
•

•

•

Variable Direction 

of risk 6 

months

Comment

Cash rate Everyone has been worried about the economy, but that has been 

better than generally expected. It was the low inflation point in April 

that led 

the RBA to move. And the inflation risks means they are probably not 

done yet. 
90-day bank bills Bill rates are currently about right given the near-term risks for the 

cash rate. As we progress through the year, bill yields are likely to 

decline as the cash rate is reduced further. 
3-year swap Financial markets have fully priced in one more 25bp rate cut by 

year-end. A pickup in global risk aversion would see markets think 

about even further cuts. 
5-year swap Any renewed concern will see another leg down in longer-term swap 

yields. Renewed speculation about an imminent rate hike by the Fed 

would be the most likely cause. 
AUS/USD The $A fell sharply as markets moved to price in the interest rate cut 

over the past week. But the level of the $A is only around where it 

was at the end of March. A bigger fall in the currency will take a 

decline in commodity prices, as well as some further narrowing in 

interest rate differentials with major overseas economies. 
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Pricing as at 4:30pm, 3 May 2016

Variable 29 Feb 7 Mar End Jun 2016 End Dec 2016 End Jun 2017

Cash rate 2.00% 1.75% 1.50% 1.50% 1.50%

90-day bank bills 2.28% 2.20% 1.75% 1.75% 1.75%

3-year swap 2.14% 1.94% 1.80% 1.80% 2.00%

5-year swap 2.38% 2.24% 2.00% 2.10% 2.40%

AUD/USD 0.7637 0.7605 0.65 0.65 0.65



Projected deficits have widened since the 

last Budget.

For the next two financial years policy and the 

economy are equally responsible for the change 

in deficit forecasts:  thereafter it’s the economy.

Government spending is a smaller part of the 

Australian economy than most other developed 

countries.

Welfare spending is the category where most 

dollars are directed.



The proportion of money the federal 

government spends on welfare is around the 

OECD average.

Government spending on investment has 

become less important recently, one impact of 

the end of the mining boom. 

The size of the budget deficit can be partially 

explained by the state of the economy.

Australia is projecting a relatively large deficit 

consolidation task by global standards.




