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THE Federal Govern-
ment's tight monetary
policy might be making
employers grant wage in-

employers’ . spokesman

|told the National Wage
Case. hearing yesterday.

. Mr Colin Polites, for the

|Cwnfederation .of Austra-

lan Industry, tokl a -Full

“Bendh of the Arbitration

Comhission in Melbourne
that-- the

mmplr:e,' the opposite

Reserve  Bank figures
reported Yeterday showcd
that the ! ‘ﬂjn]un{:y supply

grew by a rm 10.5 per
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creases more quickly, the -

Government’s -
fjmoncty policy “may have

:gfcl b what was intend-
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cent. in- the- year' to
February..

to make it more difficult
for employers. to grant
wage increases in the face
of industrial action.

However, - Mr  Polites

ind order. 4 preservc cash
' flows, companies may give

- The Governmént’s tight
: monetary policyis demgned :-

. stances,

yesterday - pointed to the

effect of high interest rates,

a result of the tight mone-

tary policy, on employers’
ability to wnthstan;:! :ndus—'__ .

trial action,

- “In the present climate,

with  monetary  policy -
screwed right down and-

with the costs of borrowing
and financing lost produc-

tion, the effect may well be

in and give in quickly,” he:
said.

“In  current ot

many cases little option but

to. grant wage claims or go
to. the wall because of the
- effect that cash ﬂuws has
on theﬂ- business il el
Mr Pnhtes said ihat the_
AC’I‘U s clalm for the mtru-_'.-,.
“ation wnuld result in an that _countries ‘With such
unwanted rigidity in Gov-
ernment economic : policy,
for instance by blunting the

value of .devaluation, .

.employers when
faced with claims. backed
. by industrial action have-in

Fuli quarterl}f mdexatmn
nf wages to price rises had

. the potential’ to lock’ Aus- =~

tralia into an inflation rate

~of 12 per cent._

‘He quoted from a- recent
- address by the managing
- director of the Internatmnal-

Monetary  Fund, Mr
Jacques de Larosiere, which |
depicted - both formal and
informal wage indexation -

schemes as “a man}r-heaﬂed“"
AT et *

Mr de. Larusmre had séuﬂ

schemes sometimes had had
to abandon .the exchange
rate as a policy instrument

Continued page 14
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Inflation is not an immediate risk in
the United States, nor is there a need
to raise interest rates, the chairman of
the US Federal Reserve, Dr Alan
Greenspan, said yesterday.

Speaking with the Australian Trea-
surer, Mr Peter Costello, he dismissed
widespread speculation that the US
central bank was about to raise
official rates.

In an interview after his briefing
with Dr Greenspan, Mr Costello said
Australia’s inflation was under con-
trol and would “probably” dip below
the official target of 2 to 3 per cent.

He also signalled that he would be
comfortable with an early decision by
the Reserve Bank to cut rates,

“He [Dr Greenspan] was very

optimistic,” Mr Costello said after his
meeting in Washington with the
Federal Reserve chief,

“He indicated to me that he saw no
threats to inflation down the track... I
don’t think there is any expectation at
... the moment that [US] rates are
going to rise.”

Mr Costello’s reporting of Dr

THE DOCTOR’S PROGNOSIS

&[Dr Greenspan] was very optimistic.
He indicated to me that he saw no

~ threats to inflation down the track. |
don't think there is any expectation
at the moment that [US] rates are
going to rise.» :

—Mr Costello yesterday

Greenspan’s views confirms that the
Federal Reserve chairman is becom-
ing convinced that the traditional
tendency for low unemployment to
EUSh up wage inflation 1n the US is

eing muted by workers’ job anxiety
because of the effect of rapid
technological change.

The US jobless rate has dropped to
a seven-year low of 5.1 per cent, yet its
inflation rate is still under 3 per cent.

And the Federal Reserve's mone-
tary policy-setting committee last
week left interest rates -unchanged,
confounding Wall Street’s expecta-
tion of a 0.25 percentage point rise in
the funds rate.

The Greenspan message to Mr
Costello goes against Wall Street’s

Continued page 12

Mark Davis

Metal workers have negotiated a
pace-setting pay deal with BTR Nylex
Ltd subsidiary ACI Glass Packaging
which will deliver wage rises of 16 per
cent over the next three years.

The agreement comes as the
Australian Chamber of Commerce
and Industry warned yesterday that
the economy would be killed “stone
dead” if the ACTU succeeded with its
claim for arbitrated increases in
minimum wages for workers not
covered by enterprise bargaining.

The chamber’s executive director,
Mr Bryan Noakes, said the ACTU
“living wage” claim - which was

- before the Australian Industrial

Relations Commission yesterday —
would have a significant effect on
inflation and unemployment rates.

The ACI agreement - which
resolves a protfracted lockout of 77
maintenance workers at the compa-
ny’s Spotswood glass factory in Mel-
bourne in a dispute over redundancies

- —will be used by manufacturing unions

as a benchmark for the next wages
round in the metal industry.

It comes as the most recent data on

Greenspan to Costello: ... but local pay rises
inflation not a problem increase pressures

wages outcomes under enterprise
bargaining shows that average
annual wage settlements jumped by
just under one percentage point to 5.6
per cent in the June quarter.

Since then, in another significant
deal for the manufacturing sector,
Toyota has given its car-making
workers a 15.5 per cent pay rise over
three years.

Under the ACI deal, maintenance
workers at the Spotswood plant will
receive annualised pay rises of 5.3 per
cent — above the Reserve Bank’s
“comfort level” for wages growth —
together with increases in long
service leave and union training leave
entitlements.

The deal will give workers the
right to take 13 weeks of paid long
service leave after 10 years of
employment — an improvement on
the existing award and legislative
entitlement to 13 weeks’ leave after
15 years’ service.

The long service leave component
of the ACI deal is likely to form a key
demand in union logs of claims in the

Continued page 10
B Living wage ‘death’ — page 10
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GEOFF KITNEY

o eral Treasurer, Mr
e:tirl:gcfl has delivered to the
abor Party its best hope for
oolitical survival — a fall in
& es.

’t%:s:-er?!tucﬁon in cash rates
‘announced formally by the
vernment and the Reserve
' Bank yesterday should lead to
" adrop in home mortgage rates
" pefore an April or May
ele’!e‘fllgns.v.lrprise timing of the
ove has maximised the dis-
ance between the announce-
" ment of lower interest rates
and the announcement of the
election date, which minim-
the risk that the decision
1l be seen as political expe-

Cy. s c .

ut the political implica-
ns of the decision are
assive.

hough Mr Keating said
erday that he did not think
fall in home mortgage rates
as essential to Labor’s re-
election hopes, no-one else in
the Labor Party believes that.

- The Labor Caucus has been
) on lower rates and
not one Labor MPin a
al seat who does not
his chances of holding
seat will be improved by
iterest rate fall.

Labor Party will now
king to the banks to
er home lending rates as
on as possible which means
banks now become key
ers in the way the political
climate develops in the
lead-up to the election.

. Mr Keating said he did not
€xpect that adjustments of the
itude announced yester-
would send the banks
scurrying immediately to
down home interest

ltOl‘Ial 282 2822, Melbourne 829 9999, (Ed.) 629 8955

on lower rates

But he expected t i-
mately there l3m:ould bta‘t‘s(])lll'rt:e
Impact” on mortgage rates,

His move to publicly
announce the easing of policy
— 0 contrast to the secretive
way that_ adjustments to mone.
tary policy have been handled
previously under My
Ke;tmg’s administration —
puts great pressure on the
banks. This may well be one

“'Teason for making a major

media event of the easing of
policy.

Mr Keating has now cre-
ated an expectation of falling

home mortgage rates.

The banks, already bur;.

dened by a serious public
relations problem caused by
the coincidence of record
interest rates and record prof-
its, will find it very difficult to
explain to their customers that
home rates cannot come down
when other rates are falling.
These pressures should
ensure that home rates will
come down in time for the
Prime Minister, Mr Hawke, to
have the federal election in
May, which has always been
his personal preference. The
fall may happen early enough
to give him the chance to go
on April 7 — the date
preferred by some others in
the Government because it
gets the election over before
the distractions of Easter holi-
days and the Prime Minister’s
visit to Turkey in April for
Anzac Day commemorations.

The risk in yesterday’s eas-
ing of monetary policy is that
it may prove to be premature
and  that economic develop-
ments between now and the
election will show the rate
reductions to be unsustaina-

ble.
e Continued page 2
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{Rates slide
:.f 80-day bank bills for the
7‘;3’ past 15 trading days

Timing surprises markets

By TIM DODD

The Federal Government and
the Reserve Bank of Australia
moved yesterday to protect the
economy from an interest rate
overkill by easing monetary
policy early. .

Although the decision to ease
policy and lower interest rates
was widely expected in response
to slowing demand, the timing
took the markets by surprise as
the move came before the
publication of nmext week’s
economic statistics.

In a statement issued just
after noon, the Governor of the
Reserve, Mr Bernie Fraser,
confirmed market suspicions
that the bank had been operat-

$1

INSIDE

Public pays

B Outfoxing the markets

ing in the domestic money
market in the morning “to
bring about a modest reduction
in interest rates”.

“Although there can be no
precision in such matters, the
bank will be seeking in its
market operations to reduce
unofficial cash rates by
between onme half and one
percentage point from their
average levels of recent
months,” he said.

“A modest reduction of this
order is judged to be appropri-
ate having regard to the slowing
in the economy which has
occurred and is in prospect, and
the continuing role which mon-
etary policy must play in
moderating demand and con-

page 17

taining inflationary pressures.”
announcement robbed

the Australian dollar of the
support of high domestic inter-
est rates, and it lost mearly
US2¢ as mrkl_ ets viewed the
prospect of a narrowing gap
between falling domestic rates
and rising rates overseas.
After a morning high of
0.7958¢ the Australian dollar
dropped to 0.7775 before clos-
ing at 0.7803.

The change in monetary
policy will bring some quick
relief to companies borrowing
at commercial rates but is
unlikely to flow through to the
politically sensitive home-loan

Continued page 2
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 The late 1980s tightening cycle - the recession we had to have
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 Recession we had to have snaps the inflation stick, facilitates the target
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* Increased supply of communication underpins policy achievement
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« Context of the new inflation target challenge



Inflation

Inflation

Year-ended percentage change, excludes interest charges prior to September quarter

1998 and adjusted for the tax changes of 1999-2000

%
20

15

10

:Z":;%ﬁ

target range

1960

Sources: ABS: RBA

1970

1980 1990 2000

2010

2020
— CPI

%
20

15

10



The Evolution of Central Bank Communications

* The lead up: resources boom to GFC to boom again
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 The lead up: undershooting the target: 2016 to 2019
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« The pandemic response
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» Lowe pledges 0.1pc cash rate for three years » Launches $100b of bond buying QE > Borrowers to ‘negotiate’ with banks

RBA nails low rates to the floor

Matthew Cranston
Economics correspondent

The Reserve Bank has promised to keep
its official cash rate at 0.1 per cent for at
least the next three years and will buy
$100 billion of bonds in the coming six
months to force cheaper bank lending
to boost the economy’s jobs recovery.

RBA  governor Philip Lowe
announced a $5 billion per week buy-
ing program — worth about 5 per cent
of GDP in total - along with a suite of
lower rates for bank funding, while
also upgrading forecasts for economic
growth from 4 per cent to 6 per cent by
June nextyear.

The Australian dollar fell toaslow as
US70.40¢, while bond yields were also
driven lower in expectation of the
ramp up in purchases by the bank.

However, the governor said that a
slower jobs recovery as well as upward
pressure on the Australian dollar from
trillions of dollars in bond purchases
from other central banks meant the
trigger now had to be pulled on the
country’s first formal quantitative eas-
ing program.

“The lower interest rates and our
plan to buy $100 billion of government
bonds over the next six months will
help people get jobs and support the
recovery of the Australian economy,”
Dr Lowe said.

“A sharp bounce-back in jobs is
unlikely and it will take time to return
to where we were before the pandemic.
Even if Victoria had not gone into
lockdown we still would have made
this decision because the outlook for
the labour market required further
action.”

In addition to the official cash rate
cut, the central bank lowered the
interest rate it charges commercial

Assetinflation

M.,  Thehistoric move
by the RBA to
quantitative easing
will light a fire

: under asset prices
and force savers to take more
risks to find yield. chanticleer pao
It has ‘arisen from
its monetary
slumber and its
long, fruitless

g search for the

inflation dragon’. Paul Keating p7

banks on loans through its $200 billion
Term Funding Facility (TFF) from :
0.25 per cent to 010 per cent. It also :
lowered its target on yields for the :
3-year bond - a benchmark borrowing :
rate for banks and business - from0.25 :
per centto 0.1 per cent.
The major banks may not slash their :
standard variable rates to follow the
RBA's cash rate cut from 0.25 per cent

reducing their fixed-rate home loan
offers.””

Dr Lowe said he expected the“banks :
to pass on the cheaper funding benefits
but that such reductions were more :
likely to come through negotiating and :
switching loans rather than general :
reductions.

Continued p4

» News More reports on RBA move p5-7

» Markets ASX soars, bonds fallout p26-27
» Karen Maley Novel stimulus means p28
» Features The governor's speech p36

» The AFR View plus Warren Hogan p38

» Warwick McKibbin Stabilising effect p39

Firepower

Analysis

John Kehoe

i Bylaunchinga historicand larger-

i than-expected $100 billion, initial six-
{ month government bond buying

i program the Reserve Bank is crossing
i the Rubicon.

Yetgovernor Philip Lowe is

i dismissing the growing perception the
i central bank’s creation of money out of
i thinair (money printing) is now

A\

i financing the ballooning budget
i deficits of federal and state
i governments.

Lowealso clarified that the RBA does
notbelieve the recession is over and
warned there is a “long and bumpy”

i roadahead for the hundreds of

housands of unemployed Australians
hitby the COVID-19 recession.
That's despite the RBA upgrading its

i economic growth forecast to 6 per cent,
: from4 percent,intheyear to June 2021
i and the unemployment rate now

Cash rate cut from
0.25 per cent to record
low of 0.1 per cent.

Launches quantitative
easing program, buying
$100 billion of 5 to 10
year government bonds
over next six months.

Yield target on 3-year
government bonds
lowered to 0.1 per cent.

Interest rate charged on
loans to commercial
banks under the term
funding facility cut to
0.1 per cent.

Rate paid on commercial
bank deposits in exchange
settlement accounts

cut to zero.

Philip Lowe, RBA governor

st $100 billion is the magic number for QE

i expected to peak at8 per cent, not the
10 per cent previously forecast.

Lowe s determined to do whatever

i the bank reasonably canto support the
: government in the COVID-19 economic
; recovery thatis better than glacially

: muddling our way outof the deepest

i recession in100years.

The nominated $100 billion figure

over six months in Commonwealth

i and state government bond purchases
: was chosen by the RBA not just

: Continued p5

Trump makes late surge as race tightens in must-win states

Barricades surround the White House in Washington yesterday. PHOTO: AP

Jacob Greber
AFR correspondent

Washington | A late campaign surge
has kept Donald Trump’s hopes of win-
ning a shock against-the-odds second
term alive, with both sides slugging it
out over the pandemic, tax cuts, energy
policy and fitness for office.

Closing his campaign with 10 rallies
over two days —during which he spoke
before large, enthusiastic and some-
times hastily organised crowds for
more than 10 hours - Mr Trump
entered the dying hours of the 2020
race in the fight of his political life to

close a persistent gap to Joe Biden.
Although still behind, Mr Trump was
quickly narrowing the gap as cam-
paigning ended.

The closely watched RealClearPoli-
tics poll of polls on Monday (Tuesday
AEDT) had the President down 6.7 per-
centage points, compared with
10.2 points three weeks ago.

More importantly, the race was tight-
ening in the crucial battleground states,
where the election could be won or lost.
RealClearPolitics had Mr Biden's lead
across Florida, North Carolina, Pennsyl-
vania, Michigan, Wisconsin and Arizona
Continued p13

America
votes 2020

US presidential election

A guide to how the day will unfold as
millions of votes are counted, and what
to watch out for. Features p36

» Morrison government Biden ready p10

» Joe Aston A barricaded nation p11

Go to afr.com for our live coverage
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* Post-pandemic 2-3 per cent inflation target



Aggregate Demand and Supply*
RBA Statement on b Selected model estimates o
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Estimates of potential output and output gap from one of the models
in the RBA's suite; dashed lines include an illustrative adjustment for
pandemic activity restrictions; levels reflect 2021/22 prices.

Sources: ABS; RBA.



RBA Statement on

Monetary Policy
August 2024
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 The Governor's media conferences as the new communications loudspeaker
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e Conclusion
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