14 Nov 2024
Tight labour market to keep RBA on the sidelines

for longer

Key points

e Werevert to our earlier expectation for a first cut in May 2025. From there we continue to see a steady
profile of one cut per quarter back to 3.10% by mid 2026.

e The labour market has been stronger than expected and the RBA remains concerned about upside risks to
inflation should gradual labour market cooling stall and capacity growth remain sluggish.

e There are only two more employment prints and one quarterly CPI before the February 18 meeting. Given
the data flow to date, it now looks unlikely the RBA will have enough confidence in the trajectory of
inflation by then. There is a real risk that policy rates stay on hold even deeper into 2025.

e We continue to assess that the economy has moved substantially towards balance and that some modest
further easing in the labour market and capacity pressures will be sufficient to bring inflation back to
target.

e While we expect rates will move lower over time, because the RBA’s policy stance is only modestly
restrictive there is little urgency to adjust policy settings while both inflation and the unemployment rate
are evolving gradually.

e RBA policy had diverged from peer central banks that moved policy deeper into restrictive settings. As
other central banks have moved to cut rates, that divergence is narrowing. For Australia, the cutting phase
will be later and ultimately shallower.

Slow-moving data means little urgency

On 30 September, we pulled our rate call forward to a first cut in February. We did that expecting an improving
balance of risks around the inflation outlook would bring a rate cut into view sooner. While Q3 CPI data was as
expected, we have been surprised by resilience in labour market indicators.

It remains our view that the unemployment rate will rise a little further before stabilising around 4%2% in mid
2025, broadly in line with the RBA’s November forecast track. Some further cooling in the labour market and
evidence of further progress in realised inflation outcomes over the next couple of quarters will ease concerns
that the labour market is a source of inflation risk and provide space to ease policy to preserve full
employment.

In the near term, the RBA expects a Q4 average unemployment rate of 4.3% and a Q4 trimmed mean inflation
print of 0.7% q/q and 3.8% y/y. Those revised November forecasts are broadly in line with our own
expectations, although the unemployment rate is likely to be a little lower, and would be consistent with
ongoing progress towards their goals, but are not likely to be enough to cut as soon as February.

Inflation data shows some persistent pressure across components sensitive to domestic demand and labour
costs. Combined with the resilience evident in recent labour market data, we think the RBA would need to be
concerned about sharper weakening in the labour market to decide to cut as soon as February, with May being
more likely. Conversely, the RBA will be on hold for longer if we continue to be surprised by the strength in
employment growth.

2024 2025 2026
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
CashRate 435 435 435 435 435 41 385 36 335 310 310 3.10
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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,
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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.


http://www.nab.com.au/content/dam/nab/business/international/financial-markets/documents/nab-research-disclaimer.pdf
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