Reserve Bank's interest rate cutting capacity may be at an end: Treasurer Scott Morrison
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Treasurer Scott Morrison has signalled the Reserve Bank's capacity to cut interest rates any further might be at an end.
Speaking to the Australian Financial Review in Washington, Mr Morrison said, even with the cash rate at a record low of 1.5 per cent, the RBA had "more room" to move if necessary.
But he argued that in a world of low, and in some cases negative, rates, monetary policy has "exhausted its effectiveness" and "its ability to impact and influence is diminishing."
While not questioning the RBA's independence, Mr Morrison believes that the effectiveness of central bank rate cuts has been exhausted.
At the same time, ratings agency Standard & Poor's has suggested that the Government needs to push ahead of budget savings to preserve Australia's prized AAA credit rating.
RBA rate cutting cycle at an end?
Finance Minister Mathias Cormann told RN Breakfast that Mr Morrison was simply repeating a well worn reminder about the effectiveness of rate cutting.
"I mean, obviously, what the Treasurer was saying is he was echoing comments made by the governor of the Reserve Bank and 1.5 per cent official cash rate is of course very low, it's certainly by Australian standards," he said.
HSBC chief economist and former RBA staffer Paul Bloxham said, despite Mr Morrison's candid comments, the Reserve Bank would make up its own mind.
"The Reserve Bank has demonstrated its independence on a number of occasions and I think the RBA will determine what they think they should do with interest rates irrespective of the advice they receive from the Government," he said.
SOUNDCLOUD: Peter Ryan on the RBA
HSBC expects the cash rate to remain on hold at the historic low of 1.5 per cent.
"The sentiment that is being portrayed is certainly something we agree with ourselves," Mr Bloxham added.
"We think the RBA will be quite reluctant to cut interest rates any further and we don't think that they're going to need to so - our own case is the RBA won't be cutting interest rates any further."
The market, however, will carefully eye the next set of official inflation figures out on the October 26 which, they come in surprisingly low, may give the Reserve Bank scope to cut interest rates.
"We don't expect that to be the case, we think that inflation will hold up at a reasonable solid rate and we think the RBA is likely to be on hold," Mr Bloxham said.
With the Government under pressure to do more heavy lifting on the economy, ratings agency Standard & Poor's has once again warned that Canberra will also need to find "substantial" new savings to preserve Australia's prized AAA credit rating.
Back in July, S&P gave the Australian Government a six-month deadline to get its house in order - downgrading its outlook on Australia from positive to negative.
Australia remains exposed to global issues that make monetary policy and budget repair increasingly difficult - with the fallout from Brexit and the US presidential election likely to cause more volatility on global markets.
[bookmark: _GoBack]
image1.jpeg




