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The September quarter inflation report has come as such a 
major surprise that we think the Reserve Bank Board will decide 
to raise the cash rate by 50bps at the next Board meeting on 
November 1.

The quarterly CPI print was an increase of 1.8% for the trimmed 
mean (the accepted measure for underlying inflation) well 
above market expectations of 1.5%. Annual trimmed mean 
inflation lifted to 6.1%yr. This is the highest quarterly and annual 
increase in underlying inflation since the ABS began producing 
estimates in 2002. Historical estimates compiled by the RBA 
show the quarterly rise is the biggest since 1988.

Of particular concern is the widening distribution of gains 
across Index components. We find that 90% of expenditure 
items have increased by 2.5% or more in the quarter. That 
compares with only 63% at the height of the mining boom.

During this period of rising inflation we have been most 
concerned about a strong inflationary psychology becoming 
entrenched in the Australian psyche. As this develops, 
businesses become more confident that they can raise their 
prices; consumers become more accepting of such action and 
see significant wage increases, in the context of tight labour 
markets, as necessary to compensate, sustaining the whole 
inflation process. 

Evidence from the survey that pricing power is becoming 
widespread across expenditure items should be of considerable 
concern to an inflation-targeting central bank.

The Budget papers have raised the prospect of a 50%+ increase 
in electricity prices in 2023. This means inflation overall will 
remain more elevated and poses further pressures on inflation 
psychology.

The best way for the central bank to break this nexus is to adopt 
strong rhetoric and strong action.

The Board should also be concerned about the unusual nature 
of this cycle as the economy emerges from the pandemic. 
Labour markets are uncharacteristically tight while the 
household sector has accumulated significant savings which 
can buffer higher rates. Evidence from business surveys that 
business conditions and capacity utilisation are remarkably 
strong also point to unusual resilience.

We do not believe that the Board has backed itself into a 
corner with its surprise, lower than expected 25bp increase at 
the October meeting. Note the final paragraph in the October 
Board Minutes: “The size and timing of future interest rate 
increases will continue to be determined by the incoming data 
and the Board’s assessment of the outlook for inflation and the 
labour market.”

That provides ample justification for speeding up the pace of 
increases again in response to a significant upside shock to the 
inflation outlook. 

RBA Board to raise the cash rate by 50bps on 
November 1
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It seems very likely that the RBA staff, which is providing a 
full update to forecasts for the November meeting, will be 
meaningfully lifting its inflation outlook.

We would also expect some stronger guidance from the RBA 
Governor’s decision statement around the outlook. More 
emphasis on its clear determination to return inflation to the 
target is likely rather than the current message of a balancing 
act between achieving the target and keeping the economy 
‘on an even keel’. Perhaps the line “Members saw this path to 
achieving this balance as a narrow one clouded in uncertainty” 
may not figure in the narrative going forward.

The discussion on policy deliberations in the October Minutes 
pointed to a close-run decision between the 25bp path and 
continuing with another 50bp move with “finely balanced 
arguments.”

In discussing the case for a 50bp move, the Board noted that: 
“Inflation was high, broadly based and expected to increase 
further” and that “If the Board were to reduce the size of 
the rate increase …. [T]his might in turn prompt an unhelpful 
reaction in inflation expectations”.

The Governor clearly recognises the risks of embedding an 
inflationary psychology into the system.

We pointed out in a note “Unintended Consequences” (October 
14) that there had been a significant lift in Consumer Sentiment 
and House Price Expectations following the decision to pivot to 
a 25bp move.

With markets and the media, to date, not embracing the 
prospect of a 50bp move in November there can be expected 
to be an appropriately adverse impact on Confidence to a 
decision to go by 50bps.

If the inflation report had been in line with expectations, then 
continuing the sequence of 25bp moves would have been 
appropriate. But not responding firmly to this genuine shock 
would risk the impression of a central bank that is less than fully 
committed to the inflation task.

This would risk further embedding a high inflation psychology 
into the Australian economy.

The level of interest rates does not appear to be a major issue 
for the Board 

When considering the October decision the Board described 
the cash rate, which at the time was 2.35%, as “not at an 
especially high level.” With the rate now at 2.6% there is still 
genuine uncertainty as to whether the Board views that level as 
above ‘neutral’.

The Governor has referred to ‘neutral’ as a positive real cash 
rate with the nominal component being assessed as 2.5% – a 
nominal cash rate above 2.5%.



2Bulletin

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every eff ort has been taken to ensure that the assumptions on which the forecasts are based 
are reasonable, the forecasts may be aff ected by incorrect assumptions or by known or unknown risks and uncertainties. The results ultimately achieved may diff er substantially from these forecasts.

2Bulletin

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every eff ort has been taken to ensure that the assumptions on which the forecasts are based 
are reasonable, the forecasts may be aff ected by incorrect assumptions or by known or unknown risks and uncertainties. The results ultimately achieved may diff er substantially from these forecasts.

A recent speech by Assistant Governor Ellis set out the RBA’s 
estimates of neutral in more detail – the conclusion from nine 
separate models used to generate estimates is that the average 
neutral rate appeared to be around 1% real or 3.5% nominal. But 
the Assistant Governor did emphasise that the neutral concept 
was most useful as a long-term guide and was not applied 
mechanistically to policy, along the lines of the ‘short term’ and 
‘long term’ real concept deployed at one point by the Federal 
Reserve.

A decision to push the cash rate to 3.1% would certainly, in 
our view, put policy firmly in contractionary territory but the 
academic discussion is not definitive.

The Board decision to only raise rates by 25bp in October was 
also partly to assess the effect of the significant cumulative 
increase to date. Without the inflation shock that was a 
defensible position but given the risks to inflation psychology 
we have set out above, that strategy seems to be no longer 
appropriate.

Looking forward, after the 50bp move in November we expect a 
further 25bp move in December but with no meeting scheduled 
for January there will be a two month break to provide some 
time to assess the cumulative impact of rapid rate increases.

 By the time of the February meeting, the Board will have raised 
the cash rate by only 25bps over the previous three months 
since the November move – an adequate and appropriate break.

We were impressed with the argument in the October Minutes 
that: “Dragging out policy adjustments would also help to keep 
public attention focussed for a longer period on the Bank’s 
resolve to meet the inflation target.” That is a reasonable view 
in a context where inflation is gradually easing while remaining 
above the target but not when inflation, as we saw in the latest 
report, is surging.

The wording in the Minutes gave more prominence to the 
global economy than we had seen in the past. The concluding 
paragraph noted that: “The Board will continue to monitor 
the global economy, household spending, and wage and price 
setting behaviour.” 

Recall that the meeting was held at a time of the huge volatility 
in financial markets associated with reactions to the UK mini-
budget. Those concerns have largely settled down. Recent GDP 
data out of China has also exceeded market expectations. While 
there will no doubt continue to be justifiable global concerns, 
the immediate issues that were likely to have framed the Board 
in October have eased.

We obviously have considerable concerns about the eventual 
impact of these policies on Australians. Without doubt the 
Reserve Bank shares those views.

But globally, central banks have correctly signalled the 
overwhelming need to rein in inflation pressures – a delay in 
achieving that objective will only lead to unnecessary additional 
pain further down the road – as Australia experienced during 
the deep recession of the early 1990s following its failure to 
address the inflation issue during the 1980s.

The inflation report has clearly highlighted that Australia is not 
different to other countries. Inflation in Australia looks set to 
exceed US inflation by the end of the year.

The RBA faces the same inflation challenges as other central 
banks.

A decision to speed up the rate hike cycle in November is the 
appropriate action.

Bill Evans, Chief Economist 

INTEREST RATE FORECASTS
Australia Latest (26 Oct) Dec–22 Mar–23 Jun–23 Sep–23 Dec–23 Mar–24 Jun–24
Cash 2.60 3.35 3.85 3.85 3.85 3.85 3.60 3.35

90 Day BBSW 3.03 3.80 4.05 4.05 4.05 3.97 3.72 3.47

3 Year Swap 4.08 3.90 4.00 3.85 3.70 3.60 3.55 3.50

3 Year Bond 3.48 3.55 3.70 3.60 3.50 3.40 3.35 3.30

10 Year Bond 3.92 3.70 3.50 3.40 3.20 3.00 2.80 2.70

10 Year Spread to US (bps) –15 –10 –10 –10 –10 –10 –10 0

US

Fed Funds 3.125 4.375 4.625 4.625 4.625 4.625 4.375 3.875

US 10 Year Bond 4.07 3.80 3.60 3.50 3.30 3.10 2.90 2.70
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material is published with the necessary permission none of Westpac or its related entities accepts any responsibility for the accuracy 
or completeness of any such material. Although we have made every effort to ensure the information is free from error, none of 
Westpac or its related entities warrants the accuracy, adequacy or completeness of the information, or otherwise endorses it in any 
way. Except where contrary to law, Westpac and its related entities intend by this notice to exclude liability for the information. The 
information is subject to change without notice and none of Westpac or its related entities is under any obligation to update the 
information or correct any inaccuracy which may become apparent at a later date. The information contained in this material does not 
constitute an offer, a solicitation of an offer, or an inducement to subscribe for, purchase or sell any financial instrument or to enter 
a legally binding contract. Past performance is not a reliable indicator of future performance. Whilst every effort has been taken to 
ensure that the assumptions on which the forecasts are based are reasonable, the forecasts may be affected by incorrect assumptions 
or by known or unknown risks and uncertainties. The ultimate outcomes may differ substantially from these forecasts.
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Westpac and WNZL can be obtained at the internet address www.westpac.co.nz. For further information please refer to the Product 
Disclosure Statement (available from your Relationship Manager) for any product for which a Product Disclosure Statement is 
required, or applicable customer agreement. Download the Westpac NZ QFE Group Financial Advisers Act 2008 Disclosure Statement 
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China, Hong Kong, Singapore and India: This material has been prepared and issued for distribution in Singapore to institutional 
investors, accredited investors and expert investors (as defined in the applicable Singapore laws and regulations) only. Recipients in 
Singapore of this material should contact Westpac Singapore Branch in respect of any matters arising from, or in connection with, 
this material. Westpac Singapore Branch holds a wholesale banking licence and is subject to supervision by the Monetary Authority of 
Singapore. Westpac Hong Kong Branch holds a banking license and is subject to supervision by the Hong Kong Monetary Authority. 
Westpac Hong Kong branch also holds a license issued by the Hong Kong Securities and Futures Commission (SFC) for Type 1 and 
Type 4 regulated activities. This material is intended only to “professional investors” as defined in the Securities and Futures Ordinance 
and any rules made under that Ordinance. Westpac Shanghai and Beijing Branches hold banking licenses and are subject to supervision 
by the China Banking and Insurance Regulatory Commission (CBIRC). Westpac Mumbai Branch holds a banking license from Reserve 
Bank of India (RBI) and subject to regulation and supervision by the RBI.

UK: The contents of this communication, which have been prepared by and are the sole responsibility of Westpac Banking Corporation 
London and Westpac Europe Limited. Westpac (a) has its principal place of business in the United Kingdom at Camomile Court, 23 
Camomile Street, London EC3A 7LL, and is registered at Cardiff in the UK (as Branch No. BR00106), and (b) authorised and regulated 
by the Australian Prudential Regulation Authority in Australia. Westpac is authorised in the United Kingdom by the Prudential Regulation 
Authority. Westpac is subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. 
Details about the extent of our regulation by the Prudential Regulation Authority are available from us on request. Westpac Europe Limited 
is a company registered in England (number 05660023) and is authorised by the Prudential Regulation Authority and regulated by the 
Financial Conduct Authority and the Prudential Regulation Authority.

This communication is being made only to and is directed at (a) persons who have professional experience in matters relating to 
investments who fall within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”) 
or (b) high net worth entities, and other persons to whom it may otherwise lawfully be communicated, falling within Article 49(2)(a) to (d) 
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or rely on this communication or any of its contents. The investments to which this communication relates are only available to and any 
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Any person who is not a relevant person should not act or rely upon this communication or any of its contents. In the same way, the 
information contained in this communication is intended for “eligible counterparties” and “professional clients” as defined by the rules of 
the Financial Conduct Authority and is not intended for “retail clients”. With this in mind, Westpac expressly prohibits you from passing on 
the information in this communication to any third party. In particular this communication and, in each case, any copies thereof may not be 
taken, transmitted or distributed, directly or indirectly into any restricted jurisdiction.  This communication is made in compliance with the 
Market Abuse Regulation (Regulation(EU) 596/2014).

Investment Recommendations Disclosure

The material may contain investment recommendations, including information recommending an investment strategy. 
Reasonable steps have been taken to ensure that the material is presented in a clear, accurate and objective manner. Investment 
Recommendations for Financial Instruments covered by MAR are made in compliance with Article 20 MAR.  Westpac does not apply 
MAR Investment Recommendation requirements to Spot Foreign Exchange which is out of scope for MAR.

Unless otherwise indicated, there are no planned updates to this Investment Recommendation at the time of publication.  Westpac 
has no obligation to update, modify or amend this Investment Recommendation or to notify the recipients of this Investment 
Recommendation should any information, including opinion, forecast or estimate set out in this Investment Recommendation change 
or subsequently become inaccurate.

Westpac will from time to time dispose of and acquire financial instruments of companies covered in this Investment Recommendation 
as principal and act as a market maker or liquidity provider in such financial instruments.

Westpac does not have any proprietary positions in equity shares of issuers that are the subject of an investment recommendation.

Westpac may have provided investment banking services to the issuer in the course of the past 12 months.

Westpac does not permit any issuer to see or comment on any investment recommendation prior to its completion and distribution.

Individuals who produce investment recommendations are not permitted to undertake any transactions in any financial instruments or 
derivatives in relation to the issuers covered by the investment recommendations they produce.

Westpac has implemented policies and procedures, which are designed to ensure conflicts of interests are managed consistently and 
appropriately, and to treat clients fairly.  

The following arrangements have been adopted for the avoidance and prevention of conflicts in interests associated with the provision 
of investment recommendations.

I. Chinese Wall/Cell arrangements;

II. physical separation of various Business/Support Units; 

III. Strict and well defined wall/cell crossing procedures;

IV. a “need to know” policy; 

V. documented and well defined procedures for dealing with conflicts of interest; 

VI. reasonable steps by Compliance to ensure that the Chinese Wall/Cell arrangements remain effective and that such arrangements     
 are adequately monitored. 
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Exchange Act’) and member of the Financial Industry Regulatory Authority (‘FINRA’). This communication is provided for distribution 
to U.S. institutional investors in reliance on the exemption from registration provided by Rule 15a-6 under the Exchange Act and is not 
subject to all of the independence and disclosure standards applicable to debt research reports prepared for retail investors in the 
United States. WCM is the U.S. distributor of this communication and accepts responsibility for the contents of this communication. 
All disclaimers set out with respect to Westpac apply equally to WCM. If you would like to speak to someone regarding any security 
mentioned herein, please contact WCM on +1 212 389 1269. All disclaimers set out with respect to Westpac apply equally to WCM.

Investing in any non-U.S. securities or related financial instruments mentioned in this communication may present certain risks. The 
securities of non-U.S. issuers may not be registered with, or be subject to the regulations of, the SEC in the United States. Information 
on such non-U.S. securities or related financial instruments may be limited. Non-U.S. companies may not subject to audit and 
reporting standards and regulatory requirements comparable to those in effect in the United States. The value of any investment or 
income from any securities or related derivative instruments denominated in a currency other than U.S. dollars is subject to exchange 
rate fluctuations that may have a positive or adverse effect on the value of or income from such securities or related derivative 
instruments.

The author of this communication is employed by Westpac and is not registered or qualified as a research analyst, representative, or 
associated person under the rules of FINRA, any other U.S. self-regulatory organisation, or the laws, rules or regulations of any State. 
Unless otherwise specifically stated, the views expressed herein are solely those of the author and may differ from the information, views or 
analysis expressed by Westpac and/or its affiliates.
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