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Introduction

The current February 2025 statement on the monetary policy as outlined by the Reserve Bank of
Australia (RBA) provides a brief overview of the economic scenario prevalent in the country. The
RBA outlines the steps that it has taken towards managing the economy and aiding in its growth.
Here, an insight on the policy decisions and the associated macroeconomic context has been briefly

explained.

Overview

There are several trends that have been outlined by RBA pertaining to the current macroeconomic

context of Australia, as of February 2025.

Monetary Policy Adjustment

The cash rate target has been slashed by 25 basis points, coming down to 4.10% by RBA (RBA,
2025). This outlines the steps taken to reduce inflation. It is also taking a very calculated approach

to manage inflation, with the policies being restrictive, taking into account future uncertainty.

Domestic Economic Situation

At present, household consumption has been gradually recovering from late 2024 onwards. This
has led to an increase in real disposable incomes. There has also been positive public demand that
supports growth. Simultaneously, private demand has remained subdued, which is yet to recover

(RBA, 2025).

Labour Market

Labour market has remained tight, with the unemployment rate stated to find stability at 4.25%
(RBA, 2025). Also, there has been a slight increase in wage growth, and aligned steadily with
RBA's inflation targets.



Inflation Situation

Inflation has been gradually becoming stable, with trimmed mean inflation steadily falling in the
past three quarters. The disinflationary trend is mostly being aided because of the current restrictive

financial condition and steady moderate demand (RBA, 2025).

Global Economic Uncertainty

Geopolitical tensions coupled with climate related challenges and policy shifts due to changing
governments, marks an uncertain global environment. This brings forward concern for Australia,

as it can impact their trade relations with other nations (Reuters, 2025).

AD/AS Analysis

It is evident based on the above analysis, that Australia is in a slight recovery phase, which comes

after a significant subdued private demand and slow growth as observed in 2024.
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From the perspective of AD and AS, there is a study rise and aggregate demand which is mostly

because of recovery of real income and lower inflation. aggregate supply on the other hand, is still
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significantly constrained. The reason is mostly associated with the global environment and

uncertainty along with low productivity.

Conclusion

It can be concluded, considering policy implications, it is important for the RBA to move towards
a very accommodative approach, and also remain careful of its policies at the same time. There
are several risk present, in terms of global spillovers and climate related challenges, as it can
directly affect that trade, cause surging in energy prices and also affect the supply chains.

It is evident based on the current macroeconomic landscape of Australia that a fine balance will
need to be preserved between domestic policy responses and global challenges and uncertainties.
Despite inflation being reducing end because of subsidies and reduction in energy costs, there is
still underlying pressure present. The AD/AS framework highlights an overheating economy that
is gradually at the risk of stagflation. At this point, it is important for coordination to be present

between fiscal and monetary policies to sustain stability in the economy and its growth.
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