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Winter 2016
May was a big month on the local economic front, beginning with the pre-election federal 
budget on May 3 and a surprise rate cut the same day. The Reserve Bank cut the cash rate 
by 25 basis points to a new low of 1.75 per cent in response to a drop in the inflation rate 
to 1.3 per cent, well below the Bank’s 2-3 per cent target band.  
 
The Australian dollar fell from above US77c before the rate cut to below US72c by the end 
of the month. Despite depreciating 35 per cent against the greenback over the past five 
years, economists are predicting further falls. The ANZ Bank is forecasting the dollar will fall 
to US50c next year, due to rising debt, falling exports and the possible loss of Australia’s 
AAA credit rating. The market is now expecting two further rate cuts in the current cycle.  
 
It was not all bad news though. The local sharemarket hit a nine-month high after solid local 
earnings reports and lifting sentiment. The Australian Bureau of Statistics quarterly capital 
expenditure survey showed the economy is rebalancing away from the mining boom to 
other sectors. Manufacturing firms expect to invest 14 per cent more in equipment, plant 
and machinery in the year ahead than they anticipated a year ago. And despite the election 
uncertainty, the ANZ/Roy Morgan consumer sentiment rating rose 3.6 per cent in the four 
weeks to May 22 before slipping 2.2 per cent in the final week of the month.
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