NAB CHANGE IN CASH RATE CALL 4 DECEMBER 2019
LITTLE SUPPORT FROM FISCAL POLICY TO SEE FURTHER CUTS IN
FEBRUARY AND JUNE WITH A MOVE TO QE IN H2 2020 A REAL PROSPECT
NAB Economics
We have included an additional 25bp cut to the cash rate in our rate track. We now expect cuts in both
February and June 2020 - taking the cash rate to 0.25%. At this point, we see an increased risk of a move
to ‘unconventional’ policy in H2 2020 should the labour market deteriorate more significantly than we
forecast, with low inflation posing little constraint to further easing. Previously, we had pencilled in only
a further 25bp cut to the cash rate and hoped to see a material support from fiscal policy, which now
looks unlikely in the required timeframe. Our forecasts of below-trend growth, a deterioration in the
unemployment rate and inflation firmly below the RBA’s target band are broadly unchanged, but clearly
imply the need for policy makers to do more. Weak private-sector growth is likely to see employment
growth slow and unemployment drift further above the NAIRU, cementing weak wages growth. Indeed,
our forecasts for the household sector and business investment are notably weaker than the RBA’s,
although we remain more optimistic on public spending. Should the data turn out weaker than our
forecasts, there is a real prospect the RBA moves to unconventional policy in H2 2020.
•

We now expect two further 25bp cuts in the cash rate, with the first occurring in February and the second
(and final before moving to QE) in June. Previously we had factored in only one further cut, but had hoped
to see a material fiscal stimulus package to provide additional support. With our forecasts largely
unchanged, we think monetary policy will have to continue to do the heavy lifting given that there has
been little response to date on the fiscal front.

•

In addition to stalling momentum in wages growth and continued below-target inflation in Q3, growth
remained weak with the national accounts showing a modest growth 0.4% q/q. Again, private demand
remained weak with dwelling investment falling further and consumption growth weakening. While
exports and the public sector again provided an offset to this weakness (see our GDP note released today).

•

Further out the shape of our forecasts remains unchanged. We expect year average growth of 1.6% this
year and despite a small improvement, below trend growth of 2.1% and 2.4% in 2020 and 2021. We expect
ongoing weakness, with household consumption growth remaining soft and dwelling investment
continuing to fall in 2020 before levelling out in 2021. We expect modest growth in business investment
with the drag from mining having faded but activity in the non-mining sector still weak. We see public
spending as a key support to growth over the next two years, with the continued roll-out of the NDIS and
a large infrastructure spending pipeline. In the near-term, exports will provide support with the last of the
LNG mega-projects reaching capacity, before exports level off.

•

With private sector growth remaining weak, we see slowing in employment growth and a small rise in the
unemployment rate. With unemployment reaching 5.5% by end 2020 – and hovering well above the
NAIRU – we see only a modest lift in inflation but for it to remain below the RBA’s target band for a
significant portion of the next 24 months. In addition, global inflation remains low and without a material
deterioration in the exchange rate inflation will pose little constraint on monetary easing.

•

Fiscal policy is still likely to be the more appropriate policy response. While spending on infrastructure
work is already high, ensuring an ongoing pipeline that is ‘shovel ready’ and has moved through the
design and approval processes will allow for continued support to growth. Similarly, we think there is a
need for renewed focus on structural policy to lift productivity growth over the medium term, which
would in turn provide support for wage growth. In the short-run a bring forward of mooted tax cuts or
increases to Newstart payments would provide more support to households.

•

Should the RBA move to unconventional policy in an attempt to provide further stimulus to the economy,
these actions are likely to come in the form of outright secondary market purchases of government
securities. It is likely that initially these purchases would include AGS but Governor Lowe has not ruled out
purchases of semi-government securities. Intervention in money markets – though common for the RBA –
is unlikely without a widening in spreads due to liquidity pressure. As is the purchase of RMBS securities or
bank paper while the flow of credit remains healthy.
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Important Notice
This document has been prepared by National Australia Bank Limited ABN 12 004 044 937 AFSL 230686
("NAB"). Any advice contained in this document has been prepared without taking into account your
objectives, financial situation or needs. Before acting on any advice in this document, NAB recommends that
you consider whether the advice is appropriate for your circumstances.
NAB recommends that you obtain and consider the relevant Product Disclosure Statement or other disclosure
document, before making any decision about a product including whether to acquire or to continue to hold it.
Please click here to view our disclaimer and terms of use.
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