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MACROECONOMIC 

 

Macroeconomic policies, such as government budgets and changes in the level of interest rates, have an impact on the overall level of 

economic activity. These policies tend to influence the level of aggregate demand in the economy. 

FISCAL POLICY POLICY OUTCOMES POLICY IMPACT 

DEFINITION: 

Fiscal policy is a 

macroeconomic policy that 

can influence resource 

allocation, redistribute 

income and reduce the 

fluctuations of the business 

cycle. Its instruments 

include government 

spending and taxation and 

the budget outcome. 

Budget surplus – a positive 

balance that occurs when 

the Commonwealth 

Government anticipates 

that total government 

revenue will exceed total 

expenditure. 

Budget deficit – a negative 

balance that occurs when 

total government 

expenditure exceeds total 

revenue. 

Budget balance – a zero 

balance that occurs when 

total government 

expenditure is equal to total 

revenue. 

Fiscal outcome is calculated 

as total revenue less total 

expenses less net capital 

investment. 

Underlying cash outcome is 

calculated in a similar way 

as the fiscal outcome, 

except that is calculated 

using the cash accounting 

method. 

Economic Growth: 

An expansionary stance is one where the government is planning to increase the level of economic activity in 

an economy. Expansionary fiscal policy leads to a multiplied increase in consumption and investment and 

stimulates aggregate demand, which will increase the level of economic activity. 

A contractionary stance is one where the government is planning to decrease the level of economic activity in 

an economy. Contractionary fiscal policy leads to a multiplied decrease in consumption and investment, 

dampening aggregate demand, which will decrease economic activity. 

A neutral fiscal policy stance occurs when the government plans to maintain the gap between revenue and 

spending at around the same level as the previous year. A neutral fiscal policy should have no effect on the 

level of economic activity. 

CURRENT STANCE: 

Fiscal policy has played a 

major role in the economic 

policy mix during recent 

years. In 2008, Australia 

entered a period of highly 

expansionary policy, which 

proved successful in 

moderating the impact of 

global recession on 

Australia. From 2010 

Australia entered a new 

period of fiscal 

consolidation as the 

Government gave priority to 

bringing the Budget back 

into surplus. The stance of 

fiscal policy in 2011-12 is 

contractionary. This period 

of fiscal consolidation is 

Unemployment: 

Automatic stabilisers are policy instruments in the government’s budget that counterbalance economic 

activity. In a boom period, they decrease economic activity and in a recession, they increase economic 

activity. The most common examples are transfer payments and a progressive tax system.  

Positive economic situation – less unemployment, increased government welfare expenditure from budget, 

higher taxes (progressive) 

Negative economic situation – more unemployment, decreased government welfare expenditure from 

budget, lower taxes (progressive) 

Resource Use: 

Fiscal policy changes can influence the allocation of resources ion the economy directly or indirectly. Fiscal 

policy may directly affect resource use through government spending in a particular area of the economy. 

The indirect influence of fiscal policy covers tax and spending decisions that make it more or less attractive 

for resources to be used in a particular way. 

External Stability: 

A long term relationship exists between the budget outcome and the size of the current account deficit and 

foreign debt. A budget deficit decreases national savings because the Commonwealth Government must 

finance its budget deficits by borrowing from private sector savings. A budget deficit (public sector deficit) is a 

form of negative savings/dissaving that will reduce the level of national savings (public + private savings). If 

the Government borrows from overseas, the inflow of funs will lead to an increase in Australia’s foreign 

liabilities. This will raise the net primary income deficit as the higher level of foreign liabilities is serviced with 
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likely to last for several 

years, with advanced 

economies around the 

world now focused on 

reducing their budget 

deficits. 

interest repayments. When the Government runs large fiscal deficits, the size of the current account will tend 

to be higher. 

Distribution of Income and Wealth: 

Fiscal policy plays the most important role of any government policy in influencing the distribution of income 

in an economy. People on higher incomes pay higher rates of income tax, allowing the government to use 

this money for transfer payments, community services and other types of social expenditure, which in 

particular assist people on lower incomes. Taxation and budgetary changes can affect income distribution 

significantly. 

Environmental Sustainability: 

 

 

 

 

 

MONETARY POLICY POLICY OUTCOMES POLICY IMPACT 

DEFINITION: 

Monetary policy involves 

action by 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 may be used to smooth 

the effects of fluctuations in 

the business cycle and 

influence the level of 

economic activity, 

employment and prices. 

Interest rate changes affect 

the economy through the 

monetary policy 

transmission mechanism, in 

which lower interest rates 

(loosening of monetary 

policy) would encourage 

increased consumer 

spending and business 

investment, raising the level 

of aggregate demand. High 

interest rates (tightening of 

monetary policy) would 

dampen aggregate demand 

by discouraging spending 

and business investment. 

Economic Growth: 

Downward pressure on interest rates through DMO makes borrowing cheaper for both consumers and 

businesses. Consumers often need to borrow to make major purchases such as housing and consumer 

durables. Similarly, businesses borrow tor the purposes of investment in capital, plant upgrades and 

expansions. In addition the interest rate they can obtain by investing in financial assets represents ar. 

opportunity cost of investing funds in the business for business owners. Thus, a fall in the level of interest 

rates should encourage borrowing by both businesses and consumers, leading to rising consumption and 

investment demand in the economy thus increasing the level of spending and raising the level of economic 

activity. Reduced interest rates also have an effect on businesses and consumers that already have loans 

since the cost of servicing existing loans becomes cheaper. This means that existing borrowers now need less 

money to service those loans, and this could lead to additional spending. 

Unemployment: 

The increase in aggregate demand, which results from lower interest rates will lead to either higher output 

and employment (if, for example, the economy. was previously in recession) or will spill over into higher 

prices and wages if the economy is close to full employment. 

Inflation: 

Higher interest rates � lowers inflation levels 

Lower interest rates � allows inflation/economic activity to increase 

CURRENT STANCE: External Stability: 
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As economic growth 

recovers (from the 2008 

GFC), monetary policy shifts 

back to neutral settings, 

with the cash rate rising to 

4.75% by late 2010 and 

remaining steady into 2011. 

Australia’s rapid return to 

strong growth and low 

unemployment sees the 

RBA focus containing 

inflationary pressures. 

The RBA’s current cash rate 

is at 3.5% (July 2012). 

A fall in the level of interest rates also discourages financial inflow into Australia and leads to a depreciation 

of the currency. A depreciation of the Australian dollar makes Australian goods relatively more competitive in 

both domestic markets (since imports are more expensive) and overseas markets. This unintended  

consequence of a fall in the level of interest rates also has the effect -stimulating aggregate demand and 

economic activity, and adding to inflation. 

Distribution of Income and Wealth: 

 

Environmental Sustainability: 

 

Microeconomic Microeconomic policies involve specific measures to improve the operation of firms, industries and markets, by achieving change at the 

level of individual firms and industry. These policies tend to influence the aggregate supply of the economy – that is, improving productivity 

and efficiency so that the overall level of supply may be increased. 

Microeconomic Policy POLICY OUTCOMES POLICY IMPACT 

DEFINITION: 

Microeconomic policy is 

taken by the government to 

improve resource allocation 

between firms and 

industries, in order to 

maximise output from 

scarce resources. 

Structural change involves 

changes in the pattern of 

production that reflect 

changes in technology, 

consumer demand, global 

competitiveness and other 

factors. It results in some 

products, processes and 

even entire industries 

disappearing, while others 

emerge. 

The main long term policy is 

to lift economic growth and 

living standards and address 

Australia’s external 

imbalance and relatively 

Economic Growth: 

The focus of supply side economics is the reduce business costs, which should have the effects of shifting the 

aggregate supply curve to the right – that is more goods and services should be provided at lower prices. 

Microeconomic policies are central to the government’s long term aim of addressing potential constraints on 

growth such as inflation and external balance. By reducing protection such as gradually phasing out tariffs, 

resource have been reallocated to Australia’s most efficient industries, allowing for improved international 

competitiveness by working on comparative advantages. For industries to become more competitive, and to 

justify the removal of protection, the government has taken to reforms of the labour market, as the core to 

increased productivity in the economy. 

Unemployment: 

Allocative efficiency refers to the economy’s ability to shift resources to where they are most valued and can 

be used most efficiently. Microeconomic policies have promoted efficiency in Public Trading Enterprises 

(PTEs) – Government Business Enterprises through corporatisation and privatisation. Corporatisation aims to 

encourage PTEs to operate independently from government as if they are private business enterprises. This 

involves eliminating political bureaucratic supervision and making public enterprise managers accountable 

for enterprise performance. Privatisation takes corporatisation a step further, by selling-off PTEs so that they 
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high inflation levels. become private enterprises, either in whole or in part. � increased structural unemployment short term, but 

increase economic output and reduce unemployment in the long term 

Inflation: 

Microeconomic reforms have been successful in generating structural changes in the Australian economy. 

Structural change involves the long-term adjustments in the pattern of production and output. The direct 

benefits of these reforms have been to reduce inflationary expectations and increase productivity and 

employment opportunities. � greater competition – lower prices 

CURRENT STANCE: 

Deregulation 

Reforms to public trading 

enterprises 

Competition policy 

Innovation and industry 

policy 

Environmental 

management 

Reducing protection 

Tax policy 

Labour market policy 

External Stability: 

Distribution of Income and Wealth: 

According to the Productivity Commission that because of lower prices and higher wages, the benefits of 

microeconomic policies have been evenly shared between workers and businesses.  

Environmental Sustainability: 

Environmental sustainability has been increasingly recognised as an important policy objective in the context 

of managing the economy. Environmental management policies such as targets, market-based police and 

regulations aim to improve environmental sustainability of the Australian economy. 

 


