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The market closed lower but recovered
some ground after the Reserve Bank
cut the cash rate to a record low.
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Depths of history

RBA slashes
cash rate to
2.7%% ...

THE ECONOMY

Jeff Whalley

THE Reserve Bank’s move to
cut the official interest rate
to a historic low is a “seminal
moment” that should usher
in a new era of confidence,
economists believe.

And the central bank may
cut the rate deeper still into
record-breaking territory as
it fights to soften the impact
of the high Australian dollar,
they say.

Analysts believe governor
Glenn Stevens has left the
door open for more cuts if
inflation remains in check,
saying benign living costs
provide the scope.

The RBA surprised many
economists yesterday with
its decision to cut the cash
rate by 0.25 percentage
points to 2.75 per cent. In a
survey by Bloomberg ahead
of the move, just eight of 29
economists tipped a cut.

It is the first time the cash
rate has fallen below 3 per
cent rate — the “emergency
low” it hit during the finan-
cial crisis — since it started
formal monthly reviews
early in the 1990s.

It is also the first cut this
year, following four re-
ductions last year. Since its
peak in this cycle late in
2010, the rate has fallen 2
percentage points.

Mr Stevens said growth in
Australia was “below trend”
and a culprit was the strong
dollar, which was ‘‘little
changed at a historically
high level over the past 18
months”.

The dollar slipped as the
RBA announced its de-
cision, losing US0.6¢c. Last
night it was buying
US101.8¢c —its weakest level
sinece February.

Mr Stevens said the dollar
had remained high despite a
decline in export prices and
interest rates. “Moreover,
the demand for credit re-

The demand for credit "
remains, at this point,

relatively subdued

RBA governor GLENN STEVENS

mains, at this point, rela-
tively subdued,” he said.

Unemployment had “in-
creased a little” as the num-
ber of people joining the
market for jobs eclipsed the
growth in employment.

The global economy’s
sluggish growth remained
an issue, he said, but the
board said it could pick up
next year.

Commonwealth Bank
economist Gareth Aird said
the RBA had taken the op-
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portunity “to speed up the
baton pass’ to the non-
mining sector.

Mr Aird said he expected
another cut in August. “It
appears that the RBA sees
some residual ability to cut
rates again,” he said.

Deutsche Bank chief
economist Adam Boyton,
one of few to call the cut,
said Mr Stevens’ mention of
unemployment showed he
was concerned about slow
jobs growth. He noted the

Reserve Bank board had not
mentioned jobs last month.

Mr Boyton predicted the
cash rate would fall to 2.5
per cent in the third quarter.

Citi analyst Josh William-
son, who also picked the cut,
said the RBA was keeping
its “easing” bias.

“The move lower to a two
in front of the decimal point
was a seminal decision and
should have a posifive an-
nouncement effect on busi-
ness and consumer confi-

B The eurozone is still mired in recession

dence,” Mr Williamson said.

He expected the RBA to
revert to its “wait-and-see”
position before cutting again.

But UBS analyst Matthew
Johnston said he doubted
there would be more cuts.
“The concluding statement
struck a fairly neutral tone,”
Mr Johnston said.

“Thus, we judge that this
is likely to be a bit of fine
tuning, and does not pre-
sage the initiation of a new
easing phase.”

... and NAB
cuts to
the chase

Jefi Whalley

THE major lenders have
taken advantage of falling
funding costs to pass on the
full rates relief bestowed by
the Reserve Bank.

In a development ex-
pected to stimulate spend-
ing by easing the plight of
home buyers, three of the
“big four” have cut 0.25 per-
centage points from their
standard variable mortgage
rates.

National Australia Bank
moved first yesterday, cut-
ting its standard rate to 6.13
per cent, and the Common-
wealth Bank gquickly fol-
lowed, cutting its rate to
6.15 per cent.

Westpac was next, cutting
to 6.26 per cent, while sub-
sidiary Bank of Melbourne
has also cut its standard
mortgeage rate to 6.15 per
cent.

ANZ will deliver its de-
cision after the group’s
monthly rates review on
Friday and is expected fo
follow the other banks.

NAB has now had the
lowest standard variable
rate among the major banks
for almost four years.

The move to pass on the
rate cut comes as the banks’
funding costs have eased
and amid a reporting season
characterised by record
first-half profits. ]

“Qver the past few months
we have seen some easing in
new wholesale funding but
at the same time compe-
tition for deposits,” Westpac
group executive of retail
banking Jason Yetton said.

He said deposits were
”the main driver of our over-
all funding costs”.

CBA retail banking ser-
viees executive Matt Comyn
said the bank’s decision
took into account ‘“‘both
domestic and offshore fac-
torse.
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Leaders hail surplus

Glaire Heaney

INDUSTRY leaders have
welcomed the Napthine

First Napthine Budget pleases industry groups

their pockets and spend
money to support small busi-
ness, and struggling retailers,

Government’s first Budget of key issues. Master would be retained. buyers of the grants abol- ment tofund Victoria’s China is a great thing,” he said.
as sound, applaudingits pur- Builders of Victoria execu- Real Estate Institute of ition,” Mr Larocca said. Tourism Strategy, to ensure Victorian Farmers Feder-
suit of a $225 million surplus.  tive director Brian Welech Vietoria spokesman Robert He said the Budget should that we can capitalise onthe ation president Peter

And ratings agencies
Standard and Poor and
Moody’s have maintained
the triple-A credit rating on
Victoria, despite downward
revisions of revenue largely
due to a dwindling share of
the GST.

While broadly pleased
with commitments to infra-
structure, business lobby
groups said the Budget
stopped short on a number

Road
pledge
lauded

Jane Harper

BUSINESS leaders have
heralded crucial steps
towards relieving the state’s
groaning transport system.

Agenda Victoria leaders,
who last month named infra-
structure investment as a top
priority for the state’s future,
warmly welcomed yester-
day’s Budget commitments.

Bank of Melbourne chief
Scott Tanner praised the
pledge to start building the
first part of the long-awaited
East West Link road.

“The east-west road tun-
nel was among a range of
infrastructure projects
identified by Agenda Victor-
ia asvitalto Victoria’s future
prosperity,” Mr Tanner said.

“A clear timeline for the
completion of major infra-
structure projects will
improve business and
consumer confidence.”

Business leaders came
together over the past year
for the Agenda Victoria pro-

said infrastructure commit-
ments would create much-
needed jobs.

“Our industry stands
ready, willing and able to
build the schools, hospitals
and transport infrastruc-
ture today’s Budget funds,”
he said.

Mr Welch said the East
West Link road would en-
sure much-needed skills,
such as those in tunnelling,

h Any boost in infrastructure

will see increased

Larocca said the Budget
was sound and would ben-
efit home owners.

But, he said, abolition of
the first home owners grant
for existing homes would
mean those in regional Vic-
toria and affordable suburbs
would be worse off.

“The acceleration of the
stamp duty cuts to 40 per
cent does not cover the cost
to the majority of first-home

employment opportunities and

from a retailer’s standpoint,

hopefully will result in increased

retail sales

Australian Retailers
Association executive director
RUSSELL ZIMMERMAN

‘ Our industry stands

ready, willing and able to
build the schools, hospitals and
transport infrastructure today’s

Budget funds

Master Builders &_.m.n”o_‘
BRIAN WELCH

have matched the cuts in
the grant with further re-
ductions in stamp duty.
Victorian Tourism Indus-
try Council chief Dianne
Smith said the $24 million
earmarked for marketing
was welcome but an expan-
sion of the Melbourne Con-
vention and Exhibition
Centre remained unfunded.
‘““We are particularly
pleased with the commit-

potential future growth of
one of our most important
markets,” she said.

Council of Small Business
of Australia executive direc-
tor Peter Strong said spend-
ing across infrastructure,
education and health sec-
tors would add confidence.

“It looks like a real com-
munity budget. Anything
that gives people the confi-
dence to put their hands in

&

Tuohey said it was pleased
with a fairer fire service
funding scheme, which it
had been campaigning for
for more than 15 years.

It also was happy with
stamp duty relief for young
farmers and infrastructure,
but noted funding to the
program to nurture the next
generation of farmers was
$2 million instead of the
promised $3 million.

The Napthine Government
gets full marks for today’s

budget, because it tackles waste
and uses the savings to bring
forward the massive East West
road project

Infrastructure Partnerships

chief BRENDAN LYON

h ‘ Anything that gives people

the confidence to put their

hands in their pockets and spend
money to support small business,
and struggling retailers, is a
great thing

COSBOA chief
PETER STRONG
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