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Evaluate the effectiveness of fiscal policy in achieving Australia’s economic objectives 

Fiscal policy is a macroeconomic policy that can influence resources allocation, redistribute income 

and reduce fluctuations of the business cycle. It is at the centre of economic management. Fiscal 

policy can influence the overall level of economic activity and can have a targeted impact on specific 

sections of the economy. The Budget is the principle instrument for the exercise of fiscal policy as it 

shows the government’s planned expenditure and revenue for the upcoming financial years. The 

role of fiscal policy has been highlighted through recent years and especially throughout the Global 

Financial Crisis in 2008-2009 and the period of economic recovery after that. Expansionary fiscal 

policy as implemented by the Rudd and Gillard governments has attempted to increase economic 

growth and reduce unemployment to counter the effects of the downturn in the international 

business cycle. The main economic objectives of the government’s economic policies are to achieve 

sustainable economic growth, reduce unemployment, encourage efficient resource allocation and 

promote equality in the distribution of income. 

The Global Financial Crisis of 2008-2009 provided an opportunity for fiscal policy to be successfully 

implemented upon the Australian history. As a result of the economic downturn, the government 

implemented a large fiscal stimulus to act as an immediate injection into the Australian economy. 

Examples of expansionary fiscal policy in action is the distribution of government handouts and 

medium term infrastructure investments such as the Building the School Education Revolution. The 

effect of the government’s fiscal stimulus as estimated by the Treasury is to add around 2% to 

Australia’s GDP in 2009 with the economy growing at around 1.4% instead of entering a recession of 

0.7% negative growth. The aims of fiscal policy have been the re-encourage investment into the 

economy and enhance an increase in private spending. Fiscal policy has been very effective in recent 

years in achieving Australia’s economic objectives. 

As a result of downturns in the international business cycle, there are impacts of the overall level of 

unemployment which often increases. By stimulating aggregate demand, expansionary fiscal policy 

assists in the reduction of cyclical unemployment. The Australian Treasury estimated that over 

200,000 employment opportunities were created as a result of their expansionary fiscal stance. 

Other budgetary measures have been developed in recent years to address some of the longer term 

challenges facing Australia’s labour market. The 2009-2010 Budget announced the restructuring of 

employment services with the implementation of the Job Services Australia framework to assist 

persons unemployed gain employment. Also in 2010-2011, through the Budget the government 

announced the creation of a new paid parental leave scheme which is designed to encourage greater 

workforce participation by providing financial assistance to mothers on leave several months after 

childbirth.  Fiscal policy therefore has had a strong impact in affecting the level of unemployment in 

the economy. 

Fiscal policy has the role of affecting the allocation of resources between different sections of the 

economy. This has been particularly evident during the financial crisis of the late 2000s with the 

government’s fiscal stimulus encouraging the utilisation of resources in sectors of the economy that 

would potentially generate new employment opportunities. Also the 2011-2012 Budget emphasised 

additional fiscal spending on training and education schemes which would be directed at drawing 

more resources into particular sectors of the economy. The implementation of the Clean Energy 
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Future Plan being an environmental initiative also works as fiscal policy to direct the resources and 

creation of new employment into the renewable energies sector. 

As macroeconomic and fiscal policies tend to act as automatic stabilisers in the economy, it also has 

to address the flaws of the free market price mechanism. The Global Financial Crisis led to an 

increase in unemployment levels and a decrease in income levels. Fiscal policy changes were 

designed to reduce unemployment and provide welfare payments resulted in a more equal 

distribution of income. The fiscal stimulus implemented in 2010 led to unemployment being below 

5% in 2011 reflecting the role that macroeconomic and fiscal policy played in sustaining economic 

growth and its ability to avoid a major recession in the economy. The increases provided to the aged 

pension reflect the need in the economy to provide lower income earners with a more even 

distribution of income. Also in 2011, the government’s decision to continue with the Education Tax 

Refund achieved the goal of increasing disposable incomes for lower income households. Fiscal 

policy objectives are achieved partly with taxation and government decisions with the redistribution 

of income. 

Overall the government has successfully used fiscal policy to achieve the economic objectives for 

Australia. The Global Financial Crisis provided the best backdrop and example of how fiscal policy 

can be effectively implemented to promote economic growth, reduce unemployment, reallocate the 

use of resources in the economy along with redistributing income amongst different sections of 

society. Australia being one of the few developed and advanced economies to avoid a recession 

during the Global Financial Crisis is evident that the government’s fiscal policies have been extremely 

effective in achieving the majority of its economic objectives. 


