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RBA increases the cash rate target by 25 basis points on 2 May 2023 

The Reserve Bank of Australia (RBA) Board today raised the official cash rate target by 25 basis points, 
bringing it to 3.85 per cent effective tomorrow 3 May 2023. 

Commentary 

The RBA Board today increased the official cash rate target by another 25 basis points to 3.85 per cent. 
This increase follows a one month hold in April 2023. Interest rates have increased 3.5 percentage points 
from the first rise back in May 2022. The RBA Board expects that further tightening of monetary policy may 
be needed to ensure that inflation returns to target in a reasonable timeframe but that will depend on 
how the economy and inflation evolve. The Board will be paying close attention to the developments in 
the global economy, trends in household spending, the outlook for inflation and the labour market while 
making their decision.  

The Board noted that even though inflation in Australia has passed its peak, it still remains too high and 
that it will be some time yet before it is back in the target range. Given the importance of returning 
inflation to target within a reasonable timeframe, the Board judged that a further increase in interest rates 
was warranted today. While the recent data showed a welcome decline in inflation, the central forecast 
remains that it takes a couple of years before inflation returns to the top of the target range; inflation is 
expected to be 4½ per cent in 2023 and 3 per cent in mid-2025. Goods price inflation is clearly slowing due 
to a better balance of supply and demand following the resolution of the pandemic disruptions. But 
services price inflation is still very high and broadly based and the experience overseas points to upside 
risks. The board asserts that medium-term inflation expectations remain well-anchored and that today’s 
interest rate adjustment will help in this regard. 

The labour market remains very tight with the unemployment rate at a 50-year low, however conditions 
have eased a little. Wage growth has picked up in response to the tight labour market and higher inflation. 
At the aggregate level, Unit labour costs are also rising briskly, with productivity growth remaining 
subdued, wages growth is still consistent with the inflation target, if productivity growth picks up. The 
Board remains alert to the risk that expectations of ongoing high inflation contribute to larger increases in 
both prices and wages, especially given the limited spare capacity in the economy and the historically low 
rate of unemployment.  

The Board’s central forecast is for the Australian economy to continue growing, albeit at a below-trend 
pace. GDP is forecast to increase by 1¼ per cent this year and around 2 per cent over the year to mid-2025. 
Given the expected below-trend growth in the economy, the unemployment rate is forecast to increase 
gradually to be around 4½ per cent in mid-2025. 

The RBA notes that the outlook for household consumption is a significant source of uncertainty. The 
combination of higher interest rates, cost-of-living pressures and the earlier decline in housing prices is 
leading to a substantial slowing in household spending. While some households have substantial savings 
buffers, others are experiencing a painful squeeze on their finances. There are also uncertainties regarding 
the global economy, which is expected to grow at a below-average rate over the next couple of years. 

As this brief was written, no major bank announced any passing on of the rate rise to its customers. If 
passed on in full, an average owner occupier variable rate mortgage holder in the ACT will be worse off by 
$83 a month, or $999 a year for a $500,000 mortgage. 



 
Economic indicators for the Australian Capital Territory can be found at http://apps.treasury.act.gov.au/snapshot.   
Contact Officer: Paul Roberts (Paul.Roberts@act.gov.au) | Macroeconomics, Modelling and Federal Financial Relations Branch 

Impact of the RBA cash rate decision on an average owner occupier loan – 2 May 2023 

Loan size 
Change in monthly 

payment1 
Change in annual 

payment 
Change in total 

payment (25 years) 

$500,000 $83 $999 $24,968 

Source: Reserve Bank of Australia; Chief Minister, Treasury and Economic Development Directorate. 

 

Reserve Bank of Australia historical cash rate decisions 
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Duration in Months of Interest Rate Holds, 1994 to 2023 

  

Source: Reserve Bank of Australia 

 
1 Rounded to the nearest dollar. Based on an average standard variable interest rate of 8.02 per cent (Source: CMTEDD Estimates based on RBA data). Note this 
rate is post-interest rate rise and is compared to a pre-interest rate rise if it were passed on in full. 
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