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Unconventional Monetary Policy in Australia

The emergence of the COVID-19 pandemic became an economic event of extraordinary scale across the world. In response to the economic effects of COVID-19,
in March 2020, the Reserve Bank implemented unconventional monetary policy measures in Australia, joining central banks in other advanced economies.
This Illustrator outlines these measures.
What measures are used?

How do they work?

Why are they used?

Policy interest rate

The target for the cash rate is 0.25 per cent.

To boost cash flow of businesses and households and help
trade-exposed industries through a lower exchange rate.

Forward guidance

The cash rate will stay at its current level until progress is made
towards full employment and the RBA is confident that inflation will
be sustainably within the 2–3 per cent range.

To reinforce the RBA’s commitment to low interest rates
and reduce uncertainty about the economic and financial
outlook.

The RBA purchases Australian Government Securities (AGS), to achieve
a target yield of 0.25 per cent on AGS with a 3-year term.

To provide support for low funding costs across the entire
economy and affirm the RBA’s commitment to keep interest
rates low. Lowering this important benchmark interest rate
adds to the downward pressure on borrowing costs for
financial institutions, households and businesses, and helps
trade-exposed industries through a lower exchange rate.

Term funding facility

Banks (and other authorised deposit-taking institutions) may borrow
funding from the RBA to lend to businesses and households.
Incentives are in place for banks to increase lending to small and
medium-sized businesses.

To lower funding costs for the entire banking system
so that the cost of credit to households and businesses
remains low. Financial institutions will be rewarded with
further access to low cost funding from the RBA if they
increase lending to businesses, especially small and
medium-sized businesses.

An adjustment to the
interest rate on Exchange
Settlement balances

The RBA operates a policy interest rate corridor around the cash rate.
With the cash rate at 0.25 per cent, the interest rate banks would
receive on Exchange Settlement balances would have been zero.
The RBA decided to increase this to 10 basis points.

Maintaining a zero interest rate on Exchange Settlement
balances would have resulted in higher costs to the
banking system, which would be unhelpful in promoting
lending and a low cost of credit across the economy.

Asset purchases
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