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RBA Governor Testimony and                
Statement on Monetary Policy 
How Lowe Does one Go?  

 There was an influx of RBA commentary today. RBA Governor Lowe first gave his semi-annual 
testimony to Parliament this morning. The RBA released its Statement on Monetary Policy soon 
afterwards. 

 As flagged on Tuesday, the RBA downgraded its near-term growth and inflation forecasts. GDP is 
expected to grow at 2.5% for this year down from 2.75% previously. The GDP forecast for 2020 
remained unchanged at 2.75% at a pace close to trend, and is expected to pick up to 3.0% in 
2021. 

 The unemployment rate was revised higher, and is expected to hold steady over 2019 and 2020, 
before falling in 2021. 

 The RBA was cautiously confident that the domestic outlook would improve. Lowe said that 
“there were signs that the economy may have reached a gentle turning point”. The Governor 
pointed to “low interest rates, the recent tax cuts, a depreciation of the Australian dollar, a 
brighter outlook for investment in the resources sector, some stabilisation of the housing 
market and high levels of infrastructure” as factors which will see growth return to trend next 
year. 

 A major takeaway from today’s communications was the discussion of unconventional policies 
by the Governor in the Q&A session in Parliament. While Lowe downplayed the likelihood that 
the RBA would need to use unconventional policies, Lowe said that it was “possible that we end 
up at the zero lower bound”. These comments would suggest that the RBA could lower rates as 
far as zero if it needs to. Moreover, if unconventional policies were required, it could be 
accompanied by a package of policies that will depend on the circumstances at the time. 

 The RBA’s forecasts for economic growth this year and next continue to be optimistic in our 
view. While there are factors which will support the outlook over the second half of 2019, we 
have doubts that economic growth will strengthen sufficiently to meet the RBA’s growth 
forecasts. The global environment adds another layer of uncertainty. Indeed, the recent 
escalation of trade tensions provides a significant downside risk.  

 We continue to expect the RBA will lower official interest rates in October and once again to 
0.5% early next year. 
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afterwards.  

In Lowe’s prepared remarks and in the RBA’s Statement on Monetary Policy, a similar message of 
an “extended period of low interest rates” would be required and that it was “prepared to ease 
monetary policy further if needed to support sustainable growth in the economy”.  

Nonetheless, the RBA seemed cautiously confident that the domestic outlook would improve. 
Lowe said that “there were signs that the economy may have reached a gentle turning point”. The 
Governor pointed to “low interest rates, the recent tax cuts, a depreciation of the Australian 
dollar, a brighter outlook for investment in the resources sector, some stabilisation of the housing 
market and high levels of infrastructure” as factors which will see growth return to trend next 
year.  

As flagged on Tuesday, the RBA downgraded its near-term growth and inflation forecasts. GDP is 
expected to grow at 2.5% for this year down from 2.75% previously. The GDP forecast for 2020 
remained unchanged at 2.75% at a pace close to trend, and is expected to pick up to 3.0% in 2021.  

Both headline and underlying inflation forecasts were revised down. Both rates of inflation are 
expected to remain below the RBA’s 2 to 3% per annum target band until 2021. If the RBA’s 
forecasts are correct, then underlying inflation would be below the target band for 5 years. 

The unemployment rate was revised higher, and is expected to hold steady over 2019 and 2020, 
before falling in 2021. Part rate increase taken by surprise.  

Despite the RBA’s upbeat message on the domestic economy, the global economy remains a 
significant uncertainty. Indeed, the RBA notes that “the global growth outlook has been revised 
slightly lower and downside risks have increased because of the re-escalation of US-China trade 
and technology tensions”.    

A major takeaway from today’s communications was the discussion of unconventional policies by 
the Governor in the Q&A session in Parliament. While Lowe downplayed the likelihood that the 
RBA would need to use unconventional policies, Lowe said that it was “possible that we end up at 
the zero lower bound”. Lowe then went on to describe the experiences internationally, and that 
“the focus would be on trying to reduce the risk-free interest rate”. Lowe also added that “a 
package of measures works best, rather than just doing one thing”, and that the effectiveness of 
the measures will “depend upon the specific circumstances the country’s in and the nature of its 
financial markets”.  

These comments would suggest that the RBA could lower rates to zero if they need to. Moreover, 
if unconventional policies were required, it could be accompanied by a range of policies that will 
depend on the circumstances at the time. 

Lowe was also asked what a scenario would look like to take rates to zero. Lowe provided two 
scenarios – one was that if all key central banks took their rates to zero, and pointed out that all 
major central banks were expected to cut official interest rates. The second scenario was if 
Australian GDP growth falls considerably short of their central forecasts.  

 

Implications 

The RBA’s forecasts for economic growth this year and next continue to be overly optimistic in our 
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view. While there are factors which will support the outlook over the second half of 2019, we have 
doubts that economic growth can pick up to a pace which will achieve 2.5% growth this year and 
2.75% next year. Indeed, the RBA notes that risks to their growth and inflation forecasts are tilted 
towards the downside.  

Despite the impetus from lower interest rates, tax stimulus and stabilising dwelling prices, 
consumer spending growth will still be constrained by slow growth in wages and high debt levels. 
The upswing in non-mining business investment is at risk of faltering given the downturn in 
business confidence and uncertain global environment. And while public infrastructure spending is 
likely to remain at a high level, we do not anticipate much stronger growth.  

The RBA is further expecting the unemployment rate to be steady at 5.2%, but with a growth 
outlook likely to disappoint, the risk continues to be that the unemployment rate rises, further 
away from full employment.   

The global environment adds another layer of uncertainty. Indeed, the recent escalation of trade 
tensions provides a significant downside risk. Lowe also mentioned that a lot was riding on 
political shocks around the world dissipating.  

We continue to expect the RBA will lower official interest rates in October and once again to 0.5% 
early next year.  

Janu Chan, Senior Economist 
Ph: 02-8253-0898 

 
The RBA’s forecasts in full are detailed on the following page. 
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FORECASTS FROM THE RBA, August Statement on Monetary Policy 
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The Detail 
 
The information contained in this report (“the Information”) is provided for, and is only to be used by, persons in Australia. The information may not 
comply with the laws of another jurisdiction. The Information is general in nature and does not take into account the particular investment objectives 
or financial situation of any potential reader. It does not constitute, and should not be relied on as, financial or investment advice or 
recommendations (expressed or implied) and is not an invitation to take up securities or other financial products or services. No decision should be 
made on the basis of the Information without first seeking expert financial advice. For persons with whom Bank of Melbourne has a contract to supply 
Information, the supply of the Information is made under that contract and Bank of Melbourne’s agreed terms of supply apply. Bank of Melbourne 
does not represent or guarantee that the Information is accurate or free from errors or omissions and Bank of Melbourne disclaims any duty of care in 
relation to the Information and liability for any reliance on investment decisions made using the Information. The Information is subject to change. 
Terms, conditions and any fees apply to Bank of Melbourne products and details are available. Bank of Melbourne or its officers, agents or employees 
(including persons involved in preparation of the Information) may have financial interests in the markets discussed in the Information. Bank of 
Melbourne owns copyright in the information unless otherwise indicated. The Information should not be reproduced, distributed, linked or 
transmitted without the written consent of Bank of Melbourne. 

 
 
Any unauthorised use or dissemination is prohibited. Neither Bank of Melbourne- A Division of Westpac Banking Corporation ABN 33 007 457 141 
AFSL 233714 ACL 233714, nor any of Westpac’s subsidiaries or affiliates shall be liable for the message if altered, changed or falsified. 
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