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Analyse the federal government’s macroeconomic policy mix to address inflation and 

unemployment in the Australian economy 

Governments employ a variety of policies as instruments to achieve their economic objectives. Key 

economic objectives of the government include low inflation and low unemployment. 

Macroeconomic polices such as the government’s federal budget and influence of the level of 

interest rates tend to have an overall impact on the level of the economy. The overarching aim of 

achieving low unemployment and low inflation is to attract positive growth to the level of aggregate 

demand in the economy. The main role of macroeconomic policy is to be automatic stabilisers and 

counter-cyclical measures in the economy. During periods of downturn or recession in the business 

cycle, unemployment increases which leads to government action being taken to prevent a 

significant decline in the workforce. On the other hand, when the economy is in an upswing or 

boom, inflation tends to rise sharply as reflective of the positive economic outlook due to increased 

demand. Governments also need to maintain a sustainable low level of inflation to prevent “the 

bubble from bursting”. 

The government’s macroeconomic mix can affect the level of economic activity through taxation, 

fiscal surpluses or deficits and the level of interest rates in the economy. If the government forecasts 

a boom in the economy, it will endeavour to raise taxation rates to reduce consumers’ disposable 

incomes. A reduction in the flow of consumer incomes to businesses which is a decrease in demand 

will reduce the overall level of spending and lower aggregate demand. Lower aggregate demand 

lessens inflationary pressures in the economy. Government expenditure can also affect the level of 

economic activity which has an impact on both inflation and unemployment. The government 

attempts to avoid severe fluctuations in the business cycle as it causes either the adverse affects of 

inflation or unemployment. Falling economic activity leads to higher unemployment which increases 

the burden on the government’s fiscal surplus as there is raising demand for transfer payments and 

social securities. During periods of economic downturns, government stimuluses or increased 

spending drives injections into the economy. The increased injections from the government aim to 

increase the level of employment through opportunities created for businesses to invest and 

expand. 

Fiscal policy also affects resource use in the economy with the government being able to direct 

funds from the budget to particular sections of the economy. In the past decades, the government 

has redirected more of its budget away from industries such as telecommunications and banking 

and in favour towards programs such as health care, education and training. Improved education 

and training for the general population allows for increased efficiency and productivity. Rising 

efficiency and productivity reduces supply-side inflationary pressures. Also persons with better 

education and training qualifications are often seen as more employable thus this government 

macroeconomic policy is effective in reducing the level of unemployment in the economy. These are 

all part of the government’s initiatives to boost the supply of labour, increase productivity and 

reduce Australia’s non-accelerating inflation rate of unemployment. 

Monetary policy in the form of interest rates as influenced by the Reserve Bank’s cash rate is also 

used as part of the government’s macroeconomic policy mix. During period of economic upturns, a 

higher level of interest rates will make borrowing money less attractive and thus will discourage 

both consumer and business borrowings. A reduction in consumer credit spending and business 
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investment will eventually “slow” the economy to dampen the level of aggregate demand and 

inflation. Rising inflation is generally a negative externality of economic growth as it contributes to 

the wage-price spiral with rising consumer costs leading to increased wage claims that have to be 

met by increased business expenses which is met by consumers paying higher prices and so on. 

Monetary policy is the primary macroeconomic policy used to manage economic growth in the 

economy. The Reserve Bank’s stances can either be described as expansionary or contractionary to 

reflect its impact on economic growth in the economy. In order to address inflation within the 

economy, the Reserve Bank board which involves the treasurer as the government representative 

and chaired by the RBA governor meets every month to decide on the national cash rate. The cash 

rate is then interpreted by the various financial institutions and banking sectors to determine the 

interest rates for Australia. A loosing of monetary policy leading to a reduction in interest rates 

boosts consumer spending and aggregate demand along with allowing for an increase in demand 

inflation. On the other hand, a tightening of monetary policy leading to an increase in interest rates 

tends to reduce inflation by slowing down the rate economic growth in the economy and can 

increase unemployment. Both fiscal and monetary policies play an important role in managing the 

inverse relationship between the objectives regarding inflation and unemployment as depicted by 

the Phillips Curve. The government’s macroeconomic objectives are to foster the stability of the 

Australian dollar, maintain full employment in Australia and the promotion of economic prosperity 

through a sustained level of economic growth.  


