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Monetary policy and its objectives



W RESERVE BANK OF AUSTRALIA

What are the objectives of monetary policy?

| =

Economic prosperity and welfare of the Australian
people
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What are the objectives of monetary policy?
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What are the objectives of monetary policy? Price stability

N
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= To achieve an

= inflation rate of
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What are the objectives of monetary policy? Full employment

Labour Market Indicators — An Example
Gap between current conditions and estimated trends

Unemployment rate L
Underemployment rate o
Youth unemployment rate L
Looser Tighter
Average hours worked per person * | J
Job advertisements ** |
Balanced

Average hours worked per person tell us whether people are working
more or fewer hours on average.

Job advertisements tell us about demand for workers by showing how
many new jobs employers are trying to fill.

Source: RBA.

*%*
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Monetary policy transmission
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If inflation is expected to be too high ...

N

1

Expansion Contraction Expansion i
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The transmission of monetary policy

" Interest rates 2 Economic activity and inflation

Transmission channels:

Saving and
investment

Takes 1 to 2 years for cash rate changes to have their full impact.
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T employment is expected to be too low (below full employment)

N

Expansion Contraction

1

. 1
Expansion !
1

1

(i

Output

The Board
lowers the cash rate .
to increase employment Is too |_°W .

Time
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Monetary policy trade-offs
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What trade-offs are involved?

* Over the longer term, price stability and full employment usually go hand-
in-hand
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What trade-offs are involved?

e Evenin the short-term, objectives often align
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Policy trade-offs

Below full

Inflation above
target

A

Monetary
policy restraint

Above full

employment

Monetary policy
support

A

y

Inflation below
target

employment



W RESERVE BANK OF AUSTRALIA

What trade-offs are involved?

 But there are cases where trade-offs can arise
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Example of policy trade-offs: Negative supply shock

Inflation above
target

A

Monetary
policy trade-off

Below full ) _ Above full
employment employment

Monetary
policy trade-off

v
Inflation below
target
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Monetary policy in practice
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To achieve objectives

o O
m The RBA’'s Monetary Policy Board meets eight times a year...

... are provided briefing material from the staff and discuss a broad range of issues...

O

/\/E ... and makes decisions about the cash rate.
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Recent high inflation episodes and policy
‘esponses
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Navigating back to target after the COVID-19 pandemic

Trimmed Mean Inflation

Year-ended
% %
6 6
Australia
4 4
United States
2 2
0 | | | | | | | | | 0
2018 2020 2022 2024 2026
*  Share of CPI basket included in timmed mean calculation varies by

country.
Source: LSEG, RBA.

10

Unemployment Rates

Sources: LSEG; RBA.

% United States | %
United Kingdom Sweden 10
8 8
Canada
4 4
Australia New Zealand
2 1 ] 1 1 1 1 I I I I 1 1 1 1 I I I I 1 1 1 I I I 2
2015 2019 2023 2027 2019 2023 2027
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Navigating back to target after the COVID-19 pandemic

Advanced Economy Policy Rates
% %

New Zealand
5 ‘_IT 5

4 __1_“L___4
3 : 3
Australia

2021 2022 2023 2024 2025
Sources: Bloomberg; RBA.
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Responding to the current high inflation episode

Inflation
Year-ended
o, %
8 8
6 6
Headline 4
4 Underlying
2 2
0 ¥ 0
-2 | | | | | | | | -2
2010 2014 2018 2022 2026

Sources: ABS; RBA.
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Responding to the current high inflation episode

Unemployment Rate
Monthly

% 4
7 7
5 S}
4 4
L R 3
2010 2014 2018 2022 2026

Source: ABS.
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Responding to the current high inflation episode

%

Advanced Economy Policy Rates

New Zealand |_‘
t
JJ_H_/ | ,_II
u|
IJJJ Australia
| | | | |
2021 2022 2023 2024 2025 2026

Sources: Bloomberg; RBA.

%
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Q&A




	Katie Hickie - Monetary Policy
	Slide 1
	Slide 2: Monetary policy and its objectives
	Slide 3: What are the objectives of monetary policy?
	Slide 4: What are the objectives of monetary policy?
	Slide 5: What are the objectives of monetary policy? Price stability
	Slide 6: What are the objectives of monetary policy? Full employment
	Slide 7: Monetary policy transmission
	Slide 8: If inflation is expected to be too high …
	Slide 9
	Slide 10: If employment is expected to be too low (below full employment)
	Slide 11: Monetary policy trade-offs 
	Slide 12: What trade-offs are involved?
	Slide 13: What trade-offs are involved?
	Slide 14: Policy trade-offs
	Slide 15: What trade-offs are involved?
	Slide 16: Example of policy trade-offs: Negative supply shock
	Slide 17: Monetary policy in practice
	Slide 18: To achieve objectives
	Slide 19: Recent high inflation episodes and policy responses
	Slide 20: Navigating back to target after the COVID-19 pandemic
	Slide 21: Navigating back to target after the COVID-19 pandemic
	Slide 22: Responding to the current high inflation episode
	Slide 23
	Slide 24: Responding to the current high inflation episode
	Slide 25: Q&A


