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Key Points 
• The RBA surprisingly increased the cash rate by a quarter percentage point following its 

May meeting, taking the cash rate to 3.85%; 

• The RBA said further rate hikes are possible; 

• While inflation is above 3% the only cash rate movement can be up; 

• Household spending and the global economy were the two main risks nominated by the 

RBA. 

 

What the RBA decided 

The RBA surprisingly increased the cash rate following its May meeting. While economists did expect 

another quarter percentage point rate rise, they did not think it would take place until the following quarter. 

Clearly what is playing on the RBA’s mind is that the inflation rate is currently around 7%, well above its 

stated target. The monthly CPI figures indicate that inflation is declining but at only a moderate pace.  

 

While noting that goods inflation is falling, the RBA noted the strength of service prices as well as the sticky 

pace of underlying inflation in other economies. The $A has traded ‘soggy’ in recent weeks, partly a result 

of expectations that the peak of the RBA cash rate would be at or below that of peer countries. And a lower 

$A makes it harder for the RBA to keep inflation low.  

 

The RBA nominated as its key uncertainty, consumer spending. Disposable incomes are being hit by the 

higher cost of living, rising interest rates as well as the previous decline in house prices. Some households 

are already making tough financial decisions, others have the benefit from significant saving.  

 

The RBA noted that the world economy is a source of uncertainty. That is true given the uncertainty of how 

the recent banking sector problems may impact the global economy. More generally, the economic data 

has been surprisingly strong in many economies for much of this year. The aggressive rise of interest rates 

in a number of economies is likely to (in time) result in weaker economic outcomes.  

 

The RBA did not reference the recent rise in house prices. Maybe that is because the April rise in house 

prices occurred too late to form a basis of analysis at this meeting. It is also possible that the RBA hasn’t 

formed a strong view as to why house prices have gone up and so therefore think it is too early to call the 

bottom of the market. 

 

The inflation outlook 

The good news from the Q1 CPI data was that the peak of inflation is clearly in the rear-view mirror. There 

are good reasons to expect inflation to decline further over the next year. Goods inflation will decline further 

as household spending on goods continues to fall, supply-chain snarls get fully resolved and the benefits 

from the reduction of shipping costs are realised in consumer prices.  

 

The decline of producer prices has been larger to date than that for consumer prices. History would suggest 

that is a signal that there is more slowing in the CPI to come. Slowing growth in materials prices is slowing 

the growth of costs for building a house (but we are a long way from talking about falling costs). Better 

weather means food prices are unlikely to rise as fast as they have over the past year. A fall in oil prices 

means fuel prices are not rising and may well fall in coming months (providing the $A does not decline 

significantly).  

 

Spending on services continues to be strong and service prices are influenced by wages growth which is 

on the rise. Low vacancy rates mean rents will be rising strongly for some months to come. We know that 
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electricity and gas bills will be increasing in the second half of this year. Not only does higher utility bills 

directly impact the CPI but also has an indirect impact as it leads to higher costs for businesses.  

 

The big picture is that the pandemic and the Russia-Ukraine War has led to a rise in costs for Australian 

firms that has been largely passed onto the consumer. Some (but not all) sectors have also been able to 

widen margins. The feedback from firms is that while cost growth is slowing it remains elevated. Slowing 

consumer demand (particularly for goods) means some of the rise in costs in coming quarters will need to 

be absorbed within margins. It is probable that a fair proportion of the rise in costs will be passed onto 

consumers, particularly for services. So how much consumer spending slows, and costs rise will be the key 

short-term drivers of the inflation outlook. 

 

This means that while inflation is likely to continue to decline it is also likely to remain elevated for at least 

the next year. While inflation remains north of 3% the RBA can’t think about cutting rates. Indeed, as we 

found out following the May meeting the only rate change that can occur when inflation is above 3% is a 

rate rise.  

 

House prices 

Recently I put out my March quarter house price update. The bottom line from that note was that despite 

the rise of prices across Australia in March I did not change my view that the peak-to-trough decline in 

standalone house prices in this cycle would be 15% (it had fallen by around 10% to February), but following 

the second successive decent monthly rise in house prices in April I have had to fall on my sword on that 

view.  

 

It is still possible that house prices may fall again. As we found out in May there is uncertainty about what 

will be the peak of the cash rate. A weaker global and domestic economy may mean there is less financing 

available in the economy, including for housing. And a weaker jobs market might have negative implications 

for both potentially new and existing borrowers. 

 

But given the increases over the past couple of months it might be difficult to achieve the 15% decline 

target. The combination of strong population growth and a lack of supply has put upward pressure on prices. 

The relative lack of affordability I think will limit the upside to house prices this year. Across Australia I now 

expect that prices will be around flat for the year (within a band of plus or minus 3%). I will provide a more 

detailed outlook on my house price views in a few weeks. 

 

Interest rate outlook 

The bounce in house prices has interest rate implications. Peak-to-trough house price declines of 15-25% 

were widely forecast, with the bottom in prices not expected to be hit until sometime later this year. As the 

RBA noted, declining wealth from falling house prices was one of the factors that was expected to be a 

negative for consumer spending. That the fall in house prices is looking likely to be less and the bottom 

potentially reached earlier than had been projected suggests that there is upside risk to consumer spending 

forecasts. 

 

This is against a backdrop of inflation being well above the target band and the unemployment rate still 

hovering near fifty-year lows. The peak in the cash rate in many peer countries is also expected to be above 

that of Australia.  

 

At the time of writing, financial markets were a bit over two-thirds priced about the possibility of another 

quarter percentage point rate hike in this cycle (which would take the cash rate to 4.1%). Financial market 

pricing suggests that the most probable time for the next move is in August following the publication of the 

Q2 quarterly CPI data. If there is to be another rate hike that timing appears reasonable.  
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The current high inflation rate and the stickiness of inflation in other economies argues for another cash 

rate rise, but the cash rate has risen aggressively over the past year, and we are months away from 

observing the full impact. I think the RBA has done enough rate hikes already in this cycle. But the RBA’s 

evident concern about inflation means another quarter percentage point rate rise remains a distinct 

possibility. Whether that risk turns into outcome will depend upon how quickly inflation declines this year. 

 

 

 

 

Inflation has started to decline. 

 

But the underlying measures have only just 
peaked. 

 

Goods inflation is falling but service prices are still on 
the rise. 

 

Movements in producer prices suggest that there 
are more falls in CPI inflation to come. 
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One concern is that firms report that overhears remain 
high. 

 

A lack of materials and labor were still major 
constraints in the March quarter. 

 

Monthly headline CPI numbers are declining but only 
slowly. 

 

The cash rate in Australia is expected to peak 
below many other peer economies. 

 

  

We really do live in interesting times. 

 

Regards   

 

Peter Munckton   

Chief Economist  

Bank of Queensland  

BOQ | 255 George Street Sydney NSW 2000    

Twitter: @petermunckton   
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NOT INVESTMENT RESEARCH 

This presentation was prepared by Bank of Queensland Limited ABN 32 009 656 740 Australian Credit Licence Number 244616 

(Bank). 

No Reliance 

This presentation is not investment research and does not purport to make any recommendations. This report is for informational 

purposes only and is not to be relied upon for investment purposes.  You should seek independent advice from a qualified 

professional on these matters. 

This presentation has been prepared without considering your objectives, financial situation, knowledge, experience or needs. The 

content of this presentation is not to be construed as an act of solicitation, or an offer to buy or sell financial products. To the extent 

that you choose to make any investment decision after having read this report, you should consider the appropriateness and 

suitability to your own objectives and obtain independent professional advice about your particular circumstances. 

The Bank makes no representations or warranties about the accuracy or completeness of the content contained in this 

presentation. Any opinions, conclusions or recommendations made in this report are subject to change without notice, and may 

differ to the opinions, conclusions or recommendation expressed elsewhere by the Bank. The Bank is under no obligation to update, 

keep current, the information contained in the report. 

Forward-Looking Statements 

This presentation may contain forward-looking statements about market conditions. These forward-looking statements may be 

identified using forward-looking terminology, including the terms “believe”, “estimate”, “plan”, “target”, “project”, “anticipate”, “expect”, 

“intend”, “likely”, “may”, “will”, “could” or “should” or, in each case, their negative or other variations or other similar expressions, or 

by discussions of future events. 

Readers should not place undue reliance on any forward-looking statements. To the maximum extent permitted by law, 

responsibility for the accuracy or completeness of any forward-looking statements, whether because of new information, future 

events, or results or otherwise, is disclaimed. BOQ does not undertake to update any forward-looking statements contained in this 

document, subject to disclosure requirements applicable to it. 

Liability 

The Bank does not accept any liability for any loss or damage arising out of any error or omission in the information provided or 

arising out of the use of all or any part of this presentation. 

"NOTICE (You must not remove this notice from this email)  

 


