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MNI POV (Point Of View): Prolonging 
 
The RBA is set to leave its monetary policy settings unchanged at the end of its first monetary policy meeting of 
2021, while it will likely allude to more favourable economic projections on the back of domestic developments 
witnessed over recent months. The updated economic projections will be formally released on Friday 5 February, 
via the Bank’s latest Statement on Monetary Policy (SoMP). 
 
The Bank has been confronted by a run of domestic economic releases that proved to be much more favourable 
than the economic forecasts it produced in November, most notably on the unemployment front (with headline 
unemployment finishing 2020 at 6.6% vs. the Bank’s baseline forecast of 8.0%). While the inflationary backdrop 
was marginally more favourable than the Bank expected it remains well shy of the key 2.0% threshold, which 
leaves the prospect of broader monetary policy normalisation some way off, given the RBA’s focus on realised 
inflation. Combining this with an employment rate that is still well above the assumed rate under full employment, 
we conclude that the Bank is unlikely to suggest that inflation will reach the midpoint of its target band over the 
horizon of its new economic forecasts. 
 
Whispers regarding the potential for the tapering of RBA bond purchases have emerged from some quarters in 
recent weeks, although consensus seemingly looks for a rollover of the current round of A$100bn worth of bond 
purchases over a 6-month horizon when the current facility expires at the end of April. The Australian/U.S. 10-Year 
yield spread has seen some slight widening on the back of the aforementioned speculation, coupled with stronger 
than expected Australian economic data, and the RBA will be keeping an eye on the potential for any unwanted 
tightening of financial conditions. This, coupled with the benign inflation backdrop mentioned earlier, will likely mean 
that the Bank looks to reaffirm its commitment to the current round of bond purchases, while it should reiterate that 
it is not expected to increase the cash rate for at least 3 years, while stressing that “the Board is prepared to do 
more if necessary.” 
 
The RBA’s A$ TWI measure is a little above the assumption outlined in its November SoMP, although last week’s 
pullback from cycle highs (which corresponded with levels not seen since 2018) was of course aided by questions 

surrounding broader risk sentiment, a fair chunk 
of which can be attributed to U.S.-specific 
equity market matters. The stronger than 
expected A$ will begin to catch the RBA’s eye if 
it persists or further strength is seen and 
presents another leg of support for those 
arguing for no tapering of RBA bond purchases 
come the end of April. As a reminder, 
December saw the Bank note that “financial 
conditions remain accommodative around the 
world, with bond yields near historically low 
levels. The positive news on vaccines has 
boosted equity markets, lowered risk premiums 
and supported further increases in some 
commodity prices. The improvement in risk 
sentiment has also been associated with a 
depreciation of the US dollar and an 
appreciation of the Australian dollar.” 

 
All in all, the better than expected economic outcomes are an undoubted positive, but the Bank will look to preserve 
easy financial conditions to foster as strong an economic recovery as it possibly can. Ultimately, the Bank will likely 
outline a fresh A$100bn round of bond purchases before the end of April, which should last for 6 months, although 
it may tweak the skew of its purchases further towards semi-government bonds to promote regional infrastructure 
investment and support budgets at a state level. We do not believe such an announcement will come at the 
February meeting. Such an announcement is more likely to come in March or April, and may very well be alluded to 
in one of Governor Lowe’s additional addresses scheduled for this week: Wednesday 3 February (when he speaks 
on “The Year Ahead”) and Friday 5 February (in front of the House of Representatives Standing Committee on 
Economics) on Friday of this week, especially given the scope for questions. The Bank should also maintain its 
forward guidance given the current inflation/unemployment mix.  
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RBA 1 December 2020 Meeting Statement 
 
At its meeting today, the Board decided to maintain the current policy settings, including the targets of 10 basis 
points for the cash rate and the yield on 3-year Australian Government bonds, as well as the parameters of the 
Term Funding Facility and the government bond purchase program. 
 
Globally, the news has been mixed recently. On the one hand, infection rates have risen sharply in Europe and the 
United States and the recoveries in these economies have lost momentum. On the other hand, there has been 
positive news on the vaccine front, which should support the recovery of the global economy. The recovery is also 
dependent on ongoing support from both fiscal and monetary policy. Hours worked in most countries remain 
noticeably below pre-pandemic levels and inflation is low and below central bank targets. 
 
Financial conditions remain accommodative around the world, with bond yields near historically low levels. The 
positive news on vaccines has boosted equity markets, lowered risk premiums and supported further increases in 
some commodity prices. The improvement in risk sentiment has also been associated with a depreciation of the US 
dollar and an appreciation of the Australian dollar. 
 
In Australia, the economic recovery is under way and recent data have generally been better than expected. This is 
good news, but the recovery is still expected to be uneven and drawn out and it remains dependent on significant 
policy support. In the RBA's central scenario, it will not be until the end of 2021 that the level of GDP reaches the 
level attained at the end of 2019. In the central scenario, GDP is expected to grow by around 5 per cent next year 
and 4 per cent over 2022. 
 
Employment growth was again strong in October, although the unemployment rate increased to 7 per cent as more 
people rejoined the workforce. A further rise in the unemployment rate is still expected, as businesses restructure in 
response to the pandemic and more people rejoin the workforce. The unemployment rate is forecast to decline next 
year, but only slowly and still to be around 6 per cent at the end of 2022. 
 
The extended period of high unemployment and excess capacity is expected to result in subdued increases in 
wages and prices over coming years. In the September quarter, the Wage Price Index increased by just 0.1 per 
cent, to be 1.4 per cent higher over the year. In underlying terms, inflation is forecast to be 1 per cent in 2021 and 
1½ per cent in 2022. 
 
The Board views addressing the high rate of unemployment as an important national priority. Its policy decisions 
over recent months will help here. These decisions are complementary to the significant steps taken by Australian 
governments to support jobs and economic growth. 
 
The Bank's policy response has lowered interest rates across the yield curve, which will assist the recovery by: 
lowering financing costs for borrowers; contributing to a lower exchange rate than otherwise; and supporting asset 
prices and balance sheets. The Term Funding Facility is also supporting the supply of credit to businesses. To 
date, authorised deposit-taking institutions have drawn down $84 billion under this facility and have access to a 
further $105 billion. Over the past month, the Bank has bought $19 billion of government bonds under the bond 
purchase program and a further $5 billion of Australian government securities in support of the 3-year yield target. 
Since the start of this year, the RBA's balance sheet has increased by around $130 billion. 
 
Given the outlook for both employment and inflation, monetary and fiscal support will be required for some time. 
For its part, the Board will not increase the cash rate until actual inflation is sustainably within the 2 to 3 per cent 
target range. For this to occur, wages growth will have to be materially higher than it is currently. This will require 
significant gains in employment and a return to a tight labour market. Given the outlook, the Board is not expecting 
to increase the cash rate for at least 3 years. The Board will keep the size of the bond purchase program under 
review, particularly in light of the evolving outlook for jobs and inflation. The Board is prepared to do more if 
necessary. 
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RBA November SoMP Key Economic Forecasts 
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MNI STATE OF PLAY: Jobs and Inflation Outlook Key For 
RBA 
 
By Lachlan Colquhoun 
 
SYDNEY (MNI) - The Reserve Bank of Australia is near certain to leave its monetary policy settings unchanged 
Tuesday, with the accompanying statement set to be the key focus as it's scoured for any tweaks to the central 
bank's upbeat pre-Christmas outlook for the economy. 
 
With no change expected in the main policy levers, what Governor Philip Lowe lays out in his statement will be 
closely eyed. However, as Lowe speaks again on Wednesday, before offering parliamentary testimony on 
Thursday and then presenting the RBA's Statement on Monetary Policy on Friday, overall clarity on the bank's 
outlook could take until the end of the week to shine through. 
 
OUTLOOK 
 
Recent economic indicators have been positive, with the unemployment rate falling 2 percentage points to 6.6% in 
December, with the participation rate higher and 50,000 jobs created. 
 
Inflation data released last week for the last quarter of 2020 showed a 0.9% year on year rise in the CPI, a little 
higher than the 0.7% which was expected. Ahead of Christmas, there was some sense that the RBA could even up 
its overall 2021 outlook targets. 
 
Against these positive signs, the RBA is weighing the unwelcome appreciation in the aussie dollar, now at US76 
cents after a continual rise from US57 cents in March 2020. 
 
The central bank will also be highly aware that the Australian Government's flagship fiscal policy, the AUD86 billion 
JobKeeper scheme, which pays employers to keep workers on their books, expires at the end of March. 
 
Policymakers slashed rates to 0.1% last year, introduced a program targeting maintaining the yield on the 3-year 
government bond and an AUD 100 billion bond buying plan expected to run until May. 
 
While there is no expectation of an imminent change in rates – RBA policymakers have been dismissive of a move 
to negative rates -- interest centres on the RBA's plans for its QE program and whether it will be extended beyond 
May.
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Sell-Side Analyst Views 
 
AMP Capital: The RBA is expected to make no changes to monetary policy at its board meeting on Tuesday, but 

the focus will be on the post meeting statement, Governor Lowe’s speech on “The Year Ahead” on Wednesday and 

the Statement of Monetary Policy on Friday to see whether the RBA becomes hawkish following the recent run of 

strong economic activity data and higher than expected inflation in December. We expect Governor Lowe to 

acknowledge the good news but stay the course with a dovish bias. 

 

• While the jobs market has improved faster than expected we are still a long way from full employment, jobs 

growth is likely to slow a bit in the months ahead with some jobs (eg, travel related) taking longer to return 

and some (eg, in parts of retail) likely to never return again, the end of JobKeeper in late March will create 

a bit of apprehension (not that I expect much impact), coronavirus still has the potential to create upsets in 

the short term with uncertainty remaining about how effective vaccines will be, the strong $A is maintaining 

pressure on the RBA to extend QE and a shift to hawkishness now would be inconsistent with the RBA’s 

commitment to focus on the achievement of actual inflation sustainably at target. However, Governor Lowe 

may turn down the RBA’s dovish bias a bit and drop the reference to expecting to not raise the cash rate 

for at least three years. Its also likely that following the end of the six months $100bn bond buying program 

at the end of April the RBA will continue it but at a reduced rate. 

 

ANZ: It is a big week for the RBA, with lots of communication and a forecast update. the unemployment rate 

averaging 6.8% in Q4 2020 rather than the 8% forecast by the RBA, there is little doubt the update will show a 

more positive outlook. Critically, however, we don’t think the RBA will forecast inflation reaching 2% at the end of 

the forecast period (which has been extended to June 2023). This is one reason to believe Tuesday’s RBA 

statement will continue to state that, “given the outlook, the Board is not expecting to increase the cash rate for at 

least 3 years.” 

 

• Moreover, we think there is a good chance the RBA will either announce the extension of its quantitative 

easing program this week or strongly hint at it. The fact that the US Fed is not tapering its QE program 

anytime soon reinforces this expectation. It is possible that the RBA’s stance on QE will be laid out in 

Lowe’s speech on Wednesday, rather than the Tuesday statement. His chosen topic of “the year ahead” 

points to this possibility. We think he will be at pains to emphasise that while the outlook is better the 

economy is still a long way from where the RBA wants it to be. As such it is still too early to think about 

reducing the level of monetary policy support for the economy. 

 

Bank of America: Unemployment finished the year at 6.6% versus a November RBA forecast of 8%. However, an 

RBA signal to end the Bond Purchase Program looks premature, in our view. While the data are welcome, spare 

capacity, low inflation, currency appreciation and a still uncertain outlook means the Bank will likely extend policy 

support and retain policy flexibility. 

 

• We flagged a likely extension to the six-month Purchase Program last November, even on a strong 3.6% 

and 3.5% growth outlook for this year and 2022. Uncertainty over the details of the bond-buying program 

and recent data help to explain recent AU rates underperformance. A stronger RBA commitment to 

balance-sheet expansion may be required to avert further tightening of conditions. Detailed RBA guidance 

might not be forthcoming, but economic outcomes do not justify an end to QE. 

 

Barclays: We do not expect any policy changes or a change in QE guidance at this meeting. The RBA will likely 

acknowledge improving domestic data, but reiterate that it will maintain policy support until its objectives on 

employment and inflation are met. We expect the board to wait until at least the January labour market print before 

guiding on steps after QE’s April expiry. 

 

• We expect the RBA’s Statement on Monetary Policy to revise the 2020 growth forecast upwards from the 

very bearish November forecast, and simultaneously lower the 2021 growth forecast. The RBA is also 



 

7 | P a g e  
Business Address – MNI Market News, 5th Floor, 69 Leadenhall Street, London, EC3M 2DB 

 

likely to tweak its unemployment forecasts downwards, to bring them in line with recent job market 

strength, but will likely not be very optimistic over the longer term. 

CBA: We don’t expect any changes to monetary policy in Tuesday’s meeting.  However financial markets will be 

looking out for any news around what the RBA will do when its current $A100bn bond buying program due to be 

completed in April. Given that the overall readings in the Q4 20 CPI were still low and that the economy is still 

operating well below the level of unemployment associated with full employment, we expect the RBA to extend 

their government bond purchases by a further $A100bn. We expect the RBA to complete these purchases over a 

six month period - as was the case with the first tranche of quantity-based QE. Extending their bond buying 

program is the path of least regret. It will ensure that their policy decisions do not put any undesired upward 

pressure on the Australian dollar. And it will assist both Federal and State governments in financing their large 

fiscal expansions. We do not expect the RBA to announce any extension to QE at the February Board meeting. 

Rather it will come either at the March or April Board meeting. 

 

• In terms of the economic forecasts, we expect the RBA to upgrade their forecast profile for GDP and by 

extension lower their profile for the unemployment rate. Modest upward revisions are also expected to their 

inflation forecasts although we expect them to continue to forecast below target underlying inflation over 

the bulk of their forecast horizon, if not all of it. 

 

Goldman Sachs: The RBA left policy settings unchanged at its final meeting for 2020, noting the recovery was 

likely to be "drawn out and dependent on significant policy support." In a subsequent appearance before 

parliament, Governor Lowe reiterated the RBA was open to expanding its QE program depending on (i) the outlook 

for jobs (ii) the actions of other central banks and (iii) considerations around market functioning. Governor Lowe 

also reiterated that the cash rate was unlikely to rise for at least 3 years. 

 

• Since December, domestic data have generally been better-than-expected, most notably the strong jobs 

gains over 4Q2020. Australia's unemployment rate finished 2020 at 6.6%, well below the RBA's prior 

forecast for ~8%. A range of housing market data have also continued to rebound, including prices, finance 

approvals and building approvals. Developments have also been fairly positive on the COVID front, with 

cases remaining relatively low and regulators approving the Pfizer vaccine for distribution in February. 

• Against this backdrop, we expect the RBA to acknowledge the better-than-expected data and flag some 

upward revisions to its key macro forecasts. That said, despite these upgrades, we expect the RBA's 

forecasts to continue to show inflation well below target across the forecast horizon and unemployment 

well above levels consistent with 'full employment'. 

• As a result, we expect the RBA to reiterate its guidance that “the Board is not expecting to increase the 

cash rate for at least 3 years”, that the size of the QE program was under review and contingent on the 

outlook for jobs and inflation, and that the “Board is prepared to do more if necessary”. On the QE program, 

we don't expect the RBA to formally announce an extension at the February Board meeting (we expect 

them to wait until April), but wouldn't be surprised if Governor Lowe hints that an extension is likely in his 

speech on Wednesday. We note that long-term Australian bond yields have returned to the top of their 

global peer range in recent months. 

• We expect the RBA to keep other policy settings on hold in February, although we will be paying close 

attention to any commentary around the outlook for the RBA's YCC policy. Our base case is that the RBA 

keeps its 3-year 0.1% target unchanged until 2H2020, but it's possible that the RBA adjusts the policy such 

that the tenure of the target automatically shortens in duration as time goes on (e.g. by targeting a 

particular bond line that expires in 2024). Either way, we don't expect the RBA to start lifting the overnight 

cash rate target until late 2024. 

 

J.P.Morgan: We expect no changes on the policy side. Rather the interest will be in the staff’s SoMP forecasts, the 

tone of the commentary, and the governor’s February 3 speech on “The Year Ahead.” On the forecasts, the staff 

will have to lower the Dec ‘20 unemployment rate forecast from 8% to 6.6% given recent data. 
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• Since fairly swift initial improvement in the labor market was already assumed to occur from the peak, we 

expect the Dec ‘21 forecast will be little changed and still have a 6-handle (current forecast 6.5%). The 

Dec-22 forecast could push down to say 5.75%, but will nevertheless remain materially above NAIRU at 

the back end of the forecast, which we think is 4%-4.5%. 

• On growth the story should be similar, with near-term upgrades but moderation further out that irons out the 

eventual level of GDP. We expect the staff to raise the Dec ‘20 growth projection by over 1%-pt to -

2.5%oya, and Jun-21 by a similar margin, but this will have washed out to lower growth numbers by Dec 

‘21. Most of the uncertainty on the growth side in the last forecasts surrounded Melbourne’s reopening, 

which occurred sooner than expected. There are lags from output and the labor market to inflation, and the 

RBA has positioned full employment and wage acceleration as necessary conditions to sustainably reach 

the inflation target. So we still expect underlying inflation to be below 2% through Dec ‘22 end of the 

projection period (forecast: 1.5%), and implicitly some time beyond. 

• The presence of a large gap to target in the back end of the forecasts should maintain broadly dovish 

rhetoric. Indeed, in the November SoMP the staff lowered near-term forecasts for the unemployment rate 

by 2%-pts, and year-ahead by 1%-pt, but the RBA still started an A$100bn QE program because “the 

outlook implied a large shortfall in activity and employment from levels that would be consistent with full 

employment.” A meaningful gap to targets will remain in the February projections. 

• It is likely in the Q&A that Governor Lowe is asked about prospects for withdrawal of YCC and further QE 

beyond April. We expect Lowe to punt on those questions, given desire not to pre-empt coming board 

decisions. Simply reiterating commitment to objectives, and the RBA’s power to achieve them, will in our 

view be regarded as dovish given market expectations and tentative pricing of a policy retreat in the bond  

curve. 

 

Morgan Stanley: We expect no change to policy settings or guidance in the near term. 

 

• The outlook has clearly improved and will lead the RBA's mark-to-market forecast higher, yet we expect it 

to retain a relatively cautious tone with terminal forecasts (June 2023) showing labour and inflation targets 

still unmet. The importance of stimulus currently in place will continue to be stressed, with AUD headwinds 

and housing tailwinds also likely to be mentioned. 

• Alongside the better-than-expected economic recovery, focus has increased on when and how the RBA 

will remove the significant monetary support it is currently providing. Guidance is clear that cash rate 

moves are some way off (requiring inflation sustainably above 2%), but the RBA has been less explicit 

about its other unconventional measures. We expect the RBA to push back against a tapering narrative, 

with current measures to be largely retained over 2021 – in particular with its QE package rolled over 2H20 

alongside another TFF tranche (both A$60bn) and the three-year yield target retained through until 

November. 

• Though we are more positive on the economic and inflation outlook than the RBA, we expect that policy 

tightening will lag any upside surprises to the economic recovery. The RBA is likely to be cautious in 

forecasting an achievement of its policy objectives (inflation >2%, unemployment ~4.5%), reflecting the 

rarity of these outcomes over recent history and a preference to over- rather than understimulate. As such, 

policy tapering is likely to remain gradual and reactive, particular given the uncertainties that remain in the 

outlook. 

 

NAB: While no-one expects any change to policy, markets will be keenly attuned to the Governor’s thoughts on the 

RBA’s $100bn QE program which expires at the end of April and on the 3yr YCC target given almost a year has 

passed since it was first announced. We do not expect the Board Statement to give any updated guidance and we 

will likely have to wait until Lowe’s Parliamentary Testimony to decipher the RBA’s thinking. On the RBA’s 

forecasts, we would expect forecast upgrades given the strong performance of the economy. Key for markets will 

be the inflation track and whether the RBA’s upside scenario sees core inflation back in the band. 
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Nomura: We expect the post-meeting press release to contain more-upbeat economic comments, reflecting recent 

developments, but signal no change to policy and little-to-no change in policy guidance. However, the governor will 

deliver a “Year Ahead” speech on Wednesday, and we expect this to contain more detailed thoughts on policy. This 

will likely include, in our view, a repeat of the RBA’s willingness to do more, if necessary, but it could also sketch 

out the options by which the RBA might ease its foot off the accelerator, should domestic and global developments 

continue to unfold in a positive direction. 

 

• We are quite confident that we will see a QE-extension, come April, but see a risk that the RBA could wind 

back its 3-year YCC-commitment later in the year, and will be on the lookout for such clues. The RBA is 

also scheduled to unveil updated economic forecasts in its Quarterly Statement of Monetary Policy on 5 

February, and we expect it to: revise up its 2021 GDP forecast (from 3% to around 4% in year-average 

terms); lower its unemployment rate forecasts (by around 0.5pp); and increase its inflation forecasts (by 

around 0.25pp). 

 

RBC: We expect an upgrade of macro forecasts to emerge, with growth/labour market outcomes since the 

November SoMP generally beating expectations, in some cases quite considerably, and the vaccine timetable also 

looking better than previously assumed. Though we expect the suite of policy rates, forward guidance, and 

unconventional policy tools to remain in place at the board meeting, markets will be closely scrutinizing all 

communication for guidance on next steps once the current set of programs (including QE and TFF) expires in a 

few months’ time. We expect both to be extended in smaller size, but specifics are more likely to be detailed in the 

March or April meetings. 

 

Societe Generale: We expect no changes in monetary policy at the RBA’s February meeting. The central bank will 

likely keep its policy rates on hold (0.1% target for both the cash rate and 3y government bond yield) while retaining 

the Term Funding Facility and the A$100bn purchasing program of government bonds with maturity of 5-10y (QE). 

First introduced in November last year, the forward guidance of keeping the cash rate on hold for at least three 

years will also likely be retained. The sentence on potential QE extension, “The Board is prepared to do more 

(bond purchases) if necessary” will again likely close the policy statement. The growth outlook has further improved 

since the December meeting. COVID-19 has been successfully contained, though restrictions were imposed on 

limited areas in New South Wales. 

 

• Upside surprises in the activity data are expected to lead to revisions to the GDP and unemployment 

forecasts that will be included in the policy statement. Sustained strength in hours worked, up 3.2% in 4Q 

after 4.0% in 3Q, also suggests strong GDP growth in 4Q. As a result, the forecast for year-on-year GDP 

growth in 2Q21 will likely be raised from 6% to around 7.5%, suggesting that the pre-COVID level of GDP 

will be restored in 2Q21. The unemployment rate in 4Q20 was 6.8%, much lower than the RBA forecast of 

8.0%, which should necessitate a downside revision to the 2021 unemployment forecast. Inflation forecasts 

are also likely to go up. The forecast for 4Q21 trimmed mean inflation should be revised up from 1.0% to 

1.25%, reflecting that the actual 4Q20 figure already reached 1.2%. 

• However, we don’t think that the RBA will respond to the data and forecast changes by shifting its policy 

stance. Policymakers are likely to think that it is too early to make changes given the lingering uncertainties 

over COVID-19. We see zero likelihood of a policy rate hike or change in forward guidance given the likely 

serious impact on the economy and market. Based on the same argument of minimising the negative 

impact, we also don’t expect a tapering of the bond purchase program. Our baseline scenario now sees the 

QE program extended but with the same target amount of A$100bn. We think that any changes in 

monetary policy will come after Australia achieves ‘herd immunity’ through successful vaccination. Last but 

not least, a clearer hint on the extension of the QE program is more likely to be given in March than 

February. 

 

TD Securities: We don't expect the RBA to make any changes to policy settings or for the Board to announce 

impending policy changes on Tuesday. That said we expect the Board to reinforce its YCC commitment. The RBA 

Governor's speech on Wednesday titled 'The Year Ahead' will be closely scrutinised while upgrades to key 

forecasts are likely in Friday's SoMP.  
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Westpac: RBA will extend the Quantitative Easing (QE) program by a further $100 billion with the announcement 

coming at either the February Board meeting or, more likely, the March Board meeting. 

• RBA will reshape the Term Funding Facility (TFF) when the current scheme expires end June to narrow 

the focus on specifically boosting business lending. 

• The yield curve control policy (YCC) will be continued through 2021 with a review expected early in 2022. 

• The Governor is expected to announce a more optimistic growth and employment outlook – to be 

confirmed in the Statement on Monetary Policy (SOMP) on February 5 – with the unemployment forecast 

for end 2021 being lowered from 6.5% (November SOMP) to 6.0%; growth in 2020 to be upgraded from –

4% to –2% although the 2021 growth forecast to be “shaved” from 5% to 4%. Those forecasts would be in 

line with Westpac’s current forecasts and consistent with a return to pre-Covid levels of activity by the June 

quarter 2021. 


