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Central banks go soft on monetary policy 

Australia cuts its benchmark rate 

US Fed holds off on a cut but flags a couple are on the way 

The US consumer is far from hiding! 

__________________________________________________________________________________________

The Big Picture 

After nearly three years of keeping interest rates on 

hold, the Reserve Bank of Australia (RBA) cut its 

benchmark rate from 1.5% to 1.25% on June 4th. 

The cut was widely expected as it had been flagged 

in various bank speeches. The big question is, of 

course, what next? 

We think there is a strong case for another cut – 

down to 1% – but later in the year. For long term 

investors, there is no need to be able to predict 

every little twitch by the RBA. We just need to know 

that monetary policy is back on course – and that 

the government is acting on tax breaks. 

Our unemployment rate again came in at 5.2% and 

the first NAB business surveys taken after the 

election were mildly positive. 

The US Federal Reserve (Fed) did not cut rates, as 

was widely expected, but it did remove the word 

‘patient’ with respect to its policy stance from its 

press release. Rates are on the move back down 

after last hiking rates in December 2018. 

In the previous meeting held in March 2019, 11 Fed 

members predicted rates to be on hold for 2019 

with four members predicting one hike and another 

four predicting two hikes in 2019. 

This time around one member even voted for a cut 

on the day and eight predicted cuts during 2019. 

The market is predicting a good chance of more 

than two cuts this year. We feel that behaviour is 

unlikely because there are no clear signs of 

problems. The proposed cuts are more pre-emptive 

than reactive. 

The European Central Bank (ECB) and the Bank of 

England were also on hold but the Reserve Bank of 

India (RBI) made its third cut in rates in 2019. 

However, the RBI rate stands at 5.75%! 

Central banks around the world are moving to an 

accommodative stance which is one half of the 

equation. The G-20 meeting at the end of June on 

Osaka canvassed the need for some coordinated 

fiscal response – the other half – to complete the 

economic management picture. 

The G-20 was set up just after the onset of the GFC 

to coordinate global economic management. In 

recent times, the G-20 has been behaving more like 

a G-2 with 18 spectators. The main focus of all is on 

the US-China trade negotiations. 
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Trump and Xi, in a lunch immediately after the G-

20, agreed to resume negotiations and no new 

tariffs are planned. Trump was quoted as saying, 

“We are back on track”. 

The US economic data released in June were a bit 

mixed. On the positive side, retail sales grew by 

+0.5% for May and the April figure – initially 

reported as -0.2% – was revised upwards to +0.3%. 

The US jobs data came in well below the 

expectations of 180,000 at 75,000. Those numbers 

do get revised and also jump around so that alone 

does not worry us. On top of that the unemployment 

rate remained at a very low 3.6% and the wage 

growth rate was a creditable 3.1%. 

Since Trump has begun his re-election campaign 

there are bound to be flurries of negativity from his 

opponents. We focus on the facts – and facts in 

context. There are no reasonable grounds to state 

that US economic data are pointing to a major 

slowdown. Of course, times can change so we will 

continue to monitor any material economic data 

output. 

China data were also a bit mixed. Its retail sales 

data impressed but its industrial output figure 

missed expectations. 

A very good financial year for share markets has 

just ended and the next is set to start smoothly. 

 

Asset Classes 

Australian Equities 

The ASX 200 posted its sixth successive monthly 

gain for 2019 in June. The capital gain was +3.5% 

for June and +6.8% for the financial year (FY19). 

Materials was the standout sector in June with a 

gain of +6.3%. The Consumer Discretionary sector 

was the only one that went backwards in June. 

We have the broader index moderately over-priced 

and that brings down our forecast for gains in FY20 

to about the historical average. Fundamental 

earnings are judged to be strong. 

Given that the RBA has already started its easing 

cycle – and the government is on the case with 

proposed tax breaks to enact, any poor economic 

data in the coming months is less likely to have a 

big negative impact on our market. 

Indeed, the shifts in monetary policy of central 

banks around the world is likely to continue to 

support a rally in stock markets. 

Foreign Equities 

The Dow Jones index experienced its best June 

gain since 1938. However, that did follow a poor 

result in May that we did not share in Australia. 

Although different countries have different end 

points for their financial years we can impute that 

the ASX 200 and the S&P 500 behaved similarly 

over our FY19 and well ahead of London, Frankfurt 

and Tokyo. Emerging Markets went backwards over 

FY19. 

Bonds and Interest Rates 

The change in emphasis in monetary policy around 

the world is putting further downward pressure on 

bond yields.  

The cut in rates by the RBA is not good news for 

those investing in term deposits. The 90-day bill 

rate is only 1.21% and the 10-year bond yield is 

1.35%. Both are below current levels of inflation 

meaning that the so-called real rates are negative in 

Australia. On the other hand, the expected yield on 

the ASX 200 over the next 12 months is 4.4% plus 

franking credits. The search for yield will likely 

underpin gains in our share market. 

The Fed will quite possibly cut its reference rate at 

the end of July with another to come later in the 

year. Some market participants are factoring in 

three and four cuts in rapid succession. We think 

the Fed will act more conservatively so as not to 

need to reverse its easing policy if the US economy 

happens to heat up during 2019. 

While some continue to talk of recession in the US, 

Fed policy and 2020 being an election year could 

easily fuel unwanted levels of economic growth in 

the US – a risk that does not appear to be 

adequately discussed. 

Other Assets 

June was a very strong month for iron ore, gold and 

oil prices. The Iran situation appears to be a major 

factor in WTI oil price support. 

 

Regional Analysis 

Australia 

The Australian jobs report for May wasn’t at all bad. 

The unemployment rate stayed at 5.2% and 42,300 

new jobs were reported. 
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The fear was that our economy will slow and the 

last reported GDP growth was the worst since the 

onset of the GFC. 

On the bright side, the two NAB business surveys – 

collected after the election – were mildly 

encouraging. Given that the government is going to 

try hard to launch some fiscal stimulus, in terms of 

tax cuts and rebates, our economic future seems to 

have been rescued in time.  

The next quarter’s economic growth figure ended 

on June 30th so when Q2 growth is reported (on 

September 4th), it will be from the ‘old regime’. We 

think that there will be some promising signs 

reported towards the end of this year in response to 

monetary and fiscal stimuli. 

Although a second rate cut from the RBA is all but 

certain, a pause before the next one is likely to 

avert the RBA looking to be in panic. 

China  

China’s retail sales (against an expected 7.1%) 

came in at 8.6% for the year but that number should 

be read in conjunction with the 5.0% industrial 

output read that missed expectations by 0.5% 

points. 

After half a year of the new tariffs imposed by the 

US, the China economy is holding up much better 

than many expected. Infrastructure spending over 

the coming period (on the belt and road initiative) is 

expected to help economic growth in China. 

US 

The last US jobs report was mixed but that was of 

no concern. The key figures of the unemployment 

rate and wages growth were very good. We will 

soon have the next jobs number and that might well 

overshadow the unexpectedly low number reported 

at the beginning of June. 

It was the retail sales data that really impressed – 

because so much gloom surrounded the number 

released in May. That -0.2% April growth was 

revised upwards to +0.3% and the new May growth 

was a solid +0.5% for the month – or +3.2% for the 

year. 

Europe 

The ECB announced it was extending its low 

interest rate policy for longer and also it is revisiting 

its bond buying programme. After ending the so-

called QE in December 2018 it is considering 

reinstituting that policy. 

The German auto industry is suffering from Trump’s 

tariffs and there is no reasonable likelihood of 

growth returning anytime soon. The EU is in 

economic limbo.  

When the new UK prime minister is selected, it 

seems that he will move to exit Europe by October 

31st even if no deal is done. That may cause some 

volatility in markets but it should have limited impact 

on Australia and its major trading partners. 

Rest of the World 

Mexico averted Trump’s wrath by deploying 6,000 

troops to monitor its southern border and so new 

tariffs were not imposed! 

Canadian inflation came in at 2.4% when only 2.1% 

was expected. This renewed inflation might be a 

one-off but it is much better than getting a one-off in 

the opposite direction! 

  

 


