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Down Under Delusion 
 

The Reserve Bank of Australia, or RBA, left its "cash rate" on hold yesterday 
at 1.5%, the record low that it has been at since August 2016. 
 
This was widely expected and extended the record period of policy inaction 
for the 30th straight month, amid uncertainties surrounding the outlook for 
household spending and the effect of falling housing prices in some cities. 
 
A statement by the Governor, Philip Lowe, read much like any one of half a 
dozen other Central Bank statements currently, including: 
 

 Globally, headline inflation rates have moved lower due to the decline 
in oil prices, whilst the labour market remains strong, with the 
unemployment rate at record lows with some pick-up in wage growth. 

 

 Again, as is the case globally, some downside risks have increased 
with GDP growth in Q418  weaker than expected, whilst the housing 
markets in Sydney and Melbourne are going through a period of 
adjustment sliding in price:  

 

 
 
The chart above was actually included within Our "Investment Markets 
Overview" of the 7th December 2018, which added the following comment  
within the Asia section: 
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Elsewhere, the Royal Bank of Australia left its cash rate on hold, at 1.5%, as 
Q318 GDP came in below the 0.6% and 3.3% expected, at 0.3% and 2.8% 
annualised, compared with Q2's 0.9% and 3.1%. No doubt adding to their 
decision is the key housing market, where Governor Lowe confirmed that 
demand for mortgages by investors “has slowed noticeably.” Sydney is 
leading the house price slide, -9.5% from the July 2017 peak, albeit still some 
way from falling further than the 1982 slide. 
 
I discovered a well written blog yesterday, compiled by an OZ based multi-
millionaire property investor, although he also comments on other asset 
classes. His comment hope of July 2018 in respect of the already "adjusting 
property prices" and the RBA expectation was: 
 
" As far as I can tell, the RBA has their finger on the trigger already." 

 

Six months on and he must be feeling disappointed that the trigger finger is 
still frozen, although a little more research, with perhaps a Socionomic mind-
set, would have informed him that, like all  other Central Banks, the RBA has 
never made a pro-active decision in its life: 
 

 
 
They are re-active to market interest rates like the 3-month interbank rate 
shown above, The RBA follows the market rate all the way down and also all 
the way up, as can be seen on the top left-hand side of the chart. 
 
In fact, looking at the 3-month market rate, the next move by the RBA is likely 
to be higher.  
  
An online glance at the current "variable rate mortgage rate," is around the 
4% pa level in OZ, far above the RBA 1.5%, against which the majority can 
only dream about. Furthermore, long-term market rates bottomed in mid-
2016, since when they have trebled, albeit that there has been a decent re-
tracement of this over the past 8-months or so. 
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But, be warned, interest rates are on the march higher, possibly a lot higher, 
particularly for economies like Australia who are carrying huge amounts of 
debt to the size of the economy. 
 
Remember, it was called the Global Financial Crisis because of the cause 
and effect,  extreme collective optimism taking on far too much debt. The 
intervening years, approaching a decade now, has been akin to the fire 
brigade trying to douse a "raging debt fire" with "debt kerosene," hence you 
do not have to be Einstein to work out the likely result.  
 
To believe that the RBA control interest rates is understandable, but is 
actually delusional. It didn't turn out too well last time around and it won't 
this time. Also remember that the authorities could do nothing to stop it. 
 
This commentary is provided as a friendly warning and as such I hope it's 
been of help. 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Material contained within this website is for general information purposes only and is not intended to be relied upon 
by individual readers in making (or refraining from making) any specific investment decision. Investmentmatters.club 
and its staff do not accept any liability for any loss suffered by any user as a result of any such decision. Please note 
that the prices of investments can rise and fall sharply and you may not get back the money you originally invested, 
particularly where these investments are leveraged. 
 
The views and recommendations within this website are based on information from a variety of sources. Although 
these are believed to be reliable, we cannot guarantee the accuracy or completeness of the information herein. 


