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THE RBA CASH RATE: WHY IT IS NOT AS LOW AS IT LOOKS
The RBA Cash Rate is not a goal in itself. Itis simply a tool used to influence other interest rates.

The RBA chart below (presented in a recent speech by the Deputy Governor) shows that the amount
by which market interest rates exceed the Cash Rate, has risen in recent years by about 1 to 1.5
percentage points.
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That is, the current Cash Rate of 3.75%, is having the same impact on market interest rates as
previous Cash Rates of 4.75% to 5.25% (i.e. 5%, plus or minus a bit).
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As the next RBA chart shows, the last time the Cash Rate was around 5%, was in 2003 and 2004, so
the current stance of monetary policy is not at historic lows or “emergency settings”. It is, as the
RBA’s Deputy Governor said today, “... reasonable to conclude that the overall stance of monetary
policy is now back in the normal range, though in the expansionary segment of that range.”
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The reason that market interest rates are 1% or more higher than they used to be (relative to the
Cash Rate), is that the cost of funds for banks has also risen (relative to the Cash Rate). This is shown
in the RBA table below.
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Table 3: Estimated Change in Cost of
New Funds Relative to the Cash Rate —

Major Banks
Since July 2007

Basis Points
Deposits 147
— transactions 250
— 5avings 36
— term 250
Short-term debt (incl CDs) 13
Long-term debt 173
Total 108

Source: REA

The fact that the stance of monetary policy is in fact considerably tighter than is indicated by
consideration of the Cash Rate in isolation, should give some comfort to home owners and property
investors.

3k 3k 3k 3k 3k 3k sk 3k 3k 3k sk sk sk 3k 3k 3k sk sk sk 3k sk ok sk sk sk 3k ok ok ok sk sk sk ok sk sk sk sk k ok

Compass Capital has sourced a number of attractive investment properties. If you are considering
acquiring a quality investment property (or have potentially interested clients), please register
interest here and we will be in touch.

REGISTER INTEREST

Click here to register
your interest >

If you do not have interest in acquiring a property, are not already a First Choice Club member, and
would like to receive further Property Reports, please register interest here.

REGISTER INTEREST

Click here to register
your interest >

Compass Capital December 2009


http://www.compasscapital.com.au/index.html
http://www.compasscapital.com.au/reports.htm
http://www.compasscapital.com.au/partners.htm
http://www.compasscapital.com.au/first_choice.htm
http://www.compasscapital.com.au/contact.htm
http://www.compasscapital.com.au/projects.htm
http://www.compasscapital.com.au/email_templates/form.htm
http://www.compasscapital.com.au/email_templates/FormReportOnly.htm

