
 

2 
Monetary policy and other issues 

Overview 

2.1 On 5 August 2014 the Reserve Bank of Australia (RBA) decided to hold 
official interest rates at two and a half per cent.  In his statement on the 
decision, the Governor noted that: 

Financial conditions overall remain very accommodative. Long-
term interest rates and risk spreads remain very low. Emerging 
market economies are receiving capital inflows. Volatility in many 
financial prices is currently unusually low. Markets appear to be 
attaching a very low probability to any rise in global interest rates, 
or other adverse event, over the period ahead.1 

2.2 The Governor noted that in general the RBA expected growth to be 
slightly below trend for the following year.2 He stated: ‘looking ahead, 
continued accommodative monetary policy should provide support to 
demand and help growth to strengthen over time‘.3 

2.3 The Governor further commented: 
There has been some improvement in indicators for the labour 
market this year, but it will probably be some time yet before 
unemployment declines consistently. Recent data showed an 
increase in inflation, with both headline and underlying measures 
affected by the decline in the exchange rate last year. But growth  

1  Mr Glenn Stevens, Governor of the RBA, Media Release: Statement by Glenn Stevens, Governor: 
Monetary Policy Decision, see: <http://www.rba.gov.au/media-releases/2014/mr-14-12.html>. 

2  Mr Glenn Stevens, Governor of the RBA, Media Release: Statement by Glenn Stevens, Governor: 
Monetary Policy Decision, see: <http://www.rba.gov.au/media-releases/2014/mr-14-12.html>. 

3  Mr Glenn Stevens, Governor of the RBA, Media Release: Statement by Glenn Stevens, Governor: 
Monetary Policy Decision, see: <http://www.rba.gov.au/media-releases/2014/mr-14-12.html>. 
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in wages has declined noticeably and is expected to remain 
relatively modest over the period ahead, which should keep 
inflation consistent with the target even with lower levels of the 
exchange rate.4 

2.4 In relation to the Board’s decision, the Governor concluded: 
In the Board's judgement, monetary policy is appropriately 
configured to foster sustainable growth in demand and inflation 
outcomes consistent with the target. On present indications, the 
most prudent course is likely to be a period of stability in interest 
rates.5 

2.5 During the hearing on 20 August 2014, the Governor remarked on the 
expansion of the global economy since the committee's hearing in March. 
He noted that it had continued to expand at a moderate pace and 
Australia's trading partner group had been growing at approximately its 
long run average rate.6 

2.6 In relation to the Australian economy, the Governor estimated that growth 
of real GDP over the year ahead would be around two to three per 
cent.7 The Governor stated that this was ‘close to trend but probably a bit 
below trend in the near term. Further ahead, I think, there are reasons to 
feel that growth can speed up somewhat and be a bit above trend‘.8 

2.7 The Governor recognised that the possibility of real GDP growth being 
slightly below trend in the near term may be disappointing.9 He 
commented that: 

… the thing that is most needed now is something that monetary 
policy cannot directly cause. What I mean is we need more of the 
sort of so-called 'animal spirit', or confidence if you like, that is 
needed to support not just a repricing of the existing stock of 
assets, but the investment that adds to that stock of physical 
assets.10 

2.8 The Governor noted that the role of monetary policy is to support demand 
and pursue full employment and price stability, taking due account of 

4  Mr Glenn Stevens, Governor of the RBA, Media Release: Statement by Glenn Stevens, Governor: 
Monetary Policy Decision, see: <http://www.rba.gov.au/media-releases/2014/mr-14-12.html>. 

5  Mr Glenn Stevens, Governor of the RBA, Media Release: Statement by Glenn Stevens, Governor: 
Monetary Policy Decision, see: <http://www.rba.gov.au/media-releases/2014/mr-14-12.html>. 

6  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 1. 
7  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 2. 
8  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 2. 
9  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 3. 
10  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 3. 
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financial stability considerations.11 He added that ‘in reaching its decisions 
the board has been mindful of allowing time for the measures already 
taken to have their effects and of the very considerable limitations that 
monetary policy has in fine-tuning outcomes over any short period.’12 

2.9 Dr Philip Lowe, Deputy Governor of the RBA, also commented on the role 
of monetary policy, noting that monetary policy is not intended as the 
main driver of growth in the economy.13 He stated: 

We can help smooth out the fluctuations, but we cannot in the end 
drive the overall growth in the economy. It is really structural 
issues that do that… If we are going to sustain ourselves there, 
people need to be able to take risk, they need to be able to be 
rewarded for risk and we need to innovate to find new ways of 
doing things better. I think it is about somehow enlivening the 
entrepreneurial, risk-taking and innovation culture so that we can 
be the type of country that has high value-added, high wages and 
high productivity.14 

2.10 During the hearing, the committee questioned the Governor and the other 
RBA officials who appeared on the current fiscal and monetary policy 
frameworks and their impacts. The areas of discussion included the cash 
and exchange rates, inflation, the labour market, economic growth and 
small business. 

Forecasts 

2.11 In its August 2014 Statement on Monetary Policy, the RBA forecasts 
Australia’s trading partner growth to be a little above its long-run average 
in 2014 and 2015,15 stating that: 

The slight strengthening in growth compared with recent years 
reflects the expectation of stronger growth in the advanced 
economies as well as the growing share of Australian exports 
destined for China, an economy that is growing much faster than 
Australia’s other trading partners.16 

11  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 3. 
12  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 3. 
13  Dr Philip Lowe, Deputy Governor of the RBA, Transcript, 20 August 2014, p. 11. 
14  Dr Philip Lowe, Deputy Governor of the RBA, Transcript, 20 August 2014, p. 11. 
15  RBA, Statement on Monetary Policy, August 2014, p. 1. 
16  RBA, Statement on Monetary Policy, August 2014, p. 1. 
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2.12 The RBA further comments in this Statement that ‘Australian GDP growth 
picked up to an above average pace over the second half of 2013 and early 
2014, with much of this increase accounted for by a surge in resource 
exports.’17 The RBA adds: 

Even so, there have been signs of improved economic conditions 
over the past year outside the resources sector… GDP growth is 
expected to be a little below average over 2014/15 and then pick 
up gradually to an above-average pace, with non-mining business 
investment and liquefied natural gas (LNG) exports forecast to 
add to growth.18 

2.13 The RBA Statement highlights the general improvement in forward-
looking indicators of labour demand since late last year, suggesting 
modest employment growth over coming months.19 The RBA further 
notes: 

However, there remains a degree of spare capacity in the labour 
market. The measured unemployment rate has been quite volatile 
from month to month over the year to date. It is currently around 
its highest level in over a decade.20 

2.14 The Statement also explains that low wage growth and domestic costs in 
general have contributed to containing inflation for a range of goods and 
services,21 noting that: 

Over the year to the June quarter, the various measures indicate 
that underlying inflation was 2¾ per cent, about ½ percentage 
point higher than a year earlier. In the June quarter, underlying 
inflation was ¾ per cent, higher than the ½ per cent recorded in 
March, but similar to the rate in the preceding two quarters.22 

2.15 The Statement indicates that, generally, domestic inflationary pressures 
are likely to remain moderate, reflecting the ongoing spare capacity in 
labour and product markets.23 The RBA also notes that: 

The recent abolition of the carbon price has changed the forecast 
for inflation and lowered the profile of the CPI; inflation is now 

17  RBA, Statement on Monetary Policy, August 2014, p. 2. 
18  RBA, Statement on Monetary Policy, August 2014, pp. 2-3. 
19  RBA, Statement on Monetary Policy, August 2014, p. 3. 
20  RBA, Statement on Monetary Policy, August 2014, p. 3. 
21  RBA, Statement on Monetary Policy, August 2014, p. 3. 
22  RBA, Statement on Monetary Policy, August 2014, p. 3. 
23  RBA, Statement on Monetary Policy, August 2014, p. 4. 
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projected to be lower in 2014/15 than previously assumed, but a 
bit higher in 2015/16 than previously forecast.24 

 

Table 1 RBA Output growth and inflation forecasts (per cent)(a) 
Year-ended 

   June 
2014 

Dec  
2014 

June 
2015 

Dec 
2015 

June 
2016 

Dec 
2016 

GDP growth  3 2½  2-3 2½–3½ 2¾-3¾   2¾ -4¼  

Non-farm GDP 
growth 

 
3¼ 2¾ 2-3 2½–3½ 2¾-3¾   2¾ -4¼ 

CPI inflation(b)  
3 2 1¾-2¾ 2½–3½ 2½–3½ 2¼–3¼ 

Underlying 
inflation(b)  2¾ 2¼ 1¾-2¾ 2¼–3¼ 2-3 2-3 

Year-average 
  2013/ 

2014 
2014 

2014/ 
2015  

2015 
2015/ 
2016 

2016 

GDP growth  3 3 2-3 2-3 2½–3½ 2¾-3¾   

(a) Technical assumptions include A$ at US$0.93, TWI at 72 and Brent crude oil price at US$106 per 
barrel. 

(b) Based on current legislation for the price of carbon 
Source Reserve Bank of Australia, Statement on Monetary Policy, August 2014, p. 71. 

2.16 At the hearing the Governor discussed trends in recent and future GDP 
growth (see Table 1), commenting that near-term growth may be slightly 
below the trend observed recently.25  He further stated: 

I am very much looking forward to the day when I can come here 
and say, ‘I think growth is clearly going to be above trend now’, 
but I cannot quite say that about the next year just yet.26 

2.17 Noting that the forecast had reduced by 0.25 per cent from December 
2013, the Governor commented ‘I do not think we have had a radical 
rethink on growth’.27 He stated: 

The forecasters always give us their best guess, and sometimes it 
goes up and sometimes it goes down. It has gone down a bit lately. 

24  RBA, Statement on Monetary Policy, August 2014, p. 4. 
25  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 5. 
26  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 5. 
27  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 5. 
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A quarter per cent difference – I do not really regard that as a 
terribly significant thing.28 

The cash rate 

2.18 The RBA Board decided to leave the cash rate unchanged at two and a half 
per cent at its meeting on 5 August 2014. At the public hearing the 
Governor compared the current cash rate to previous levels, noting that it 
is at its lowest rate for 50 years and has held there for a year now. He 
commented that the cash rate is expected to remain consistent for some 
time yet.29 He later added: 

I want to be clear… that despite speculation in various quarters, 
we have not thought about raising rates any time lately.30 

2.19 The Governor was asked by the committee for his views on the factors 
likely to encourage economic growth outside the resources sector. The 
Governor commented that lowering cash rates was unlikely to encourage 
growth, although it could be considered under appropriate 
circumstances.31 However, he further stated: 

I do not really think interest rates are the answer, really, just at the 
moment… I do not think, to the extent that the economy has some 
ailments, that it is because interest rates are punishingly high. I 
think we need this environment where there is more confidence to 
move ahead. I cannot make that happen. I have allowed the horse 
to come to the water of cheap funding. I cannot make it drink.32 

The exchange rate 

2.20 In its August 2014 Statement on Monetary Policy the RBA outlines general 
trends in the exchange rate since the previous Statement. It comments that 
the Australian dollar had seen little change on both a trade-weighted basis 
and against the US dollar, while the exchange rate remains high by 
historical standards.33 The RBA states: 

28  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 5. 
29  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 3. 
30  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 12. 
31  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 20. 
32  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 20. 
33  RBA, Statement on Monetary Policy, August 2014, p. 2. 
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The exchange rate is well above its level in late January, 
notwithstanding the decline in commodity prices and a narrowing 
in the interest rate differentials between Australia and most other 
advanced economies since then.34 

2.21 At the hearing, the Governor was asked by the committee what events or 
developments could trigger a fall in the exchange rate.  The Governor 
responded: 

It is very hard to say what developments will at some point trigger 
a fall. It does remain my view that, on most metrics that you 
would look at… it is going to be pretty surprising if it remains this 
high over a very long period.35  

2.22 The Governor was then asked in what circumstances the RBA would 
consider direct intervention to lower the exchange rate. He stated that this 
measure has not been adopted to date,36 and remarked: 

But put it this way: if intervention is to be a useful tool, in my 
opinion it is most useful when you do not set out in detail what 
conditions it would take to get you to do it because that might get 
people to relax just a little bit too much in the near term. My view 
is that it is on the table as a possibility if it seems appropriate. I am 
not going to give advance warning to the world's investors about 
when it might be done—if you don't mind! I think that would be a 
tactical mistake on my part.37 

2.23 The Governor further commented on the issue of intervention, stating:  
There was a point when the exchange rate was much higher than it 
is now where I thought about it seriously, but then the exchange 
rate went down and we have not revisited that level… What we 
have said is we certainly do not rule out the possibility of 
intervention under some circumstances.38 

2.24 The Governor was also asked for his views on the factors causing the 
Australian dollar to stay high. He commented: 

There is a range of reasons but the most fundamental one, I think, 
has to be that in some sense our country, in the eyes of the global 
capital market over the past five years, probably approaching 10, 
has had a re-rating. We are more attractive, partly because other  

34  RBA, Statement on Monetary Policy, August 2014, p. 2. 
35  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 4. 
36  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 4. 
37  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 4. 
38  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 14. 
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countries are less attractive. It is also partly because of our trade 
fundamentals with the terms of trade with mining, et cetera, 
looking different to the way they used to…. All these things go to 
part of the story of why it has been quite high. That said, it still 
strikes me that I cannot see the logic for it not being a bit lower at 
some point than it is today. I cannot tell you when though.39 

Inflation 

2.25 The Governor noted in his opening statement that consumer prices had 
risen by three per cent over the year to June and that this was a faster pace 
than the previous year. He commented that: 

This partly reflects factors like the increase in the tobacco excise, 
but measures of underlying inflation also increased. A faster pace 
of increase in prices for tradeable goods and services was a 
feature, and that is a reflection of course of the depreciation of the 
exchange rate since April last year.40 

2.26 The Governor remarked that the falling growth of labour costs, having 
reached its lowest rate for many years, has contributed to a decline in the 
inflation rate for non-tradables over the past year.41 He also noted: 

The depreciation in the currency last year is likely to continue to 
contribute to higher prices for tradables for a while yet, but 
domestic inflation we think is likely to remain contained given 
how slowly labour costs have been rising.42  

2.27 In discussing the likely impacts on inflation over the coming year in his 
opening statement, the Governor noted that the removal of the price on 
carbon would lower inflation temporarily.43 The Governor was then asked 
by the committee what the effect of a reintroduction of a price on carbon 
would be. The Governor responded: 

… if you put the price on carbon back where it was, then the price 
level will go back to where it was before, roughly speaking. So that 
would be a repeat of the introduction of the carbon price in 2012. 
That had no implication for interest rates either up or down 
because, just as when we had the GST in 2000, when there is an 

39  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 8. 
40  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 2. 
41  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 2. 
42  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, pp. 2-3. 
43  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 3. 
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identified policy change that clearly has a one-time price level 
effect, we do not think we can offset that by raising interest rates, 
or lowering them if it is going the other way, and nor should we. 
That is a temporary effect on the rate of inflation, not a permanent 
one, unless it feeds into expectations of ongoing inflation.44 

2.28 The committee asked the Governor whether the low interest rate 
environment may drive riskier investment behaviour. He commented: 

Very good question. When I say that monetary policy has to be set 
with an eye to our mandate for full employment and price stability 
but also has to take into account financial stability considerations, 
these are the sorts of things I mean. It is how monetary policy 
works, when we are expansionary, that we are prompting people 
to substitute out the yield curve and out the risk curve. That is part 
of how it works. There is a lot of discussion globally about how 
terrible this is. Actually, it was—up to a certain level, anyway—the 
whole point of the very accommodative policies being run in so 
many jurisdictions. The point was to get people to take more risk, 
because they went from taking too much to taking none, and we 
want to go back part of the way. But when I am thinking about 
how low rates should be it is in my mind, 'How many pensioners 
do I want to push into slightly higher risk assets? Do they realise 
what these risks are?' 

We have housing prices rising pretty smartly. I hope you know 
my nuanced position on that. I have explained that before. But do I 
really want to speed this up a whole lot more? Could that turn out 
quite badly? These are things that one thinks about. In the end we 
have to find a balance, and this is the one we have struck. I think it 
is right but I realise that other people will have different opinions. 
Those are the considerations that we have to take on board.45 

Labour 

2.29 In his opening statement, the Governor remarked that the unemployment 
rate had been recorded at a higher level and commented that ‘though 
most leading indicators of the labour market seem to have improved a 
little this year… it will be a while before we see sustained reductions in 
the rate of unemployment.’46 

44  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 17. 
45  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 21. 
46  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 2. 
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2.30 The committee noted from the RBA's August 2014 Statement on Monetary 
Policy that a reduction in this rate is not forecast until 2016 and that this 
contrasts with the mention of an expected improvement in late 2015 at the 
previous hearing in March.  Dr Christopher Kent, Assistant Governor 
(Economic) of the RBA, commented that: 

…we really have not changed the timing of when we might see the 
unemployment rate start to move lower, with all the uncertainty. 
That is around late 2015 or early 2016. But there is much 
uncertainty about that. Earlier in the year, we saw the 
unemployment rate drop somewhat surprisingly from six to about 
5.8, and I think, prematurely, a number of people—not us—called 
it, and said, 'We've seen the peak.' The picture we paint of the 
economy is one where the economy will be generating 
employment growth but just not enough to make inroads into the 
unemployment rate.47 

2.31 The committee asked the Governor whether the unemployment rate could 
increase to a rate closer to seven per cent than the current forecast.  The 
Governor commented that: 

It will always be possible to construct a scenario that will deliver 
you that rate or even higher, if you want to do so. I would put a 
scenario where the animal spirits never recover, where non-
mining investment stays as weak as it is now indefinitely—and it 
is quite weak—and the exchange rate stays at this high mark at a 
pretty low likelihood as an outcome myself.48 

2.32 The committee noted that for the first time since 2007, Australia’s 
unemployment rate is higher than that of the United States of America, 
and sought the Governor’s comment. The Governor remarked that:  

They have been recovering, which is a good thing, and they have 
been, this year particularly, generating a pretty good pace of job 
growth. We have generated better job growth this year than we 
were in the second part of last year, but still I would like to see it a 
bit higher. So our unemployment rate has been drifting up while 
theirs for some years now has been drifting down, from quite high 
levels to in the low sixes.49 

2.33 The Governor further commented: 
I am quite concerned at the thought that unemployment is higher. 
I think we could sustain a lower one. I think there should be 

47  Dr Christopher Kent, Assistant Governor of the RBA, Transcript, 20 August 2014, p. 6. 
48  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 9. 
49  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 13. 
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appropriate circumspection about our ability to just engineer that 
in a short period, but our mandate talks about full employment as 
well as price stability. I have to keep both these goals in mind and 
I think the inflation target framework is a good one for keeping 
both those goals in mind.50 

2.34 The Governor was asked by the committee for the RBA’s view on real 
wages over the last three to four years. He responded: 

Measured by the wage price index, which I think is generally seen 
as the best fixed weight measure of labour costs, it is rising at 
about 2½. The underlying inflation rate is a little higher than that 
over the past year, so that is little or no change or a small fall in 
real wages over that year. Prior to that, they were probably 
growing a little bit but modestly.51 

2.35 Dr Kent also commented on the recent decrease in wages in real terms52 
stating: 

That has happened in the past and it happened most recently in 
the GFC but, as the governor suggested earlier, this is part of the 
important adjustment. The labour market is showing a degree of 
response to the subdued conditions. Wage growth is lower than it 
otherwise would be and therefore employment is stronger than it 
otherwise would be.53 

2.36 The committee noted the low growth in wages and questioned whether 
this would constrain consumption and domestic demand. The Governor 
noted that ‘some people say that low wages growth will impair 
consumption, and that has to be arithmetically true if everything else 
remains constant’.54 However, he went on to explain: 

… if you think through more of the connections—low wages 
growth; low inflation; actually, cost of living goes up more slowly, 
which helps real income—it also helps save jobs… I would argue, 
that what we are seeing in the behaviour of labour costs is that it is 
quite responsive to a soft-looking labour market. That is a good 
thing in the sense that it helps conserve employment. More people 
in jobs—that has to be a better outcome. And those people also 
consume. So there are a number of things going on in this rather 
complex equation, and, when you think through all those things, I 

50  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 16. 
51  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 9. 
52  Dr Christopher Kent, Assistant Governor of the RBA, Transcript, 20 August 2014, p. 9. 
53  Dr Christopher Kent, Assistant Governor of the RBA, Transcript, 20 August 2014, pp. 9-10. 
54  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 6. 
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do not see, at this point, a 2½ per cent rise in the wage price index, 
say, as a thing that is seriously impairing growth. In some ways, I 
think it is actually helping the economy deal with the situation 
that we face. So that does not worry me so greatly.55 

Housing 

2.37 In respect of the residential property market, the Governor was asked 
whether he thought there was any action that should be taken to address 
recent price increases in particular city markets and large increases in 
borrowing by investors. He noted that aside from stepped-up scrutiny by 
APRA of leverage and lending standards, the strongest available action 
would be the use of macro-prudential tools. In respect of the 
circumstances in which he would consider the use of macro-prudential 
tools, the Governor responded: 

I guess where you felt that impressing on managements the need 
for strict standards was not effective enough—if there was a sense 
that there was a significant financial and economic risk building 
here. They are the sorts of circumstances in which you would use 
them. Also, at some point interest rates might not be as low as they 
are today, which will have a bearing too. That seems unlikely on 
any near-term horizon, as I have already said, but those things that 
are also on the far-distant horizon have to remain on the table 
too.56 

Small business 

2.38 The Governor was asked by the committee for his views on the availability 
of credit to small business. He noted that ‘credit to small business is 
inherently hard’,57 explaining: 

The credit assessment process is difficult to do for an entity that 
has no track record. That is presumably why a lot of the funding of 
small business is basically equity or it is debt secured against a 
dwelling… it would be good to have more discussion about 

55  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 6. 
56  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 21. 
57  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 14. 
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business, and small business in particular. But I do not have a 
magic-bullet solution to offer.58 

2.39 The committee then enquired as to the effect of the Basel III global banking 
reforms on access to finance for small business. The committee noted, in 
particular, the interim finding of the Financial System Inquiry: 

In the view of the Inquiry, high-quality projects and viable 
enterprises would still be able to obtain funding through other 
channels if insufficient credit was available. But it acknowledges 
entities that are more reliant on loans, such as small businesses, 
would have some difficulty accessing funding.59 

2.40 In commenting on the issue of credit growth constraints, the Governor 
noted that: 

I think this whole debate got a bit skewed when, through the 
financial crisis, the costs of wholesale funding escalated quite 
quickly because of global market developments… I do not think it 
contains a lot of information about the ability of the financial 
system to fund the credit growth that goes with normal healthy 
rates of growth in the economy in a non-crisis environment. So I 
do not think the problem that is being posited is really a problem. 
Having said that, the other point that the inquiry is making here, 
which you read out, is valid. Even if you thought the banks were 
not going to be able to provide funding for business, a really big 
business can get it somewhere else, and that is true; a really small 
business cannot… What you do about this narrowness of 
opportunities for small business is an acknowledged problem. I 
agree with that. I do not have an obvious solution.60 

2.41 The committee also sought the Governor’s view on whether banks are 
being particularly conservative in small business lending. The Governor 
noted that the banks appeared to be engaging in less conservative 
lending.61 He further remarked in this regard that ‘I think they are trying 
harder now than they were, because they want growth themselves. And I 
think to some extent that is a welcome development, provided that 
standards remain good‘.62 

58  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 14. 
59  Financial System Inquiry, ‘Interim Report’, <http://fsi.gov.au/publications/interim-report/> 

viewed 4 August 2014, Chapter 2, p. 79. 
60  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 15. 
61  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 14. 
62  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 14. 
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2.42 The Governor also commented on the role of small business in the 
dynamism of the economy.  He noted that small enterprises employ the 
bulk of the workforce and commented: 

In our national debate it is easy for us to become focused on where 
the jobs are going and where the industries are shrinking.  
Without in any way denying that that is very painful for those 
people, there is another side to that, which is that there are new 
things happening. We do not read about these because they are 
often small, they are often busy getting on with things, and they 
are not cultivating the media to tell their story in the same way. 
But they are there. In that sense, I would share your optimism that 
provided there is an environment, as Philip said before, where the 
risk-takers and the entrepreneurs have the opportunity, the 
incentives and the flexibility, this is all good, and you could be 
confident in ways that we cannot imagine. Employment and 
economic activity will grow into the future. I cannot sit here today 
and tell you what sector exactly—that is the inherent frustration of 
this.63 

Conclusion 

2.43 While it is pleasing that growth is expected in the economy over the next 
few years, the rate of growth continues to be below historical trends. 
Australia’s trading partner growth is forecast to be above its long run 
average, in part due to strong export trade to China. The exchange rate 
remains high but is not causing sufficient concern to warrant the RBA’s 
intervention. The unemployment rate continues to be high, with the 
labour market responding to these conditions with slow growth in wages. 
However, there are positive indicators of a lower unemployment rate in 
coming years. The Government and the RBA must continue to monitor 
developments to best provide a policy and regulatory framework to foster 
growth, particularly in the non-mining sectors. 

 
 
 
Kelly O’Dwyer MP 
Chair 
22 October 2014 

63  Mr Glenn Stevens, Governor of the RBA, Transcript, 20 August 2014, p. 19. 
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