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Introduction

It's an honour to give the 24th Sir Leslie Melville Lecture. |*

My theme today is trust. Trust is central to all of our lives. We trust our families and friends. We
trust the food we eat. We trust companies with our personal data. We trust governments to keep

us safe. 2


https://www.rba.gov.au/
https://www.youtube.com/watch?v=0hyJOTNXo2k

But few rely on trust as profoundly as central banks. And that’s because money itself is based entirely
on a social contract. Banknotes in our wallets or deposits in our bank accounts have no intrinsic value
beyond the monetary realm. Their value rests on trust that others will accept them tomorrow at
much the same worth. And that trust, in turn, relies on confidence that central banks will keep

prices stable. So trust isn’t just a source of legitimacy — it’s integral to how monetary policy

actually works. '3

That trust must be earned. And the decades following the 1980s were good times for central banks
around the globe, as flexible inflation targeting delivered consistently low and stable inflation
alongside rising real incomes. ! But more recently, and particularly since COVID, things have been
rockier: persistent above-target inflation has marred that hard-won track record. The broader climate
of trust towards public bodies has deteriorated. And we've entered a "VUCA’ (Volatile, Uncertain,
Complex and Ambiguous) world, amid a fusillade of shocks from tariffs, wars, geopolitical tensions,
pandemics, and technological and environmental change. !> That means inflation is more likely to be

pushed off target; economic forecasts are more likely to be wrong; and policy trade-offs get uglier.
Just as we need it most, trust is under strain.

These challenges are not unique to Australia. '®! And, whatever the commentary may say, they're far
from unprecedented. Leslie Melville definitely had it worse. He joined the Commonwealth Bank — the
RBA's predecessor — as its first (and initially only) economist in 1931, a year in which Australian GDP
fell by nearly 7 per cent, amid the depths of the Great Depression. The following year, unemployment
reached nearly 30 per cent — an unbelievable figure to modern eyes. |”! The financial instability,
world war, fierce economic and political conflict and institutional upheaval that followed frankly puts

today’s challenges into humbling perspective. '8

Coming from the United Kingdom, 10,000 miles away, I wouldn’t have expected any personal
connection to Melville. But it turns out I have two. The Bank of England, my previous employer,
recommended him for the job. '°! More than 90 years later, as another newcomer to Australian
policymaking, I have the joy of working with the RBA's world-class economics team: a far cry from
Melville’s empty office! And while writing this speech, I discovered that the headmaster of my old
high school in the United Kingdom in the 1980s — known to us all simply as ‘Mr Melville’ — was in fact
Leslie’s son. | 12] Tony Melville was born in Adelaide, grew up in Sydney when Leslie joined the Bank,
and travelled the opposite way to me: studying first at King’s College in Cambridge before taking up a

career in British education. Few, if any, of his pupils knew his extraordinary history.



In my speech today I want to develop the theme of trust — discussing, first, what trust means in
everyday life; second, why monetary policy needs it so badly; and third, how that trust is being
challenged today around the world. I will finish by setting out how the RBA is responding here

in Australia.

How we talk about ‘trust’ in our everyday lives

When we say we trust someone, we usually mean one of two things.

Model 1 is the trust we give to family and close friends. It's instinctive, heart-felt. Family ties, shared
history and values mean we know they will be on our side: honest, open and straight. Not perfect, of
course. A trusted friend may get things wrong, be stubborn, even drive us up the wall! But deep
down we know they are loyal, and it takes a lot to dislodge that. This is trust rooted in character

and relationship. We don’t need a fresh demonstration of it every time we meet: we lean on what

we know.

Model 2 describes the trust we place in experts: doctors, lawyers, aircraft pilots. Honesty and
integrity still matter. But the key test is competence: do they have the qualifications, skills and tools
to do complex, sometimes life- (or livelihood-) threatening, things on our behalf? What if they're

useless, crooked — or both?

Answering this question involves a Catch-22 — because the very thing that creates the need for an
expert in the first place (our inability to do the task) makes it impossible to audit them ourselves. And
that creates an incentive problem. At one extreme, if experts know we have blind faith in them,
there’s no incentive for competence. But, at the other extreme, if we're perpetually sceptical, nothing
ever gets done. [ 1! To address this problem, we demand transparency: show us your credentials,
your track record, your reasoning. But sometimes it takes an expert to understand an expert. So we
also need accountability — independent expert scrutiny beforehand; assessment of outcomes

afterwards. | 12/ ‘Trust, but verify’ — as Ronald Reagan used to say.
For a public institution, like a central bank, all of these concepts matter (Figure 1):

» We want an institution that’s on our side, like a friend — honest, consistent and reliable, serving

our long-term interests not selfish or sectional ones.

» We want an institution that’s up to the job, like a trusted professional — with the right skills, tools

and judgment; and a track record of delivering strong outcomes.



» We want an institution that can explain itself clearly and consistently — its objectives, its

decisions, the costs and uncertainties, and its mistakes, when they happen.

» And we want an institution that’s accountable for its actions, both ahead of time, and after

the event.

These qualities reinforce one another. Competence without integrity or public purpose won't sustain
trust. But neither will good intentions without capability. We need confidence that an institution can

explain its actions, and bear the consequences. Transparency and accountability help us judge that.

Figure 1: The Building Blocks of Trust in a Public Institution
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Why earning public trust is particularly important for
monetary policy

This setup applies to many public institutions. So what'’s distinctive about monetary policy?

First, it works with a lag: and pain often precedes gain. William McChesney Martin vividly described
the central bank as a ‘chaperone who has ordered the punch bowl removed just when the party was

really warming up”. 23! When excessive inflationary pressures build, monetary policy has to be



tightened, restraining demand. Over time, weaker demand helps reduce inflation, returning the
economy to balance. But while those lags are working through, and people are having to make
difficult and costly adjustments, they need assurance that we're acting competently. Has the central
bank demonstrated that it's acting in the public’s long-term interests? Has it been clear about its
reasons for acting — and costs of not acting? And has it held itself open to challenge and scrutiny?
That matters even more when the inflationary pressure is associated with adverse supply
developments, which brings additional and unavoidable pain. Taking away the punch bowl is rarely a
way to win instant popularity. The question is whether people can see why the difficult decision is

necessary, even when its immediate effects are unwelcome.

These things aren’t unique to monetary policy: public health measures (e.g. vaccinations),
environmental policy or macroprudential adjustment share similar features. But what is distinctive is
trust directly affects how well monetary policy works. And that’s because the impact of today’s policy
decision depends on whether people trust us to do what'’s needed tomorrow too. In simple terms: do
they expect us to return the economy to balance, with on-target inflation and full employment, in the
long run? In more technical terms: do they understand and trust our ‘reaction function’ (i.e. how we

adjust interest rates as the economy evolves in order to achieve those goals)?

To illustrate how beliefs about the future can affect policy effectiveness today, consider a thought
experiment using one of the RBA's models, in which the central bank lifts rates for a few quarters to
return inflation to target (Graph 1).!'4! The red lines describe a scenario in which people don’t
expect the tightening to be persistent — so each period, tighter policy surprises them. Spending (and
hence inflation) fall only a little, as people fail to account for future policy. By contrast, the orange
lines show a scenario in which people fully understand and believe the central bank’s strategy from
the start. They adjust spending today not just in response to today’s policy settings, but in
anticipation of future settings too. Although the realised path for interest rates is identical in both

cases, output and inflation respond sooner, and by more, when the policy response is trusted.



Graph 1

How Trust Shapes

Monetary Policy Transmission
Deviation from baseline

ppt| _ _ _ Cash rate paths ppt
0.8 N Unenficioated oo 0.8
\_ Unanticipated polic
0.4 AN R b POIEY 04
0.0 e 0.0
% GDP level %
0.0 —0.0
04| === s 0.4
I 0.8
ppt Trimmed mean inflation (year-ended) ppt
0.0 — — 0.0
02 v T -0.2
0.4 - -0.4
-0.6 : : : : -0.6
0 8 16 24 32 40
Quarters
Source: RBA.

This is a powerful result — because it means that if the public understands and trusts the central
bank’s strategy, the policy response required to deliver a given disinflation can be smaller and less

costly in terms of lost output.

To illustrate this with a topical example, Graph 2 uses the same model to trace the effects of a
temporary increase in overseas costs, such as oil prices, under different assumptions of trust in the
policy response. Both situations show the same path for inflation. What differs is the demand

adjustment needed to bring it back to target.

The pink lines show what happens when people do not trust the central bank to return inflation to
target in a timely way. | 2> Businesses are inclined to pass on more of the cost increases, expecting
that a slow policy response will allow cost pressures to persist and demand to keep expanding. And
employees are minded to seek higher wages. The temporary cost shock risks becoming embedded in
prices and wages. To bring inflation back promptly, the central bank must raise rates quite

aggressively, contracting demand sharply.



The blue lines show an alternative case where people do trust the central bank to hit the target
promptly. Businesses anticipate policy reducing future cost pressure and demand, so are less inclined
to raise prices today. This lower price pressure in turn reduces upward pressure on nominal wages.
With the private sector doing some of the work to hold inflationary pressures down, interest rates

don't need to rise so far, and the output cost of achieving the same disinflation is lower. | 16

Graph 2
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This isn't just theoretical. Data from the Macquarie University Business Outlook Scenario Survey
(BOSS) earlier in the year showed that firms expecting the RBA to return inflation to target in a more
timely way planned to pass on less of their Middle East conflict-related costs. ‘17’ Australian
households expressing greater trust in the RBA also tend to expect lower near-term inflation

(Graph 3). The European Central Bank (ECB) has found the same for the euro area. ' *8
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Central banks also face distinctive accountability mechanisms. Most public policies are judged
ultimately at the ballot box. But nine in 10 countries delegate monetary policy to central banks that
are operationally independent of government — and are instead held accountable by other

means. | 1°! The near-universal adoption of this model reflects the strong evidence, across countries



and time, that greater independence delivers: more stable economic activity; lower and less volatile
inflation; and better-anchored inflation expectations, preventing 1970s- and 1980s-style inflationary
spirals. [ 22! The strength of this finding is shown by the fact that, despite central banks rightly
coming under heightened scrutiny since COVID, almost none have lost independence: 83 per cent

are as independent as they were before, and 15 per cent are more independent. [ 2%

Measuring public trust in central banks

So trust matters. But economic developments are putting it to the test.

Not all the news is bad. GDP growth and employment, explicit or implicit goals for all central banks,
have proved resilient in many countries. Despite the sharp tightening in policy since the end of

COVID, unemployment is much lower than might have been expected (Graph 4).
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But inflation is another story. It's been above central bank targets for years (Graph 5). And around
the world, that’s causing increasing anger. Consumer confidence is exceptionally weak. And

households rank inflation as their number one economic concern. [ 22
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Standard economic yardsticks struggle to explain that angst. Bringing inflation down from its post-
COVID peaks has involved some of the smallest ‘sacrifice ratios’ (the reduction in output associated
with a unit of disinflation) in history. 23! And the so-called ‘misery index’ (inflation plus

unemployment) is only a little above its 15-year pre-COVID average (Graph 6).
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Inflation, Unemployment and

Consumer Sentiment
2005-2019 average = 100, quarterly

index ‘Misery index’™ index
200 200
150 A/\ 150
100 . »/\\//\V/\/\vr/\ \/\”\/\/V .\J/" 100

index Consumer sentiment** index
120 120

[\./\M/\\A l\ﬂ/\/\ f\\ M ~ A

100 AGERE AV V\/" Al U W W\/ \] 100
80\// Mso

60 IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII60
1990 1996 2002 2008 2014 2020 2026

*  Sum of year-ended headline inflation and the unemployment rate; inflation
data excludes interest charges prior to the September quarter of 1998 and
is adjusted for the tax changes of 1999-2000.

** Mean of Westpac—Melbourne Institute and ANZ—Roy Morgan surveys.

Sources: ABS; ANZ-Roy Morgan; RBA; Westpac—Melbourne Institute.

But these measures miss something crucial: the cumulative increase in prices since COVID has far
exceeded that in any other tightening period since inflation targeting began. Graph 7 shows this for
Australia; similar pictures can be drawn for the United States and other developed countries. 4! A
lower inflation rate doesn’t undo that accumulated increase. And it's that increase, not just the latest

rate of change, that seems to be part of what'’s driving public anger.



Graph 7
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What impact has this had on public trust in central banks?

To help answer this question for Australia, we can turn to our new Community Research Survey,
which began in February last year. Four separate waves have drawn on feedback from 12,000

Australians, across all parts of the country and sections of society. The latest was in September. [ 2°

The survey shows that around 55 per cent of respondents have ‘high’ or ‘moderately high’ trust in the

RBA. That puts us in the upper part of the distribution of Australian public institutions (Graph 8). | 2°
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Other central banks using comparable methodologies have similar scores (Graph 9).
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Strikingly, our overall trust measure has been broadly stable, or even slightly up, over the past

18 months. That's a welcome, but frankly quite surprising, result over a period in which interest rates
rose, and inflation rose well above the target range. 27! Can this really be right? To answer that
question we need to look at how the more detailed survey responses have evolved — summarised

in Graph 10.

Unsurprisingly, trust in our near-term ability to achieve our objectives, looking one year back and one
year forward, has fallen materially (bottom blue bars). Regression analysis finds these outcome
measures play a statistically significant role in explaining respondents’ overall trust. (28! Australians
understand our inflation mandate and hold us accountable when we fail to meet it. Trust does not

mean unconditional approval.



Graph 10
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But outcomes aren't the only drivers of trust, as I discussed earlier — and some other drivers have

moved the opposite way:

» First, process competence: are our decisions felt to be based on rules, evidence and facts; and
do we act promptly when needed? These scores are well into positive territory and have risen a

little since February 2025 (upper two blue bars).

» Second, transparency: are we seen as open and honest, and committed to keeping people
informed about our decisions and actions; do we provide sufficient information; and do we explain
decisions in readily understandable terms? Some of these measures (purple bars) are stronger than
others, but all have increased recently — which may have helped offset some of the impact of

weaker economic outcomes on overall trust.

» Third, values: are we seen as acting with integrity; do we understand and care about the impact
of our decisions; support wellbeing; and maintain appropriate distance from political influence?

These measures (green bars) have been more stable, albeit for the most part at a relatively high



level. Statistically, these values measures play a particularly strong role in explaining overall trust
scores (a result also found for the ECB [2°]). Returning to the concepts in Figure 1, ‘are you on my

side?’ matters as much as ‘are you up to the job?".

These results are encouraging — but they are no grounds for complacency. Our survey has only a
short history; confidence in our ability to deliver has declined; and the context in which we operate is

becoming more challenging.

Longer-running surveys give some weight to the possibility that trust in central banks has waned over
time (Graph 11).
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But some of this variation reflects country-specific factors. And the frequently claimed long-run
decline in trust in public institutions seems far from universal, at least in Australia. '2°! While trust in
some institutions has declined over time, others (including the civil service, the police and armed
forces) have held up (Graph 12). Without a long-term RBA measure, we can't be sure which group

we're closest to. |31

Graph 12
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Inflation expectations — an alternative, and more longstanding trust measure — also paint a more
mixed picture. Longer-term expectations measures derived from financial markets and economists’
forecasts remain well anchored on the 2—3 per cent inflation target here in Australia (Graph 13, lower
panel). Other developed countries show broadly the same. But levels aren’t everything. Overseas
research suggests that a loss of trust may also be signalled by a tendency for these expectations to
respond to changes in monetary policy. 132! If markets doubt our determination to bring inflation
back to target in a timely way, they may learn about our reaction function from our actions.
Reassuringly, Australia’s long-run market expectations have, on average, been quite unresponsive to

policy, as in other advanced economies. ' 33
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But domestic prices and wages are set by companies and households, not financial markets — and
here the evidence is less reassuring. While we only have a short sample, companies responding to
the BOSS survey have become less sure that the inflation target will be achieved over the next 5-10
years (Graph 14). Some contacts in the RBA's liaison program say similar things. Australia currently
has no reliable measure of households’ longer-term expectations, | 34! but their deep concern about

inflation suggests they might feel somewhat similarly.



Graph 14
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The third reason for not taking too much comfort is the VUCA world is asking more of us. Volatility
means more inflation misses. Uncertainty means bigger expected forecast errors. Complexity
means more structural and cyclical drivers of inflation and employment to understand. Ambiguity
means genuinely unpredictable geopolitical policy actions. And weaker and more volatile supply

makes everything harder still — driving inflation up while activity and employment growth fall. ' 3>!

A final caution is that trust may be hard won but easily lost. It's possible that our survey result
reflects reserves built up in earlier periods. Those reserves may protect trust against poor economic
outcomes for a time. But that may run out: there may be a breaking point we can’t see until we
reach it. Our survey can't identify that threshold — but it isn't one we want to test. A reserve of trust

is not a licence to disappoint. It makes the continuing work of earning trust more pressing, not less.

What is the RBA doing to keep strengthening public trust?

So how are we responding?



Start with values: ‘are they on my side?’ This was a point dear to the heart of Leslie Melville, who
helped shape the intellectual foundations for clause 8 of the Commonwealth Bank Act 1945, which
charged the Bank with promoting ‘the economic prosperity and welfare of the people of Australia’,
and set out the dual mandate of price (originally currency) stability and full employment. That

mission remains fundamentally unchanged: it shapes everything we do. [ 3°

But delivering on it is never easy. Gains tomorrow may require pain today — but those gains can be
hard to quantify, even after the event. And there can be winners and losers in the short run, even if
everyone is better off in the long run. 37! Against that backdrop, the resilience in the trust scores
shown in Graph 10 is cautiously encouraging. But values-based trust is slow to build and quick to fall.
So we must continue to listen, through liaison, public engagement and the Community Research
Survey itself; learn how our decisions affect different people, especially the vulnerable; and level with

people: being open, honest, direct and evidence-based.

But good values aren’t enough: public trust also requires competence — and the persistence of
above-target inflation, and the growing threats from a VUCA world, mean central banks have work to
do to demonstrate we're serious about achieving our policy goals. That's why we're investing heavily

in the skills and tools to navigate uncertainty. Four areas stand out:

» First, understanding future economic challenges: our published research priorities | 38
describe our key areas of enquiry (including AI, which our chief economist will speak about in
coming days). To keep our analysis rigorous and at the frontier, we're launching a new external
engagement program with the research community, publishing more staff work via Insight

Notes, |2°! and establishing a financial markets research and modelling hub.

» Second, investing in our models and frameworks: we're extending our modelling suite to
explore and communicate alternative economic scenarios and their policy implications. The suite
includes: MARTIN, our core macroeconometric model; DINGO, a dynamic stochastic general
equilibrium model; HALLIE, a next-generation Heterogeneous Agent New Keynesian model; and
non-linear structural labour market models. 1 #®! In financial markets, we have been rolling out a
new monetary implementation framework; and our recently published Framework for Additional
Monetary Policy Tools explains how we would use our balance sheet if rates again reached the

effective lower bound. 41

» Third, better data and intelligence — including WHAM, a new Wealth and Housing Assets
Module developed with other government agencies and the Australian Bureau of Statistics; |42

partnerships with SEEK on labour market data, Macquarie University on BOSS and the Melbourne



Institute on household inflation expectations. Our liaison network holds around 900 meetings
annually with organisations across Australia: its enormous qualitative and quantitative database
can be analysed with increasingly sophisticated Al tools. |43! And our Community Research Survey

allows us to explore key economic issues for Australian households.

» Fourth, better decisions under uncertainty: we increasingly test alternative scenarios
alongside the central forecast. How could the outlook differ — and how should policy respond? [ 44
We also regularly review our past forecasts and judgements to learn from them. 4>! The question

isn‘t simply ‘what do we think will happen?’; it's also ‘what if things turn out differently?’

But even with better analysis and policy, a VUCA world brings more unexpected inflation misses and
uglier trade-offs. And that risks eroding trust in our capacity and commitment, unless we continue to

improve our ability to explain ourselves clearly, specifically:

» Why inflation is away from target: unexpected shocks, deliberate tradeoffs, limits in our
forecasts and analysis, or the timing and calibration of policy? People need that account to judge

whether we're acting in the public interest, with integrity and competence.

» How we expect the economy to evolve: including the risks and uncertainties, drawing on our

analysis of the underlying shocks and the economic mechanisms involved.

» Our strategy for returning inflation to target: how we balance full employment against the
speed of disinflation; and how we might respond to material risks that have not yet crystallised.
Not a promised rate path — ‘forward guidance’ — but a reaction function that gives people
confidence we'll achieve our goals. That's an important distinction: explaining how we would
respond as circumstances change is different from promising what interest rates will be. We need

people to understand the strategy, not mistake it for a guarantee.
Research into how our communications affect different people’s expectations helps guide this work:

» Financial market expectations are important for influencing short-term interest rates and other
financial prices, transmitting policy to the economy. Recent research has found that talking about
issues like housing risks and wages can shape the weight markets think we'll place on bringing

inflation back to target in a timely way. But sometimes actions speak louder than words. | 4®

» Communicating with the public requires different tools. Households interpret economic news
and its interest rate implications very differently from markets (Graph 15).47) Our survey finds

that people pay attention to our actions and communications, and want to know more. But that



understanding has important gaps, including on how higher interest rates affect inflation — perhaps

monetary policy’s most important single relationship.

Graph 15
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So we're investing in new more targeted communications for households and businesses. The
Governor’s media conference is focused on explaining the Board'’s decisions, their drivers and what it
could mean for people. A more layered approach combines detailed publications like the Statement
on Monetary Policy with shorter summaries, website explainers and digital content for different levels
of interest and economic knowledge. Recent research finds that even simple explainers can
significantly improve accessibility and understanding of key economic relationships, and increase
trust. (48! Experience so far is positive, including better survey scores for openness, honesty and
comprehensible explanations. But we must continue to refine our approach: the aim is not to make
everyone read the longest publication, it's to help people find an explanation they can use, without

losing the substance of what we're trying to say.



Accountability brings these elements together. We answer ultimately to the public, including through
parliamentary appearances and other public engagement. New five-year reviews of the RBA will
strengthen that accountability further, providing periodic assessments of performance and

opportunities for improvements. Being independent must never mean being beyond challenge.

These elements must all work together. Clear communication means little unless the actions being
taken are pushing us towards good outcomes. Competent action isn't enough if people don't
understand the need for difficult economic outcomes or trust that we're trying to do what's best for
the economy. And blind faith in our values cannot by itself sustain trust in a technocratic institution.
None of these is a substitute for the others. We need the values, the competence, the explanation

and the scrutiny. That's what makes earning trust a continuing task.

Conclusion

Let me conclude. For a central bank, trust is not a nice-to-have. It's integral to how monetary policy
works. When people trust us to deliver the goals we've been asked to pursue, policy is more effective

and less costly.

To earn that trust, people must have confidence that we're on their side, up to the job, and capable
of explaining ourselves. Trust in the RBA seems to have held up through a difficult period. But the
warnings are clear: some people’s confidence in delivery, particularly on inflation, has fallen. And a

VUCA world will keep testing us.

Let me end where I began, with Leslie Melville. In 1931, the Great Depression drove deep fissures
into public confidence, and demanded brave and innovative thinking. In response, Melville built what
has become the RBA's Economic Group: establishing the data, analytical frameworks and judgement
needed to contribute to the major debates of post-war reconstruction. That combination of public

purpose, expertise and evidence helped the Bank earn trust in those difficult years.

There is an irony in the fact that the Bank of England that recommended Melville was led by
Montague Norman, whose maxim was ‘never explain, never excuse’. Thankfully, those days are long
behind us. Trust is no birthright. We never stop earning it — by continuing to listen, learn and level
with the people we serve. To invest in the skills and tools to deliver. Explain our decisions. And

welcome scrutiny, including when outcomes fall short.

Melville would have expected nothing less.
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