











Prices of imported Clothing & Footwear in the CPI have exceptionally
fallen over past years. It is this which has moderated CPI growth, not the odd
iterest rate increase.

When interest is increased, the transfers to the banks of these extra funds
increase their profits and cash resources available for further lending,

To the extent that these additional funds from interest on new ‘loans’
could be tailored by the banks to “precisely’ pay higher interest on new and
renewed ‘deposits’ with the banks, this could serve the dual purpose of
discouraging new borrowing and encouraging new saving, instead of the present
net increase in bank profits and cash for re-lending.

But to the extent that net higher funds flow from the public to the banks
from extending higher interest into the “mortgage-stress” area of old/existing
loan balances , the RBA initiative becomes counter-productive. The funds
involved will form the basis for subsequent rounds of ¢redit —creation. The
additional bank lending will exacerbate intlationary expenditure, precisely the
opposite of what the RBA intended by raising official rates.

The mortgage ~stress areas most adversely and unfairly affected will be
small and medium housing borrowers and small businesses of marginal viability.
These loans may have been approved up 10 to 20+ years earlier. Their balances,
ignoring any re-draws, would have been static or progressively repaid. Tncomes
may have failed 1o keep up with rising interest and other costs. Thus the
monetary system itself provides incentives for legitimate higher wage claims .

The debacle caused by MP and any accompanying unemployment,
breach the RBA’s “prosperity and welfare” objective of section 10 as
mentioned.

Rather than to require banks to quarantine extra receipts from their
profits and fuwre credit-creation, it would be better for the RBA to arrange
exemption for old loan balances from RBA-initiated interest rate increases.

As a means of securing a more effective MP, the RBA ought to
influence the volume and direction of new bank lending by communicating to
banks monthly, on-going Target levels to achieve what the RBA considers, are
acceptable volumes and productive levels of non-inflationary lending .

Under this system of MP, poorly performing, excessively lending banks
would be charged penal interest. The total of this interest would be shared
proportionately amongst the other banks. Separate targets could also be
considered to encourage small, medium and rental housing, skills education and
productive infrastructure.
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