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Discuss the effectiveness of macroeconomic policies in promoting economic growth in the Australian 

economy 

The economic policy mix is the variety of government instruments that can be used in the promotion 

of economic growth in the economy. Macroeconomic policies primarily conducted through the 

government’s fiscal budget and monetary influences have an overall impact in the level of economic 

activity. Such is the ability of macroeconomic policies to influence the level of aggregate demand in 

the economy. The main role of macroeconomic policy to manage changes to the level of economic 

activity as demonstrated through the business cycle. As the business cycle is never constant along 

with being subject to fluctuations of supply and demand, the government’s macroeconomic 

management is designed to minimise these effects in order to sustain a low level of inflation and 

achieve full employment. Economic growth relies on factors such as a sustainable inflation between 

the Reserve Bank’s target rate of 2-3% and full employment of all available resources in the 

economy. As macroeconomic policy acts to stabilise the level of economic growth, it also acts as a 

counter-cyclical instrument in the management of the economy. 

Fiscal policy tends to have short term impacts on the economy with an expansionary stance being 

able to promote economic growth. When the government utilises expansionary fiscal policy it is 

planning to increase the level of economic activity in an economy. By taking measures such as the 

reduction of taxation and possibly the increase in government expenditure through a reduced 

surplus or larger deficit it can boost the overall aggregate demand in the economy. This occurs as 

expansionary fiscal policy leads to an increased level of consumer and business consumption along 

with investment thus stimulating aggregate demand. As injections into the economy increase, they 

are subjected to the multiplier process thus affecting the overall level of economic activity. Through 

increase consumer, business and government spending to stimulate the economy, the level of 

economic growth will increase as a result. 

Monetary policy is another main instrument of the government to manage the level of economic 

growth in the economy. The Reserve Bank of Australia controls the overall level of interest rates by 

its decisions regarding its cash rate. The stance that would promote economic growth is described as 

expansionary where there would be a loosening of monetary policy. Monetary policy allows for the 

Reserve Bank to meet its aims of economic growth and low unemployment through either increasing 

or decreasing the cash rate in the economy. By loosening monetary policy through a reduction in 

interest rates, the government through the Reserve Bank can boost consumer consumption and 

investment which results in a higher level of economic activity and also a reduction in levels of 

unemployment. Monetary policy objectives for the government include maintaining low inflation to 

allow for sustainable economic growth, the minimalizing of exchange rate fluctuations for the 

Australian dollar along with the maintenance of full employment in Australia. These monetary policy 

objectives are designed to promote economic prosperity and welfare for Australia as means of 

fostered a sustained level of economic growth. 

Macroeconomic policies have been crucial to Australia’s economic recovery post the Global Financial 

Crisis of 2008-2009. During the financial downturn “retail sales have been well below trend, hosing 

finance approvals have hit 13-year lows and the unemployment rate is rising” macroeconomic 

policies were implemented by the government to stimulate the economy. Although the level of 

Australia’s GDP growth rate slumped from highs of 4% in 2008 to a low of 0.4 in 2009, the predicted 
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growth rate is expected to slowly increase back to 2% in 2010. “This outlook is based on the 

successful reengineering of growth, via monetary and fiscal stimulus, back to the consumer and 

away from exports and business investment” indicating that macroeconomic policies play a 

substantial role in the promotion of economic growth. “Weak global growth and higher credit costs” 

are a challenge to economic growth in the economy but macroeconomic policy should assist in 

changing the economic climate. 

Macroeconomic policies as an instrument of the government are instruments that can be used to 

promote economic growth. The two main policy decisions that can by implemented are the 

government’s fiscal budget and the Reserve Bank’s influence over the level of interest rates from 

cash rate adjustments. Fiscal policy has a quicker impact on the economy and be a short term 

booster to economic growth whilst monetary policy takes longer to implement thus being more 

structurally effective in affecting the economy. Macroeconomic policies act to reduce fluctuations in 

the business cycle by influencing the level of aggregate demand. By encouraging consumption and 

investment, macroeconomic policies can help in the multiplier effect process of increasing overall 

levels of economic activity. Low inflation and full employment being the key objectives within 

macroeconomic policies are often achieved through the government’s applications of 

macroeconomic policies to promote a sustained and sustainable level of economic growth. 


