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Domestic economy

The RBA increased its cash rate by 25 basis points to 4.35 per cent at its November meeting, following four consecutive meetings of rates being on hold. Labour market
and wages data were stronger than expected over the past month, while the monthly indicator for CPI inflation slowed by more than expected.

International economy

Many central banks across the globe kept policy settings unchanged in November, reflecting a general easing of inflation and a desire to assess the impact of prior
tightening.

Short-term interest rates

Domestic short-term bond yields have eased over the month, with Australian Government three-year yields falling by around 35 basis points to 4.0 per cent. US yields
have also declined as inflation came in weaker-than-expected and investors became more comfortable with the idea that the Federal Reserve may cut rates earlier
than expected.

Long-term interest rates

It was a similar story for domestic longer-end rates, with Australian Government 10-year yields falling 45 basis points to 4.4 per cent. There was also an easing in
offshore longer-end yields, with the US Treasury ten-year yield falling by 60 basis points over the past month.

MATURITY  ISSUER YIELD R I o sses  RATE MO T
QTc 4.27 -37 69 AUD/USD 0.6625 4.7% -2.7%
3 Year Australian Government 4.01 -35 86 AUD/EUR 0.6070 1.4% -6.5%
US Government 4.44 -48 48 AUD/GBP 0.5234 0.4% -5.7%
arc 4.38 44 66 AUD/JPY 97.9616 2.2% 5.8%
5 Year Australian Government 4.07 -41 80
US Government 4.27 -59 60
QTc 461 -48 72 MAJOR RATE 1 MONTH % 1YEAR %
7 Year Australian Government 4.23 -44 83 OURRENEIES CHANGE CHANGE
US Government 434 -59 75 EUR/USD 1.0913 25 Al
QTc 4.94 52 80 GBP/USD 1.2657 4.3% 3.2%
10 Year Australian Government 4.40 -45 89 USD/JPY 147.87 2.3% -8.8%
US Government 4.33 -60 82 USD/CNY 7.0910 3.1% -0.7%

Prices sourced from Macrobond & QTC and are correct at the time of publication.

The tables above show yields on bonds issued by the Queensland, Australian and US Governments as well as values for the Australian Dollar against a range of
currencies and US Dollar against major currencies. The change in yields and exchange rates over different time periods are also included.

Weekly and monthly economic reports for QTC’s clients to stay informed about the latest economic and financial market developments. Click here to view recent
reports.

Hear from QTC’s economists about topical issues that are important to the global and Australian economies, and financial markets. Click here to view recent updates.
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CHART 1: THE MARKETS OUTLOOK FOR THE CASH RATE HAS
DECLINED, LARGELY IN RESPONSE TO THE WEAKER-THAN-
EXPECTED MONTHLY CPI OUTCOME

The RBA increased its cash rate by 25 basis points to 4.35 per cent at its November

Cash Rate Futures
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meeting, following four consecutive meetings of rates being on hold. s
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= After keeping the cash rate steady for four straight meetings, the RBA lifted it by 25 ' ago
basis points to 4.35 per cent at its November meeting. This was widely anticipated 5 3.0-
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= The RBA Board Minutes confirmed that the decision was once again between an 404
increase in the cash rate or holding it steady. Ultimately, the decision to raise the
cash rate was ‘to mitigate the risk’ that there could be further delays to returning 187
inflation to its target. 1.0 -
= The Minutes also suggested that continued reductions in inflation will require 0.5-
demand to remain subdued, in contrast to the supply-driven improvements that we 0.0
have seen to date. As a result, ‘it was expected to take longer to return inflation to T 2018 2019 2020 2021 2022 2023 2024 2025

target than it had taken so far to reduce inflation from its peak.’

RBA Governor Bullock emphasised the changing drivers of inflation in a speech
following the release of the Minutes. Bullock stated that the inflation has increasingly
become ‘homegrown and demand driven’. She also said that ‘a more substantial
monetary policy tightening is the right response’ to demand-driven inflation.

The RBA’s November Statement on Monetary Policy provided an updated outlook for
economic activity and inflation.

— Real GDP growth was revised higher, driven by a stronger outlook for investment
and exports.

— The outlook for the labour market is now slightly stronger, with the unemployment
rate now expected to rise to 4.3 per cent by December quarter 2025 (previously
4.5 per cent).

— Inflation was revised higher, with trimmed-mean inflation revised up six-tenths to
4.5 per cent by end-2023 and one-tenth to 2.9 per cent by end-2025.

The monthly CPl indicator slowed sharply in October, with headline inflation easing
from 5.6 to 4.9 per cent on an annual basis. The sharp slowdown in headline inflation
reflected unexpectedly large falls across a few items, including holiday travel prices,
fuel and rents. There was a more modest easing of trimmed-mean and core CPI
inflation (excluding volatile items and holiday travel) in October.

The Wage Price Index (WPI) rose 1.3 per cent in the September quarter, marking the
strongest quarterly increase in the 26-year history of the series. Annual wages
growth also increased to a 14-year high of 4.0 per cent. The strength of these
increases reflected several developments, including the minimum and award wage
increases and a pay raise for aged-care workers.

The October Labour Force Survey was stronger than expected. Total employment
rose by 55,000 (consensus was for 20,000), with strong increases in both full-time
and part-time employment. The unemployment rate increased slightly to

3.7 per cent, though this was due to an increase in the participation rate. The
number of hours worked also rose in October following two consecutive monthly
declines.

Source: Bloomberg, QTC, Macrobond

CHART 2: HEADLINE CPI INFLATION SLOWED SHARPLY IN
OCTOBER, THOUGH THIS WAS NOT REFLECTED IN CORE INFLATION
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CHART 3: THE RBA REVISED BOTH ITS INFLATION AND LABOUR
MARKET FORECASTS STRONGER IN ITS NOVEMBER STATEMENT ON
MONETARY POLICY

RBA Forecasts
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CHART 4: CENTRAL BANKS ACROSS THE GLOBE HAVE EASED
THE PACE OF POLICY TIGHTENING

Key central bank policy rates
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Major central banks kept policy settings unchanged, reflecting a general easing of inflation
and a desire to assess the impact of cumulative policy tightening. Inflation was generally 5- 525
weaker-than-expected across major advanced economies in the past month. al M
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In global central bank news: P
— The US FOMC left the target range for the Federal Funds Rate unchanged at 5.25 to
5.5 per cent at its November meeting, as was widely expected. The accompanying 1-
statement also maintained a tightening bias. Fed Chair Powell said he thought the j} .
policy rate was restrictive, but suggested more hikes were possible to get inflation 01
back to target. Powell also suggested rate cuts are not being discussed. a4 ‘
— In addition to Fed Chair Powell, several Fed officials commented that while the 2020 2021 2022 2023
further deceleration in US inflation was encouraging, there is still a way to go on —RBA Cash Rate —FOMC Fed Funds Rate -~ ECB Deposit Rate
returning inflation sustainably to its two per cent target. — BoE Bank Rate -~ BoJ Deposit Rate
— The Bank of England (BOE) kept the Bank Rate at 5.25 per cent at its November Source: Reserve B;’;‘;/‘;fngfggilaéfjad:;if Rosons e o
policy meeting, as was expected. The Monetary Policy Committee voted 6-3 to
keep the rate unchanged, with the three dissenters favouring a 25-basis point hike.
The post-meeting statement noted that policy would need to be ‘sufficiently CHART 5: A CONTINUED EASING OF INFLATION HAS TAKEN
restrictive’ for a period to sustainably return inflation to its two per cent target. PRESSURE OFF CENTRAL BANKS TO INCREASE POLICY RATES

— European Central Bank (ECB) officials said that interest rates will likely remain
unchanged for the next few quarters and that it is too early to ‘declare victory’ on
inflation. The minutes of the ECB’s October meeting also emphasised the
importance of avoiding ‘an unwarranted loosening of financial conditions', despite
concerns about near-term risks to growth.

Global annual headline CPI inflation measures

— The Bank of Japan (BOJ) kept its policy rate unchanged but tweaked its Yield Curve
Control (YCC) policy. The BOJ announced it would no longer conduct daily
purchases of the ten-year Japanese Government Bond at a yield of 1.0 per cent,
with it now regarding 1.0 per cent as the upper-bound reference for its purchases.

— The RBNZ left the OCR unchanged at 5.50% at November’s meeting. Given
heightened wariness about elevated inflation, the RBNZ’s policy guidance tilted
incrementally hawkish with the OCR tracker revised upward to a 5.69% peak in Q3
2024 (prior peak: 5.59% in Q2 2024) and with a materially slower pace of rate cuts
over the longer run.
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— The central bank of Norway kept its policy rate unchanged at 4.25 per cent, while 2
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Sweden’s Riksbank kept rates steady at 4 per cent. 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
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US labour market indicators has started to slow. Non-farm payrolls increased by 150,000

inO b hich hiv half of the i ins b Th | Source: Australian Bureau of Statistics, U.S. Bureau of Labor Statistics (BLS), Eurostat, U.K.
in Octo er, wnicn was roughly halr o the increase in eptem er. e unemp oyment Office for National Statistics (ONS), Japanese Statistics Bureau, Ministry of Internal Affairs &
also edged one-tenth higher to 3.9 per cent, with the three-month moving average of Communications, China National Bureau of Statistics (NBS), QTC, Macrobond
the unemployment rate is 0.33 percentage points above its minimum over the prior 12

months. A rise of 0.5 percentage points has traditionally been associated with the onset CHART 6: US PAYROLLS EASED BY MORE THAN EXPECTED IN

of a recession (this is known as ‘Sahm’s Rule’). OCTOBER, FOLLOWING A SPIKE IN THE PREVIOUS MONTH
= In the US, monthly headline CPI inflation was flat in October, with the annual pace of .
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inflation easing to 3.2 per cent (from 3.7 per cent). Annual core CPI inflation eased from 1000 -

4.1to 4.0 per cent. These outcomes were one-tenth below the consensus expectation. ® Monthly payrolls change
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= UK CPlinflation was weaker than expected in October, with annual headline inflation 3-month moving average

easing to 4.6 per cent (from 6.7 per cent). The easing of headline inflation was 800 -

underpinned by lower energy prices, though services price inflation also softened in the
month.
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In the euro area, both headline and core inflation were below expectations. Headline
inflation fell 0.5 per cent on a month-on-month basis in November, with the annual rate
of inflation easing to 2.4 per cent (from 2.9 per cent).
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Inflation has fallen by more than expected across several major economies in the past 200
week. The upcoming CPI releases for the US (13 December), euro area CPI (19 December) 100 | # 150k
and UK (20 December) will be closely watched to see if this trend continues. I
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DISCLAIMER

The information within this document is intended for general information purposes only and does not constitute financial or other advice. Specific professional advice should be obtained before acting on the basis of any
matter covered in this document. This information has been prepared in part by data sourced from third parties which has not been independently verified. The opinions, forecasts and data contained in this document is
based on research as at the date of publication and is subject to change without notice. Queensland Treasury Corporation (QTC) issues no invitation to anyone to rely on the information and expressly excludes any
warranties or representations as to its accuracy, adequacy, currency or completeness. All opinions expressed are the views of the QTC Economic Research Team and may differ from the views of QTC or other QTC servants
or agents. To the extent permitted by law, QTC, its servants and agents (QTC Parties) disclaim all responsibility and liability for any loss or damage of any nature whatsoever which may be suffered by any person directly or
indirectly through relying on the information contained in this document, whether that loss for damage is caused by any fault or negligence of the QTC Parties or otherwise. No part of this document may be reproduced,
copied or published in any form or by any means without QTC’s prior written consent. This document may contain statements about future events and expectations that are forward looking statements. None of the
future projections, expectations, estimates or prospects in this document should be taken as forecasts or promises nor should they be taken as implying any indication, assurance or guarantee that the assumptions on
which such future projections, expectations, estimates or prospects have been prepared are correct or exhaustive or, in the case of assumptions, fully stated in the document.
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