singapore, this publication is distributed by The Hongkong and Shanghai
 Banking Corporation Limited, Singapore Branch for the general information of institutional investors or other persons specified in Sections 274 and 304
 of the Securities and Futures Act (Chapter 289) (“SFA”) and accredited investors and other persons in accordance with the conditions specified in Sections
 275 and 305 of the SFA.  This publication is not a prospectus as defined in the SFA.  It may not be further distributed in whole or in part for any purpose.
 In Korea, this publication is distributed by either The Hongkong and Shanghai Banking Corporation Limited, Seoul Securities Branch ("HBAP SLS") or
 The Hongkong and Shanghai Banking Corporation Limited, Seoul Branch ("HBAP SEL") for the general information of professional investors specified
 in Article 9 of the Financial Investment Services and Capital Markets Act (“FSCMA”). This publication is not a prospectus as defined in the FSCMA. It
 may not be further distributed in whole or in part for any purpose. Both HBAP SLS and  HBAP SEL are regulated by the Financial Services Commission
 and the Financial Supervisory Service of Korea. The Hongkong and Shanghai Banking Corporation Limited Singapore Branch is regulated by the Monetary
 Authority of Singapore. Recipients in Singapore should contact a "Hongkong and Shanghai Banking Corporation Limited, Singapore Branch" representative
 in respect of any matters arising from, or in connection with this report. HSBC México, S.A., Institución de Banca Múltiple, Grupo Financiero HSBC is
 authorized and regulated by Secretaría de Hacienda y Crédito Público and Comisión Nacional Bancaria y de Valores (CNBV). HSBC Bank (Panama) S.A. is
 regulated by Superintendencia de Bancos de Panama. Banco HSBC Honduras S.A. is regulated by Comisión Nacional de Bancos y Seguros (CNBS). Banco
 HSBC Salvadoreño, S.A. is regulated by Superintendencia del Sistema Financiero (SSF). HSBC Colombia S.A. is regulated by Superintendencia Financiera
 de Colombia. Banco HSBC Costa Rica S.A. is supervised by Superintendencia General de Entidades Financieras (SUGEF). Banistmo Nicaragua, S.A. is
 authorized and regulated by Superintendencia de Bancos y de Otras Instituciones Financieras (SIBOIF). This material is not and should not be construed as
 an offer to sell or the solicitation of an offer to purchase or subscribe for any investment. This document has been prepared without taking account of the
 objectives, financial situation or needs of any specific person who may receive this document. Any such person should, before acting on the information in
 this document, consider the appropriateness of the information, having regard to the personal objectives, financial situation and needs. In all cases, anyone
 proposing to rely on or use the information in this document should independently verify and check its accuracy, completeness, reliability and suitability
 and should obtain independent and specific advice from appropriate professionals or experts. HSBC has based this document on information obtained
 from sources it believes to be reliable but which it has not independently verified; HSBC makes no guarantee, representation or warranty and accepts no
 responsibility or liability as to its accuracy or completeness. Expressions of opinion are those of HSBC only and are subject to change without notice. HSBC
 and its affiliates and/or their officers, directors and employees may have positions in any securities mentioned in this document (or in any related investment)
 and may from time to time add to or dispose of any such securities (or investment). HSBC and its affiliates may act as market maker or have assumed an
 underwriting commitment in the securities of any companies discussed in this document (or in related investments), may sell them to or buy them from
 customers on a principal basis and may also perform or seek to perform banking or underwriting services for or relating to those companies. This material
 may not be further distributed in whole or in part for any purpose. No consideration has been given to the particular investment objectives, financial situation
 or particular needs of any recipient. (070905) © Copyright. HSBC Bank Australia Ltd 2012, ALL RIGHTS RESERVED. No part of this publication may be
 reproduced, stored in a retrieval system, or transmitted, on any form or by any means, electronic, mechanical, photocopying, recording, or otherwise, without
 the prior written permission of HSBC Bank Australia Limited. MICA (P) 208/04/2011 and MICA (P) 040/04/2011


