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A low-tolerance RBA won’t yet have seen enough to 
move

20 October 2023

The main domestic data this week was the September labour 
force release. As colleague Westpac Economist Ryan Wells 
noted yesterday, the data were a mixed bag. Looking through 
the monthly noise, the labour market is continuing to cool 
gradually from its earlier tightness. There was nothing in the 
data to nudge the RBA in the direction of raising rates.

The Reserve Bank minutes released this week show a Board 
that has no appetite to let inflation stay high for any longer than 
their current forecasts imply. If the inflation outlook remains on 
its current trajectory, the Board will keep the cash rate where it 
is. If the data start pointing to material risks of higher outcomes 
than that, though, they are very willing to move. 

Governor Bullock’s fireside chat earlier this week had nothing in 
it to change our views about the path of policy. The Governor 
did take pains to emphasise that the Bank is aware that the 
policy tightening is making things difficult for some parts of the 
community. Ms Bullock will be speaking twice more between 
now and the November Board meeting. The event on Tuesday 
could be an opportunity to set out her thinking about the 
outlook or the framework for policy, given it is her first set-
piece speech since becoming Governor. The appearance before 
Senate Estimates on Thursday is likely to cover a wider range of 
issues, though some senators might want to probe Ms Bullock 
and Assistant Governor Kent about any implications for policy 
of the CPI release the day before. 

The RBA’s four near-term inflation worries

Today we released the Westpac Economics preview for the 
September quarter inflation release. Senior Economist Justin 
Smirk notes that we are expecting both headline and trimmed 
mean inflation to print a 1.1% quarterly increase. It would have to 
be a significant upside surprise from this to dislodge the RBA 
Board from an unchanged rates decision in November. That 
said, there are several upside risks to inflation that would have 
the Bank’s attention. 

• Goods prices not unwinding quickly enough (receding risk). Much 
of the surge in inflation globally reflected the demand shifts 
and supply chain issues induced by the pandemic. This is now 
receding and, in some countries, core goods prices are outright 
falling. The Bank has from time to time flagged a risk that this 
reversal in prices would happen too slowly, but so far this risk 
doesn’t seem to be materialising.

• Domestic demand and services price inflation remaining too high 
(steady, concerning). Even though consumer demand in Australia 
is weak overall, there are pockets of strong demand and cashed-
up households. In these areas, services businesses are managing 
to raise prices noticeably. Services inflation is still uncomfortably 
high, and the experience overseas has been that it can be quite 
sticky and slow to come down.  

• Labour costs (receding). If domestic demand were to remain 
strong enough, this would tend to boost both services prices 
and wages growth. Heightened risks to the inflation outlook 
from this source was one of the factors the Bank cited to explain 
its decision to raise rates in June. But the October minutes 

show that the Board is now less worried about this possibility, 
noting “…that there were few signs of the risk of a price-wage 
spiral materialising”. It also pointed to non-award wages growth 
moderating. Poor productivity outcomes are still a concern given 
their influence on unit labour costs. Overall though, the Bank is 
sounding more sanguine about wages recently, in light of the data 
flow on both wages themselves and the labour market.

• Energy costs (electricity receding, oil increasing). The Bank took 
some comfort from the smaller pass-through from default offers 
to actual electricity prices. In contrast, the Middle East conflict 
means oil prices have increased again. Short-term fluctuations 
in petrol prices would not induce the Board to shift policy. But 
sustained increases in energy costs, whether for geopolitical 
reasons or related to climate transition, would involve a more 
difficult trade-off.

Three broader risks

On top of these proximate risks to the inflation outlook, there 
are a range of more medium-term risks. Three of these are 
particularly front of mind currently. 

First, housing prices have picked up, which is not what you 
would have expected given higher interest rate and weak 
income growth. Australia is not alone in this; it has been seen 
in a range of economies where population growth has picked 
up sharply, such as Canada. In principle, the resulting higher 
wealth would boost consumption and so domestic demand 
and inflation. But as the RBA minutes noted, this effect partly 
depends on housing turnover picking up. And further rapid 
price increases would be hard to square with the recent step 
down in auction clearance rates.

Second, the outlook for China is beset by headwinds. While 
activity has gained some momentum after an initially slow 
recovery from COVID lockdowns (despite problems in the 
property market), the medium-term outlook is more clouded. 
It is no longer in the phase of fast catch-up to the rest of the 
world or the most obvious destination for foreign investment 
into low-cost production. Its population is already ageing and 
shrinking and the policy environment is geared more to control 
than to growth. The implications for Australia’s export base 
are material and we can expect markets to mark down the 
Australian dollar whenever these concerns come to the fore.

Third, long bond yields have risen to levels last seen more than 
a decade ago. In the short term, markets have been unsettled 
by the US congressional dramas and the conflict in the Middle 
East. But there is a longer-term element to this: if fiscal policy 
globally is less contractionary than it was in the period between 
the GFC and the pandemic, monetary policy does not have to 
offset this with lower interest rates. So it is possible that the 
structure of global interest rates will be a bit higher in future 
than it was in that period. To the extent that this is a risk rather 
than market participants’ solid expectation, this could be one 
contributor to higher term premia.

Luci Ellis, Chief Economist Westpac Group



2Bulletin

© 2023 Westpac Institutional Bank is a division of Westpac Banking Corporation ABN 33 007 457 141, AFSL233714 (‘Westpac’).  
References to the “Westpac Group” are to Westpac and its subsidiaries and includes the directors, employees and representatives of 
Westpac and its subsidiaries.  

Disclaimer

This information has been prepared by the Westpac Institutional Bank and is intended for information purposes only. It is not intended 
to reflect any recommendation or financial advice and investment decisions should not be based on it. This information 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 into 
a legally binding contract.  To the extent that this information contains any general advice, it has been prepared without taking into 
account your objectives, financial situation or needs and before acting on it you should consider the appropriateness of the advice. 
Certain types of transactions, including those involving futures, options and high yield securities give rise to substantial risk and are 
not suitable for all investors. We recommend that you seek your own independent legal or financial advice before proceeding with 
any investment decision. This information may contain material provided by third parties. While such 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 this information is free from error, none of Westpac or its related entities 
warrants the accuracy, adequacy or completeness of this information, or otherwise endorses it in any way. Except where contrary to 
law, Westpac Group intend by this notice to exclude liability for this information. This information is subject to change without notice 
and none of Westpac or its related entities is under any obligation to update this information or correct any inaccuracy which may 
become apparent at a later date. This information may contain or incorporate by reference forward-looking statements.  The words 
“believe”, “anticipate”, “expect”, “intend”, “plan”, “predict”, “continue”, “assume”, “positioned”, “may”, “will”, “should”, “shall”, “risk” 
and other similar expressions that are predictions of or indicate future events and future trends identify forward-looking statements. 
These forward-looking statements include all matters that are not historical facts.  Past performance is not a reliable indicator of future 
performance, nor are forecasts of future performance. Whilst every effort has been taken to ensure that the assumptions on which 
any 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 any forecasts.  

Conflicts of Interest: In the normal course of offering banking products and services to its clients, the Westpac Group may act in 
several capacities (including issuer, market maker, underwriter, distributor, swap counterparty and calculation agent) simultaneously 
with respect to a financial instrument, giving rise to potential conflicts of interest which may impact the performance of a financial 
instrument. The Westpac Group may at any time transact or hold a position (including hedging and trading positions) for its own 
account or the account of a client in any financial instrument which may impact the performance of that financial instrument. 

Author(s) disclaimer and declaration: The author(s) confirms that no part of his/her compensation was, is, or will be, directly or 
indirectly, related to any views or (if applicable) recommendations expressed in this material.  The author(s) also confirms that this 
material accurately reflects his/her personal views about the financial products, companies or issuers (if applicable) and is based on 
sources reasonably believed to be reliable and accurate.

Additional country disclosures

Australia: Westpac holds an Australian Financial Services Licence (No. 233714). 

New Zealand: In New Zealand, Westpac Institutional Bank refers to the brand under which products and services are provided by either 
Westpac (NZ division) or Westpac New Zealand Limited (company number 1763882), the New Zealand incorporated subsidiary of 
Westpac (“WNZL”). Any product or service made available by WNZL does not represent an offer from Westpac or any of its subsidiaries 
(other than WNZL). Neither Westpac nor its other subsidiaries guarantee or otherwise support the performance of WNZL in respect of 
any such product. WNZL is not an authorised deposit-taking institution for the purposes of Australian prudential standards. The current 
disclosure statements for the New Zealand branch of Westpac and WNZL can be obtained at the internet address www.westpac.co.nz.  

Singapore: 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 of this material in Singapore 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.

U.S: Westpac operates in the United States of America as a federally licensed branch, regulated by the Office of the Comptroller of the 
Currency. Westpac is also registered with the US Commodity Futures Trading Commission (“CFTC”) as a Swap Dealer, but is neither 
registered as, or affiliated with, a Futures Commission Merchant registered with the US CFTC. The services and products referenced 
above are not insured by the Federal Deposit Insurance Corporation (“FDIC”). Westpac Capital Markets, LLC (‘WCM’), a wholly-owned 
subsidiary of Westpac, is a broker-dealer registered under the U.S. Securities Exchange Act of 1934 (‘the 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. Transactions by U.S. customers of any securities 
referenced herein should be effected through WCM. 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. 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 be 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.

Disclaimer continued overleaf

DISCLAIMER



3Bulletin

Disclaimer continued

The author of this communication is employed by Westpac and is not registered or qualified as a research analyst, representative, or 
associated person of WCM or any other U.S. broker-dealer 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.

UK: The London branch of Westpac is authorised in the United Kingdom by the Prudential Regulation Authority (PRA) and is subject 
to regulation by the Financial Conduct Authority (FCA) and limited regulation by the PRA (Financial Services Register number: 
124586).  The London branch of Westpac is registered at Companies House as a branch established in the United Kingdom (Branch 
No. BR000106). Details about the extent of the regulation of Westpac’s London branch by the PRA are available from us on request.   

This communication is not intended for distribution to, or use by any person or entity in any jurisdiction or country where such 
distribution or use would be contrary to local law or regulation. This communication is not being made to or distributed to, and 
must not be passed on to, the general public in the United Kingdom. Rather, this communication is being made only to and is 
directed at (a) those persons falling within the definition of Investment Professionals (set out in Article 19(5) of the Financial 
Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”)); (b) those persons falling within the definition of 
high net worth companies, unincorporated associations etc. (set out in Article 49(2)of the Order; (c) other persons to whom it may 
lawfully be communicated in accordance with the Order or (d) any persons to whom it may otherwise lawfully be made (all such 
persons together being referred to as “relevant persons”). Any person who is not a relevant person should not act or rely on 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”.  Westpac expressly prohibits you from passing on the information in this communication to any third party. 

This communication contains general commentary, research, and market colour.  The communication does not constitute investment 
advice.  The material may contain an ‘investment recommendation’ and/or ‘information recommending or suggesting an investment’, 
both as defined in Regulation (EU) No 596/2014 as applicable in the United Kingdom (“UK MAR”). In accordance with the relevant 
provisions of UK MAR, reasonable care has been taken to ensure that the material has been objectively presented and that interests or 
conflicts of interest concerning the financial instruments to which that information relates have been disclosed. 

DISCLAIMER


