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RBA abandon yield control, shifting to hawkish stance?

Following RBA’s monthly board meeting on 2 Nov, the Reserve Bank of Australia announced the following:

While the cash rate was left unchanged at a record-low 0.10%, it has stood since late 2020, but it
decided to discontinue the target of 10 basis points for the April 2024 Australian Government bond.
The bank continues its government securities purchase at the rate of AS 4 billion ($3 billion) a week
until at least mid-February 2022, and emphasized that the central forecast is for underlying inflation
of around 2% per cent over 2021 and 2022 and 2% per cent over 2023.

The RBA has repeatedly said a hike is unlikely before 2024 as it wants actual inflation “sustainably”
within the 2-3 per cent target range.

However, the bank has omitted its previous projection that rates were unlikely to rise until 2024,
reflecting the improvement in economy and a recent surprisingly high reading for inflation.

The RBA also emphasized that Australia is different from other countries that inflation poses less
threat to itself.

The RBA has surrendered to market forces and ceased trying to keep the yield on the benchmark April

2024 to just 10 basis points, abandons the yield control which launched since pandemic as one of the

measures to assure the market that the central bank would not pose a rate hike before April 2024. Right

after RBA announced that it discontinues the target of 10 basis points for the April 2024 Australian

Government bond, the market has immediately interpreted that RBA has shifted from dovish to hawkish.

However, we do not think that RBA really shifted to hawkish. First of all, RBA has not reduced the amount

for its weekly bond purchases and has repeatedly emphasized "abandoning the target of 10 basis points

for the April 2024 Australian Government bond" does not signal RBA would likely hike rate before April

2024. Most importantly, RBA has emphasized that Australia does not have an inflation problem and thus

RBA does not need to rush to tighten its monetary policy. Therefore, the AUD/USD dropped substantially
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right after the meeting, which reflects the concern over RBA will lag behind other countries’ central banks

in tightening/ normalizing their monetary policies.

AUD/USD had a significant drop immediately after the RBA meeting
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Another reason for the recent weakening of AUD amid the fall down of commodity prices, Australia is well

known as a major exporter of commodities, which accounts a substantial proportion in its export. While

over the economic recovery this year, the commodity prices have risen sharply since the end of last year,

which has brought great support to Australia's exports as well as AUD. However, in light of recent changes

in the commodity market, some commodity prices such as iron ore and coal had dropped significantly

from their previous record high. Although it does not mean that the export of Australia will necessarily

have a sharp decline in the coming one or two months, it will surely jeopardize the export growth of

Australia and also the upward momentum of AUD.

Due to the still dovish policy stance from RBA and also the jeopardizing export outlook, we expect that

AUD will further correct after the RBA meeting and may touch the low in September or even the low in

August.
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Iron ore price has fallen by more than 50% from the high in June this year
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Coal prices had a 40% drop from October’s high this year
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Important Note & Disclaimer:

The document is property of AMG FINANCIAL GROUP. All information in this document is strictly for
information purposes only and should not be considered as an invitation, an offer, or solicitation, to invest
or a recommendation to buy or sell any particular security or to adopt any investment strategy mentioned
herein. AMG Financial Group Limited (here after AMG) endeavors to ensure the accuracy and reliability of
the information provided but do not guarantee its accuracy or reliability and accept no liability for any loss
or damage arising from any inaccuracies or omission. Some of the information in this document may
contain projections or other forward looking statements regarding future events or future financial
performance of countries, markets or companies. These statements are only predictions and actual
events or results may differ materially. Any opinion or estimate contained in this document is made on a
general basis and is not to be relied on by the reader as advice. AMG reserves the right to make changes
and corrections to its opinions expressed in this document at any time, without notice to the recipients of
this document. Any unauthorized disclosure, use or dissemination, either whole or partial, of this
document is prohibited and this document is not to be reproduced, copied, and made available to others.
Investment involves risks. The value of any investment and the income from it can rise as well as fall as a
result of different market risks, such as currency and market fluctuations. Past performance figures
shown are not indicative of future performance. The recipients of this document should seek for
professional advice if they are in any doubt about any of the information contained herein. This material

has not been reviewed or approved by the Securities and Futures Commission.

For any comments, please send email to us at enquiries@amgwealth.com.

AMG FINANCIAL GROUP
40/F, 118 Connaught Road West, Hong Kong
Telephone: (852) 3970 9531 Facsimile: (852) 3426 2650
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