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Discuss the impact of microeconomic policies on Australia’s economic performance 

Microeconomic policies are the actions taken by the government to improve the resource allocation 

between firms and industries in an attempt to increase aggregate supply by improving the efficiency 

and productivity of producers. The importance of microeconomic policy in the Australian economy 

has grown in importance over the past decades. A key issue surrounding the performance of the 

economy are structural issues that cannot be resolved with macroeconomic policies. Microeconomic 

policies are focused on the supply side economics which aims to reduce business costs to increase 

aggregate supply. The most significant aspect of microeconomic policy is the promotion of structural 

change which involves changes in production patters that reflect changing technology, consumer 

tastes, and international competitiveness. The implementation of structural change through 

microeconomic policies has encouraged the overall efficiency in the operation of markets within the 

Australian economy. 

Deregulation is the simplification or removal of constraints in the operation of market forces and 

aims to improve the efficiency along with productivity of industries. Since the 1980s, there has been 

extensive structural change carried across many sectors of the economy through microeconomic 

policies. The Australian agricultural industry is a fine example of the impacts of microeconomic 

policies at work. The gradual shift away from subsidies, pricing regulations and monopolies has 

resulted in an increase in production whilst the number of farms has decreased. Microeconomic 

reform has refreshed the operational structure of the agricultural industry with larger farms that are 

more efficient. As a result partly in technological improvements and also structural change, 

agricultural productivity has been one of the fastest growing sectors in the Australian economy. 

According to the Productivity Commission, “microeconomic reforms in Australia have improved 

productivity” which has been clearly evident in the economy particularly in the agricultural sectors. 

The National Competition Policy is an agreement signed between the Commonwealth Government 

and the State Governments of Australian in 1995 principally designed to foster the implementation 

of microeconomic reforms through all sectors of the Australian economy. The goal of competition in 

markets is to allow firms to increase efficiency and allow for lower prices along with improved choice 

for consumers. As a result of the National Competition Policy, governments agreed to implement 

microeconomic policy reforms thus increasing the market competition for sectors that had 

monopolies, such as electricity, gas, water and other infrastructure services such as road and rail 

transport. The establishment of the Australian Competition and Consumer Commission was set up to 

enforce the National Competition Policy. An important aspects of microeconomic and competition 

policies was the overhauling of a national system to regulate the cost of access to infrastructure. This 

forced businesses with a monopoly to provide access to competitors at a reasonable price ensuring 

the consumers will benefit. The goal of the National Competition Policy is to achieve a market where 

other firms can freely enter and compete against existing businesses thus encouraging productivity 

and efficiency. 

Another feature of microeconomic policy in the Australian economy is the development of new 

goods and services by firms operating in a more competitive environment. Innovation seeks to 

promote long term economic growth in the economy and improve Australia’s trade performance.  

Government programs have also been designed to assist specific sectors of the economy. A 

reduction in tariff protection for the manufacturing industry encourages more efficient production. 
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On the other hand, energy efficient industries attract subsidies from the government as they are 

efficient users of resources in the economy. Microeconomic reforms are a top priority for the 

government as they seek to reverse Australia’s recent decline in labour productivity growth. In 1960-

1970, Australia’s labour productivity growth rate was at 3.1% which fell to a low of 1.1% in the 

period between 1980-1990 and although rising to 2.3% in 1990-2000 it declined to 1.7% in 2000-

2007. The COAG Reform Agenda aims to boost productivity in the economy through regulatory 

reforms and competition policies alongside the removal of overlapping legislation between the 

States and the Commonwealth which impede productivity growth. 

Microeconomic policies are the government’s long term economic policy objective which seeks to 

increase economic growth and development. Australia’s previously high level of inflation and 

external imbalances has resulted in the need for microeconomic policies to encourage efficiency and 

productivity in the economy. In the short term microeconomic policies have resulted in structural 

change causing structural unemployment of inefficient firms and industries. However in the long 

run, the increased productivity reduces inflationary pressures and allows for growth in the 

economy’s level of aggregate demand. The longer term benefits although less clear can often allow 

although higher productivity growth from microeconomic policies contributes to an increase in 

economic output and lower unemployment. Low inflation from improved productivity lessens the 

burden on the consumers and is beneficial to economic growth. Most economists agree that 

microeconomic policies have contributed to Australia’s improved economic performance since the 

1980s, with higher levels of productivity and economic growth, and lower inflation and 

unemployment. 


