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Chairman’s foreword

The August 2007 hearing was conducted in the light of a strong domestic economy
but at the same time some volatility on global markets as a result of growing
problems in the US sub-prime mortgage market.

The rising delinquency rates in the sub-prime mortgage market have resulted in a
sharp fall in prices to mortgage backed securities and collaterised debt obligations
which created problems for the holders of these products. A range of central banks
acted during this period to increase liquidity in the banking system.

Notwithstanding these problems, the RBA reported that global growth remains
strong. The RBA stated that ‘while there has been a slowing in the United States,
this has so far been largely confined to the housing sector, with the wider
economy still growing at a reasonable pace.’

The June quarter CPI figures revealed an increase in inflation. The RBA raised its
December 2007 underlying inflation forecast to 3.0 per cent, the top of its target
band. On 8 August the RBA, based on the new inflation data and other
information, raised rates by 25 basis points to 6.50 per cent.

The committee examined the RBA on the accuracy of its inflation forecasts in view
of the fact that its August forecast for December 2007 inflation was 50 basis points
above its May forecast. The RBA Governor explained that while there was a pick
up in inflation during 2006, one quarter revealed a softer figure. It was not clear
whether that was a new trend or an aberration. Notwithstanding this, Mr Stevens
concluded that ‘ongoing strength of demand in a fully employed economy might
leave us with inflation pressure that is harder to manage than expected.’

In conclusion, I take this opportunity to say a personal farewell. The public
hearing held on 17 August 2007 was my final hearing as Chair of the committee as
I will not be standing for re-election at the forthcoming 2007 election. I have
thoroughly enjoyed the responsibility and challenge of being Chair of the
committee and appreciate the contribution of my fellow committee members.

The Hon Bruce Baird MP
Chair
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