
 

 

Discuss the continuing role of microeconomic reform in achieving Australia’s economic 

objectives. (HSC 2015) 

 

Microeconomic reform refers to policy initiatives by the government to increase the level of 

competition and efficiency in product and factor markets. It plays a highly integral role in 

hastening structural change to increase productivity (the level of output per unit of input) 

and therefore ensuring resources are allocated to their most efficient uses. Production costs 

for firms will therefore fall, which releases inflationary pressures and increases the 

international competitiveness of Australian industries. Following this, stronger trade 

performance will contribute to sustained economic growth which increases the real 

purchasing power of income and therefore improve the overall standard of living. Evidently, 

the continued use of microeconomic reform is crucial to help Australia achieve its economic 

objectives of sustained growth and full employment over the long term.  

 

During the 1980s, the government’s enactment of extensive national competition 

contributed greatly to economic performance, making many product markets more 

intensely competitive and raising GDP by $25 billion. Deregulation of the financial system 

resulted in extensive structural change across many industries, and involved floating the 

Australian Dollar, the removal of the RBA’s direct monetary controls over banks and the 

removal of barriers to foreign banks entering Australia. Deregulation accrued huge benefits 

to the economy, creating a more competitive environment for many financial services thus 

enabling consumers and businesses to pay lower prices for access to finance. Further, the 

Whitlam Government’s strategic decision to dismantle trade protection through a 25% 

across-the-board tariff cut in 1973 marked the beginning of trade liberalisation, another 

past example of microeconomic reform which forced local industries to develop innovation 

and efficiency necessary for Australia to be competitive in global markets. The introduction 

of ‘competitive neutrality’, the principle that state-owned and private businesses operate 

on a level playing field to eliminate resource allocation distortions, also prompted key 

reforms such as the privatisation of public corporations. For example, prior to the 

privatisation of Telstra, which had operated as a monopoly, consumers were often exploited 

on the quality and price of their services. However, since its privatisation and the 

introduction of many other telecommunications companies, consumers have enjoyed wider 

choice and lower, more competitive prices. This reflects the success of microeconomic 

reform in improving the economy’s level of efficiency as well as reduce real unit labour cost 

for producers in the long term. The prohibition of anti-competitive activities under the 

National Competition Policy was also successful in promoting efficiency through resource 

allocation and thereby greater competitiveness on global markets. These significant reforms 

have contributed greatly to Australia’s economy growth mainly through increasing trade 

volumes, reflected in the 9.8% increase in trade value during the 1980s to 1990s, and with 

two-way trade now worth $673 billion in 2016.   

 



 

 

More recently however, a major area of microeconomic reform has been taxation reform 

which contributes to the objectives of sustained growth through increased competitiveness 

and lower production costs. A priority for the Australian economy is to reduce the costs 

associated with government ‘red tape’, which currently costs $180 billion annually, and 

does not contribute to any productivity, representing a wastage of resources. As per 

recommendations outlined in the OECD Summary (2016), current priorities for tax reform 

also include a shift away from corporate income taxes and other inefficient taxes such as 

sales and duty tax. In the 2016-17 Budget, the company tax rate for those with an annual 

turnover of less than $2m will be lowered from 28.5% to 27.5%. The implementation of the 

Diverted Profits Tax is also crucial in attempting to satisfy the objective of increased growth 

since it aims to prevent multinational corporations shifting profits made in Australia 

offshore to avoid paying tax. Recent reform has also included increasing tax incentives for 

‘Research and Development’ on capital, by combining an eligibility threshold with an 

increase in the expenditure cap. By reducing unnecessary costs which lowers inflationary 

pressures and placing a greater emphasis on ensuring the economy is better prepared to 

engage with capital deepening in the long term, microeconomic taxation reform will 

contribute to the greater objective of sustained economic growth.  

 

While the government continues to build upon its past success of microeconomic reform 

policy, it must be acknowledged that the benefits of microeconomic reform have stalled due 

to a decline in multi-factor productivity in recent years. This has greatly hindered the 

economy’s ability to achieve its economic objective of full employment (labour force 

unemployment rate of 4.5%). Recent trends in reduced productivity are attributed to 

reduced business investment into capital, a widespread decision which in itself has been 

fuelled by weakened global consumer demand. In order for the Australian economy to reap 

the benefits of microeconomic reform and work toward its objective of full employment, 

current and prospective reforms to the labour market have been implemented with the aim 

of generating growth by stimulating consumer demand. For example, the expansion of the 

Youth Jobs PATH program (2017 Budget) aims to reduce youth unemployment through 

voluntary internships and employability skills training. 

 

Overall, microeconomic reform has had a significant role in ensuring Australia continually 

achieves and sustains its main economic objective of economic growth through large 

improvements in international competitiveness. While such growth has certainly generated 

increased employment opportunities and expanded the labour force, in recent years,  the 

benefits of microeconomic reform have diminished, due to lower productivity meaning 

firms cannot make the best use of structural change. It is only in first targeting the current 

weakened levels of demand that the economy is able to respond with increases in output 

that productivity will improve, thereby signalling the continued success of microeconomic 

reform in helping Australia meet its main economic objectives.  

  


