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RBA Statement on Monetary Policy
Bigger and Better

The Reserve Bank (RBA) released its quarterly Statement on Monetary Policy earlier today. It
provided insights on the RBA’s thoughts around the outlook, including an updated set of forecasts.
As flagged in the RBA’s board meeting statement earlier this week, the RBA has upgraded its key
forecasts for the economy.

Indeed, it now expects economic growth this year to be bigger and better, reflecting the faster
economic recovery. The RBA highlighted in its opening pages that recent activity data have been
“significantly better than expected”. GDP growth has been revised up to 4.75% for 2021, up from
3.5% previously. The forecast for GDP growth in 2022 remains unchanged at 3.50%. The forecast
profile has been extended to beyond 2022 to June 2023. Growth is set to slow a little further, to
3.0% for June 2023, but this pace of growth is still above trend.

In the calendar years, GDP growth of 5.25% is slated for 2021 (up from 4.0%), 4.0% for 2022 (up
from 3.25%) and 3.25% for June 2023. All three of these forecasts are well above the twenty-year
average of 2.6%, which speaks volumes about Australia’s recovery from the pandemic.
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The stronger growth forecasts mean there are revisions to jobs growth also. The RBA now expects
the unemployment rate to end this year at 5.0%, down from 6.0% previously and the current rate
of 5.6%. For December 2022, the RBA expects the momentum in jobs growth to continue with an



Data Snapshot — Friday, 7 May 2021

unemployment rate of 4.5% forecast, down from 5.25% previously. Until recently, a 4.5% rate of
unemployment was considered to consistent with full employment in the economy, that is, a rate
that would be enough to generate wage and inflation pressures. However, earlier this year the
RBA suggested it believes the unemployment rate consistent with full employment to be in the
high 3s to low 4s.

The RBA expects the unemployment rate to have some stickiness to it as the pace of growth
tempers. The jobless rate is expected to stay at 4.5% in June 2023, the same rate as December
2022.

The SoMP said that that whilst JobKeeper and various social assistance measures has largely
expired, strong growth in employment has broadly cushioned the effect of the winding down of
these programs on household income.

Not surprisingly, with both growth and the labour market stronger, inflation forecasts have also
been revised higher, but the uplift in inflation and wages is expected to be only modest.

For December 2021, underlying inflation is now expected to be 1.5%, up from 1.25% previously
and for December 2022, it is 1.75% instead of 1.50% previously. As we outlined in our RBA note
earlier this week, for June 2023, underlying inflation is expected to be 2%, which is the bottom of
the RBA’s inflation target band. The RBA has said it wants to see actual inflation sustained in its
target band before hiking the cash rate and does not expect this to eventuate before 2024. But
with a 2’ in front of underlying annual inflation as soon as June 2023 and with activity since the
pandemic surprising to the upside, we cannot fully rule out an RBA moving before 2024. Indeed, if
forecasts surprise to the upside, the RBA puts the forecast for underlying inflation at 2% even
earlier in December 2022 (in its “upside scenario”). Much will depend on how the data evolves.

For wages, growth in the wage price index is expected to pick up to a little under 2% over 2021,
before gradually increasing to around 2.25% by mid 2023. For wages to exert more significant
upward pressure on inflation, wages growth needs to have at least a ‘3’ in front of it.

A major source of uncertainty around growth, jobs and inflation is how far households might draw
on their strengthened balance sheets to support their spending. Household consumption is a
significant influence on overall economic activity and inflation. Household wealth has increased
strongly of late, mostly because housing prices have risen, but also because households
accumulated an unusually large amount of additional savings out of income over 2020. The RBA
suggests that if the spending response to increased wealth is stronger than usual, a stronger
economic path than the one envisaged in the baseline forecasts would eventuate.
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