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Discuss the effectiveness of Australia's monetary and fiscal policies in dealing with economic growth and inflation 

Australia’s economic performance objectives can be achieved through the government’s utilisation 

of the economic policy mix including monetary and fiscal policies. Monetary policies are the actions 

of the Reserve Bank, on behalf of the government to influence the cost and availability of money and 

credit in the economy. Monetary policy is a macroeconomic policy that can be used to reduce the 

implications of the fluctuations within the international business cycle and to influence the level of 

economic activity, employment and inflation in the economy. Fiscal policy is also a macroeconomic 

policy that can influence resource allocation; redistribute income and being counter-cyclical to the 

fluctuations of the international business cycle. It involves the government’s budget which outlines 

its spending and taxation outcomes. Achieving a sustainable rate of economic growth and sustaining 

a low level of inflation are two of the main priorities that economic policies such as monetary and 

fiscal are designed to address. 

Macroeconomic policies are instruments of the government that affect the economy as a whole with 

the aim of minimising fluctuations in the business cycle. It is also referred to as demand 

management or the counter-cyclical processing of the international business cycle. In the past two 

decades, the definition and effects of macroeconomic policy has been relatively clear with aims of 

maintain sustainable economic growth of between 3 to 4 per cent per annum along with maintaining 

inflation at around 2 to 3 per cent per year. Although statistics provide some basis for the evaluation 

of the effectiveness of the government’s management of the economy, the assessment of specific 

economic issues such as economic growth and inflation allow us to gauge the successes of policies. 

Australia has sustained a relative period of strong economic growth from the early to late 2000s. The 

economic growth rate has been strong after the small recession in the 1990s although it has been 

affected by the Global Financial Crisis in 2009. The implementation of monetary policy has been 

highly effective in playing its counter-cyclical responsibilities of minimising fluctuations within the 

business cycle. Contractionary monetary policy was a key component in the Reserve Bank’s decision 

to raise the cash rate in order to cause interest rate rises so that the level of economic activity would 

not excessively peak. As a result of the rigid implementation of macroeconomic policy in particular 

being monetary policy, Australia’s economy was not significantly impacted upon by the Global 

Financial Crisis of 2009. The Reserve Bank changed the government’s monetary policy stance to 

expansionary soon after the Global Financial Crisis which acted as a stimulus to the economy. Lower 

interest rates as a result of the expansionary stance encouraged individuals and firms to borrow and 

subsequently leading to spending and investment. 

Since the early 1990s, Australia’s management of inflation has been extremely effective. In 

comparison to the high levels of inflation in the 1970s and 1980s, the level of inflation fell to around 

2.7% in the 1990s. Rising interest rates have played a factor in the sustaining of inflation in Australia. 

As monetary policy is a medium term initiative which therefore subsequently has a time lag of 

around 12 to 18 months, the effects will not be immediately visible in the economy. The 

implementation of monetary policy is designed to respond according to forecasts and predictions 

about the future of the global economy and the upcoming changes in the international business 

cycle. 

Economic growth has been a crucial aspect of the economy particularly in light of the downturn 

caused by the Global Financial Crisis of 2009. The Global Financial Crisis caused a rise in the level of 
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cyclical and structural unemployment leading the government to respond through a series of fiscal 

stimulus. In order to boost aggregate demand and to stimulate the Australian economy, the Labour 

government lead by Kevin Rudd instigated the implementation of a stimulus package worth over 40 

billion dollars. Individuals and families as consumers were one of the best benefactors to the 

stimulus. The cash handouts given to consumers encouraged as rise in spending and consumption. 

The stimulus package being injections into the economy created new employment opportunities and 

also boosted aggregate demand. The increased aggregate demand resulted in economic growth for 

the economy. Therefore fiscal policy plays an important underlying role to boost the level of 

economic growth in the economy. 

The government’s economic policy mix comprising partly of macroeconomic policy including 

monetary and fiscal policies play an important role in the pursuit and achievement of the objectives 

within the economy. The principle economic objectives being sustainable economic growth between 

3 to 4 per cent and low inflation within the Reserve Bank’s target of 2 to 3 per cent yearly is 

influenced by the implementation of monetary and fiscal policy. Both monetary and fiscal policy can 

be used to deal with the upswings and downturns in the international business cycle. Such 

macroeconomic policies are counter-cyclical and affect the overall level of prices and activity within 

the Australian economy. 


