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Reserve Bank of Australia Eases Monetary Policy Further 

 The Reserve Bank of Australia (RBA) lowered its benchmark cash rate 

by 25 basis points (bps) to 1.00% in order to boost employment growth 

and to support the credibility of its inflation-targeting mandate.   

 Labour market developments will determine the RBA’s next steps.  

Monetary easing biases continue to spread globally, with Australia taking the lead 

in monetary stimulus efforts among major advanced economies. Today’s interest 

rate cut—which takes the RBA’s policy rate to a new record low (chart 1)—follows 

a similar decision at the central bank’s June meeting. A decision to ease monetary 

conditions in two consecutive meetings highlights monetary authorities’ concerns 

regarding Australia’s economic outlook. While most market participants 

anticipated the cut, we believed that the RBA would have waited until August 

before cutting in order to have a clearer picture of the economy’s direction.  

RBA Governor Philip Lowe noted that the decision to lower the benchmark 

interest rate was justified by the need to support employment growth and to boost 

confidence that inflation will return to the RBA’s 2–3% annual inflation target over 

the medium term. While Australia’s employment growth has remained strong for 

the time being, the labour market continues to have spare capacity that has 

translated to muted wage growth. As a corollary, demand-driven inflation will likely 

remain low. The RBA expects subdued price pressures in the foreseeable future, 

with inflation likely to reach the lower end of the RBA’s target range only in 2020. 

The monetary authorities underscored risks related to both the global and 

domestic economy. They noted that uncertainty stemming from trade and 

technology disputes is undermining investment prospects, with global risks tilted to 

the downside. Meanwhile, the Australian economy is showing signs of moderation 

on the back of weaker international trade dynamics and softer domestic demand 

momentum. Consumer spending will remain the main engine of growth, yet its 

outlook is clouded by low income gains and an ongoing correction in the 

residential real estate market. Furthermore, we point out that employment growth 

will likely slow in the coming quarters, albeit from above average levels. 

Meanwhile, continued infrastructure outlays and resumed resource sector 

investment—following years of contraction—are anticipated to provide some 

offsetting support to Australia’s economic growth.  

The RBA indicated that it stands ready to adjust monetary policy further if needed. 

Governor Lowe pointed out that labour market developments would play a key 

role in directing future decisions. We expect the RBA to monitor developments for 

a few months. Assuming that the labour market will fail to strengthen in the near 

term, another 25 bps cut may follow in the final months of 2019. Nevertheless, we 

point out that the impact of looser monetary conditions will be mostly limited to 

boosting confidence. The policy actions’ transmission to the real economy is set to 

be fairly small on the back of already low interest rates in the economy, high 

household debt, and the ongoing residential housing price correction. Against this 

backdrop, we note that Australia has ample fiscal room to provide support to the 

economy if needed.  
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