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Current Economic Conditions in Australia 

  

Section 1 

  

Economic Growth 

Figure 1. Economic Growth Major Indicators 

http://www.tradingeconomics.com/australia/indicators 

  

  

Figure 2. GDP Growth (10 Years) 

http://www.rba.gov.au/chart-pack/pdf/chart-pack.pdf?v=2017-02-26-11-05-28 

  

Economic growth refers to the increase in the volume of goods and services produced in an economy, 

measured by the annual change in real GDP. The target sustainable rate of growth is 3-4%. 

  

Figure 3. September GDP breakdown 

http://www.abs.gov.au/ausstats/abs@.nsf/mf/5206.0?opendocument&ref=HPKI 

  

  

Figure 4. Real GDP comparison 

http://budget.gov.au/2016-17/content/glossies/overview/html/overview-01.htm 

  

Although since 2012 the GDP growth rate has averaged 2.6% (figure 2.) and this is below the 

target range, Australian GDP growth has been well above average in comparison to the OECD 

average (Figure 4). 

In 2011-12 Australia recorded a trade surplus of $3.6 billion with China[1], furthered by a strong 

increase in consumer sentiment from 90 index points to the running average of 100 (Figure 5) 

and signifying positive consumer expectations. The combination of these led to a growth 

rebound to 3.6%. 

During 2012-13 the growth rate for Australia reduced from 4% to 2.5% due to a slowdown in the 

mining boom – largely due to a shift in China’s economy from resource orientated to consumer 

driven.[2] – which reduced both business investment and consumer spending. 

http://www.tradingeconomics.com/australia/indicators
http://www.tradingeconomics.com/australia/indicators
http://www.rba.gov.au/chart-pack/pdf/chart-pack.pdf?v=2017-02-26-11-05-28
http://www.rba.gov.au/chart-pack/pdf/chart-pack.pdf?v=2017-02-26-11-05-28
http://www.abs.gov.au/ausstats/abs@.nsf/mf/5206.0?opendocument&ref=HPKI
http://www.abs.gov.au/ausstats/abs@.nsf/mf/5206.0?opendocument&ref=HPKI
http://budget.gov.au/2016-17/content/glossies/overview/html/overview-01.htm
http://budget.gov.au/2016-17/content/glossies/overview/html/overview-01.htm
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Post 2011, Australian terms of trade has been steadily decreasing from 136.60 Index points to 

around 88 Index points at the end of 2016, this signifies the shift in export demand, particularly 

due to the shift in China’s economy in 2012-13, and has impacted growth. However, in the third 

quarter of 2016 terms of trade in Australia increased to 93.90 index points[3] signifying a 

possible positive shift in the trade accounts due to an increase in global commodity prices and 

the transition to service based industries which are in increasing demand in China. [4] 

The Australian economy was subjected to its first contraction since March 2011 in the 3rd quarter of 2016, 

unexpectedly shrinking 0.5%. (Figure 3 provides breakdown). 

  

Figure 5. Australian Consumer Confidence Index 

http://www.tradingeconomics.com/australia/consumer-confidence 

Economic growth is largely being supported by increased household spending (The Westpac-

Melbourne Institute Consumer Sentiment Index for Australia rose 2.3 percent to 99.6 in February 

2017) made possible due to the consistent increase in disposable personal income since 2014 

(Figure 6). 

  

  

  

Figure 6. Australian Disposable Personal Income 

http://www.tradingeconomics.com/australia/disposable-personal-income 

Inflation 

  

Inflation is a sustained increase in general price levels in an economy- the preferred measure of inflation 

in Australian is the percentage change in the Consumer Price Index which summarises the movement in 

prices of a basket of goods and services. Since 1996, the inflation target rate is 2-3%. 

  

Between 1996 and 2016, headline and underlying inflation rates have averaged 2.6% and 2.8% 

respectively. (Figures 7 and 8) 

Figure 7. Consumer Price Inflation Trend 

http://www.rba.gov.au/chart-pack/pdf/chart-pack.pdf?v=2017-02-26-11-05-28 

http://www.tradingeconomics.com/australia/consumer-confidence
http://www.tradingeconomics.com/australia/consumer-confidence
http://www.tradingeconomics.com/australia/disposable-personal-income
http://www.tradingeconomics.com/australia/disposable-personal-income
http://www.rba.gov.au/chart-pack/pdf/chart-pack.pdf?v=2017-02-26-11-05-28
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The GFC of 2007-08 resulted in demand-pull and cost-push inflation being significantly reduced. A 

reduction in consumer confidence, business investment and demand for labour resulted in a reduction in 

CPI inflation rate to below 2% (Figure 7 & 8). The recovery of economic growth. 

  

After the GFC of 2008 inflationary pressures eased due to the economic downturn. However, at the 

beginning of 2011 the large increases in prices for fruit, vegetables[5] and fuel[6] led to increased 

inflationary pressures due to cost pull inflation. 

  

Since 2012 wage growth has been slowing (Figure 9), easing domestic inflationary pressures, and the 

inflation rates of many advanced economies has been below 2% if not close to zero [7], easing imported 

inflationary pressures. Further, due to the repealing of the carbon tax in 2014 and spare labour capacity 

there has been reduced cost-push inflationary pressures on account of reduced cost of factors of 

production. 

Figure 8. Underlying Inflationary Trends 

http://www.rba.gov.au/chart-pack/pdf/chart-pack.pdf?v=2017-02-26-11-05-28 

  

With house prices increasing only 1.5% in recent quarters in comparison to the 14 year average of 

1.69%[8], the slowing housing sector- which has maintained strong economic growth since the mining 

boom- will put downward pressure on inflation. 

Figure 9. Wage Growth 

http://www.tradingeconomics.com/australia/wage-growth 

  

  

Currently the inflation rate is at 1.5%, which is below optimum level, due to low economic growth, low 

imported inflationary pressures and low wage growth (Figure 9). 

  

  

  

  

  

  

  

  

http://www.rba.gov.au/chart-pack/pdf/chart-pack.pdf?v=2017-02-26-11-05-28
http://www.rba.gov.au/chart-pack/pdf/chart-pack.pdf?v=2017-02-26-11-05-28
http://www.tradingeconomics.com/australia/wage-growth
http://www.tradingeconomics.com/australia/wage-growth
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Unemployment 

  

Unemployment refers to the number of people who are out of work but in the labour force and are 

actively seeking employment. The target for band is currently 4-6% (full employment/NAIRU). Since 

2010 the unemployment rate has averaged between 5-6% and as such Australia has had a lower rate of 

unemployment than most industrialised economies[9], a result of Australia’s sustained economic growth. 

The inverse relationship between GDP growth and unemployment levels is such that higher levels of 

GDP growth were accompanied by a decrease in unemployment rate (Figure 10. 

Figure 10. Unemployment Rate vs GDP Growth 

http://www.rba.gov.au/speeches/2015/sp-ag-2015-03-11.html 

  

Due to a severe recession during the early 1990’s Australia suffered a burgeoning unemployment level, 

peaking in 1993 at 10.7%. In the following 15 years, unemployment saw a gradual downward trend, 

falling to 4% in 2008. Due to the GFC unemployment rose 2% during 2008-09, however a quick recovery 

in growth meant unemployment was back down to 5% by 2010. (Figure 11) 

Figure 11. Australian Unemployment (40 Year snapshot) 

http://www.tradingeconomics.com/australia/unemployment-rate 

  

In 2012-13 the slowdown in the mining boom- transitioning to a less labour-intensive phase-  increased 

unemployment to 5.8% [10] (Figure 12) 

Figure 12. Australian Unemployment (5 Year Snapshot) 

http://www.tradingeconomics.com/australia/unemployment-rate 

  

There was a sharp spike in unemployment at towards the end of 2015 and beginning of 2016, increasing 

to 6.4% in February(Figure 12)[11], this was primarily due to a slump in the manufacturing sector and 

business investment sector (which dropped 10 index points at the beginning of 2015)[12]. As labour is a 

derived demand, the decrease in transport and logistical sectors subsequently decreased demand for 

labour. This was also paralleled by a sharp increase in youth unemployment during this period, peaking at 

14.5% mid 2015[13]. This period was also defined by sharp decrease in productivity during the middle of 

http://www.rba.gov.au/speeches/2015/sp-ag-2015-03-11.html
http://www.rba.gov.au/speeches/2015/sp-ag-2015-03-11.html
http://www.tradingeconomics.com/australia/unemployment-rate
http://www.tradingeconomics.com/australia/unemployment-rate
http://www.tradingeconomics.com/australia/unemployment-rate
http://www.tradingeconomics.com/australia/unemployment-rate
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2015 (Figure 13), which in turn was a dominant factor in sharp increase in Labour costs- increasing from 

101 index points to 102.5 during the 2015 period.[14] 

  

  

Figure 13. Labour Force Productivity. 

http://www.tradingeconomics.com/australia/productivity 

  

  

  

  

  

Income Distribution 

  

Income inequality refers to the degree to which income is unevenly distributed amongst the population in 

an economy. Although income and wealth inequality is below countries such as the US and UK, it is in 

fact above the OECD average (See Figure 14).[15] 

  

  

Figure 14. Australian Gini Coefficient vs. OECD Countries 

http://www.acoss.org.au/wp-content/uploads/2015/06/Inequality_in_Australia_FINAL.pdf 

  

Figure 15. Income and Wealth Distribution Summation 

http://www.businessinsider.com.au/infographic-heres-a-breakdown-of-australias-wealth-distribution-

2016-6 

  

There is significant inequality in the distribution of wealth and income- the top quartile earning 49% and 

62% respectively in contrast to the bottom quartile earning 4% and 0.9% respectively. (Figure 15). 

  

Between 1985 and 2010, real wages increased by 50% on average, however only by 14% for 

those in the bottom 10% in stark contrast to a 72% increase for the top 10%. Since peaking in 

2010 at 4%, wage growth has steadily declined, currently holding out at 2%. (Figure 16).[16] 

This has meant that whilst income inequality has remained relatively stable, with the Gini 

http://www.tradingeconomics.com/australia/productivity
http://www.tradingeconomics.com/australia/productivity
http://www.acoss.org.au/wp-content/uploads/2015/06/Inequality_in_Australia_FINAL.pdf
http://www.acoss.org.au/wp-content/uploads/2015/06/Inequality_in_Australia_FINAL.pdf
http://www.businessinsider.com.au/infographic-heres-a-breakdown-of-australias-wealth-distribution-2016-6
http://www.businessinsider.com.au/infographic-heres-a-breakdown-of-australias-wealth-distribution-2016-6
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Coefficient at around 0.61 in 2014, wealth inequality has increased - as the top quintile relies on 

avenues of wealth outside of income. (Figure 17) 

  

Figure 16. Wage Price Index Growth 

http://www.acoss.org.au/wp-content/uploads/2015/06/Inequality_in_Australia_FINAL.pdf 

  

Figure 17. Distribution of Wealth by Asset Type 

http://www.acoss.org.au/wp-content/uploads/2015/06/Inequality_in_Australia_FINAL.pdf 

  

  

The majority of trends in the distribution of income reflect differences in age, qualifications, gender, 

occupation, ethnic background and location. 

Gender slightly skews income quintile, with females slightly more in the bottom quartile and slightly less 

in the top (Figure 18). Migrants from English speaking countries have a larger percentage in the top 

income quintile compared to Australian born, reflecting the larger proportion of highly skilled and 

professionally qualified migrants among this group. (Figure 19). 

  

 

 

  

Figure 18. Income Quintile vs. Gender 

http://www.acoss.org.au/wp-content/uploads/2015/06/Inequality_in_Australia_FINAL.pdf 

Figure 19. Income Distribution vs. Ethnicity 

http://www.acoss.org.au/wp-content/uploads/2015/06/Inequality_in_Australia_FINAL.pdf 

  

Inequality between different regions in Australia has become a significant issue. Inequality exists both 

between different states, and between major cities and regional. (Figure 20) 

Figure 20. Comparison of Income distribution vs. Capital cities and 

Income Distribution vs. Regional areas 

http://www.acoss.org.au/wp-content/uploads/2015/06/Inequality_in_Australia_FINAL.pdf 

  

  

  

http://www.acoss.org.au/wp-content/uploads/2015/06/Inequality_in_Australia_FINAL.pdf
http://www.acoss.org.au/wp-content/uploads/2015/06/Inequality_in_Australia_FINAL.pdf
http://www.acoss.org.au/wp-content/uploads/2015/06/Inequality_in_Australia_FINAL.pdf
http://www.acoss.org.au/wp-content/uploads/2015/06/Inequality_in_Australia_FINAL.pdf
http://www.acoss.org.au/wp-content/uploads/2015/06/Inequality_in_Australia_FINAL.pdf
http://www.acoss.org.au/wp-content/uploads/2015/06/Inequality_in_Australia_FINAL.pdf
http://www.acoss.org.au/wp-content/uploads/2015/06/Inequality_in_Australia_FINAL.pdf
http://www.acoss.org.au/wp-content/uploads/2015/06/Inequality_in_Australia_FINAL.pdf
http://www.acoss.org.au/wp-content/uploads/2015/06/Inequality_in_Australia_FINAL.pdf
http://www.acoss.org.au/wp-content/uploads/2015/06/Inequality_in_Australia_FINAL.pdf
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Section 2 

  

The key priority of economic policy is maintaining a steady rate of economic growth, estimated to be 3-

3.25% of GDP. Other goals are aiming for a lower level of unemployment- in accordance with the 

NAIRU level- and subsequently lowering the NAIRU level; reducing the budget deficit and maintaining 

investor confidence; keeping inflation stable (2-3%); increasing long term productivity and rate of 

growth; and improving distribution of income. 

Theses objectives are achieved through effective implementation of macro economic policies- fiscal and 

monetary policy- and microeconomic policies. 

  

Fiscal Policy 

  

Fiscal Policy is a macroeconomic policy that is used to influence resource allocation, redistribute income 

and reduce the fluctuations of the business cycle- it does his through the instruments of government 

spending and taxation and the Budget outcome (the government's planned expenditure and revenue for 

the next financial year). Fiscal Policy has changed drastically over the last decade. To counter the impact 

of the GFC and prevent a recession, the government aggressively used fiscal policy - This can be seen in 

the figure below where in the immediate aftermath of the GFC (2008-2010) net debt to GDP increased by 

around 5%. Whilst this was successful, it has since played a much smaller role as the focus has been on a 

medium term goal of gradually reducing the budget deficit and is “committed to… achieving a 

sustainable surplus.” (Commonwealth Budget 2016-17).[17] This has meant that the government has 

been attempting to implement policies in order to achieve a contractionary budget outcomes since 2010, 

however due to the fact many were deemed “unfair impact on distribution of income, requiring low 

income to shoulder too much of the burden of reducing the deficit” (Tim Dixon Australia in the Global 

Economy.) this has been extremely difficult and a source of much political controversy. 

  

Thus the RBA has had to shoulder the majority of the work when it comes to stimulating demand- their 

expansionary monetary policy is attempting to offset the lack of demand induced by the government’s 

contractionary policy. 

  

  

Figure 21. Australian net debt to GDP ratio 
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http://budget.gov.au/2016-17/content/myefo/html/index.htm 

  

The Budget outcome is influenced by two key factors; Discretionary changes in fiscal policy and non-

discretionary changes in fiscal policy which influence through deliberate changes and automatic 

stabilisers, the structural component of the budget outcome and the cyclical component of the budget 

outcome respectively. 

  

The Budget priorities have largely shifted to supply-side policies; boosting small business investment, 

workforce participation and infrastructure investment. The ten -year plan to reduce company tax from 

30% to 25% by 2026-27 will lead to an increase in Budget deficit by around $16 billion per year (estimate 

from Deloitte Access Economics) however will also lead to an increase GDP by 1% due to predicted 

increase in business investment, thus keeping with the slightly contractionary stance (Figure 21). 

Therefore, whilst the contractionary stance will reduce aggregate demand (AD) and thus economic 

growth in the short term (Figure 22).  The implementation of supply side policies will increase aggregate 

supply (AS) in the long term and increase the steady rate of economic growth in the long term (Figure 

23). 

  

Figure 22. Effect of Expansionary/Contractionary Fiscal Policy on AD 

http://figures.boundless-cdn.com/21065/full/expansionary-fiscal-policy.jpe 

  

Figure 23. Increase in AS effect on GDP. 

http://www.harpercollege.edu/mhealy/eco212/lectures/asad/asad.htm 

  

The 2015-16 Budget implemented a range of new child care measures, $3.5 billion over 5 years, in order 

to remove obstacles preventing parents from returning to work (Increasing participation rates). The 

introduction of the Youth Employment Package the centre piece of which is the Youth Jobs PaTH at $752 

million was in response to the spike in unemployment levels during the 2014-15 period. The overall 

unemployment rate decreased, youth unemployment decreased also during this period[18]. (Figure 12). 

Expenditure has turned to two key areas- education and defence; the 2016-17 Budget included a $30 

billion increase in defence spending over ten years. The Government still has a significant influence on 

long-term resource allocation through regulations, tax concession and exemptions. For example, the 

2016-17 Budget contained measure to reduced cost of tax concessions for superannuation- forecasted to 

cost over $50 billion by 2018-19. A tax increase and a subsidy implementation would decrease demand 

and increase demand for a good respectively (Figures 24.1 and 24.2) 

http://budget.gov.au/2016-17/content/myefo/html/index.htm
http://budget.gov.au/2016-17/content/myefo/html/index.htm
http://figures.boundless-cdn.com/21065/full/expansionary-fiscal-policy.jpe
http://figures.boundless-cdn.com/21065/full/expansionary-fiscal-policy.jpe
http://www.harpercollege.edu/mhealy/eco212/lectures/asad/asad.htm
http://www.harpercollege.edu/mhealy/eco212/lectures/asad/asad.htm
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Figure 24.1. Effects of a Subsidy 

https://image.slidesharecdn.com/producerandconsumersubsidies-131124121351-phpapp01/95/producer-

and-consumer-subsidies-15-638.jpg?cb=1385295336 

Figure 24.2. Effects of a Tax 

https://image.slidesharecdn.com/taxessubsidieswelfareeffects-130509044246-phpapp02/95/welfare-

effects-of-taxes-and-subsidies-4-638.jpg?cb=1368074616 

  

If fiscal policy becomes more expansionary in conjunction, with the present expansionary stance of 

monetary policy then consumer confidence will grow, demand will increase and unemployment decrease- 

leading to more economic growth and higher inflation rates. The subsequent increase in debt to GDP ratio 

– the result of expansionary fiscal policy- is not unreasonable due to the low level of debt relative to 

OECD countries (Figure 25). 

  

Figure 25. Australian Net Debt Comparison 

http://theconversation.com/factcheck-how-strong-is-australias-economy-16716 

  

  

  

  

  

  

  

  

  

  

  

  

  

  

Monetary Policy 

  

Monetary Policy involves action by the Reserve Bank of Australia (RBA), on behalf of the government, 

to influence the cost and availability of money in the economy. It is a macroeconomic policy whose main 

instrument is domestic market operations (DMO) (Figure 26.1 & 26.2). The two stances of monetary 

https://image.slidesharecdn.com/producerandconsumersubsidies-131124121351-phpapp01/95/producer-and-consumer-subsidies-15-638.jpg?cb=1385295336
https://image.slidesharecdn.com/producerandconsumersubsidies-131124121351-phpapp01/95/producer-and-consumer-subsidies-15-638.jpg?cb=1385295336
https://image.slidesharecdn.com/taxessubsidieswelfareeffects-130509044246-phpapp02/95/welfare-effects-of-taxes-and-subsidies-4-638.jpg?cb=1368074616
https://image.slidesharecdn.com/taxessubsidieswelfareeffects-130509044246-phpapp02/95/welfare-effects-of-taxes-and-subsidies-4-638.jpg?cb=1368074616
http://theconversation.com/factcheck-how-strong-is-australias-economy-16716
http://theconversation.com/factcheck-how-strong-is-australias-economy-16716
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policy are expansionary and contractionary which reflect the impact on economic growth, they are 

achieved through loosening of monetary policy (reduced interest rates) and the tightening of monetary 

policy (increased interest rates) respectively. 

  

  

Figure 26.1 Quantity of Money vs Interest Rates 

http://www.economicsdiscussion.net/money/money-market-equilibrium/money-market-equilibrium-in-an-

economy-with-problems/10500 

  

Figure 26.2 Monetary Policy Implementation 

http://www.yourarticlelibrary.com/economics/money/importance-of-monetary-policy-for-economic-

stabilization-with-diagrams/38097/ 

  

There are 6 main factors used to explain the stance of monetary policy and its effectiveness; the low 

inflation objective (between 2-3%); Low Inflationary expectations; labour costs (wage growth below 

4.5% p.a.); economic growth; lower unemployment; and pre-emptive action for external factors. 

  

Figure 27. Cash Rate History 

http://www.rba.gov.au/statistics/cash-rate/  

  

During the early 2000’s monetary policy was tightened to deal with the inflationary consequences of a 

depreciated exchange rate and the introduction of the Goods and Services Tax, which led to cost-push 

inflationary pressures and an inflation rate of 6% in 2001. To counter inflationary pressures the cash rate 

was increased to 6.25% (Figure 27).[19] 

  

The mid 200’s saw an expansionary monetary policy in order to support growth during a mild downturn, 

this was followed by gradually increasing interest rates as inflationary pressures increased due to a 

commodity boom and global economic upturn. (Figure 27). 

  

In 2008-09, in order to prevent the Global Financial Crisis severely impacting Australia, the RBA pre-

emptively cut the cash rate to a 50-year low of just 3 (Figure 27). After the crisis eased in 2009-11, 

largely due to effective fiscal and monetary policy, the RBA once again focused on containing 

inflationary pressures due to the strong mining sector growth with the cash rate rising to 4.75% at the end 

of 2010. 

http://www.economicsdiscussion.net/money/money-market-equilibrium/money-market-equilibrium-in-an-economy-with-problems/10500
http://www.economicsdiscussion.net/money/money-market-equilibrium/money-market-equilibrium-in-an-economy-with-problems/10500
http://www.yourarticlelibrary.com/economics/money/importance-of-monetary-policy-for-economic-stabilization-with-diagrams/38097/
http://www.yourarticlelibrary.com/economics/money/importance-of-monetary-policy-for-economic-stabilization-with-diagrams/38097/
http://www.rba.gov.au/statistics/cash-rate/
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Since 2011, Monetary policy has become expansionary, with the cash rate falling to 2.5% in 2013 and 

then to 1.5% in May 2016. This is in response to a slow down in economic growth- figure 2- falling 

inflation – figure 7- and the contractionary fiscal policy adopted by the government. 

  

However, current reductions in the cash rate are becoming less effective, the marginal benefit of monetary 

policy is in effect decreasing (Figures 28/29). The cash rate is currently at 1.5% - a record low – yet 

economic growth is still low. This is due to the possible liquidity trap- a preference in liquid assets as 

opposed to non-liquid assets makes attempts to increase money supply ineffective- impeding the 

efficiency of monetary policy. 

  

Private demand is intrinsically linked with economic growth and as such the RBA has effectively changed 

the cash rate accordingly in order to respond to fluctuations in consumer demand due to the inverse 

relationship between interest rates and demand. (Figures 28/29) 

Figure 28. Interest Rates Vs Private Demand 

http://www.rba.gov.au/education/monetary-policy.html 

Figure 29. Inflation vs GDP growth vs Cash Rate. 

http://www.rba.gov.au/education/monetary-policy.html 

  

Figure 29 depicts the proportional relationship between the cash rate and inflation- The RBA believes 

Australia will achieve higher economic growth in the long run if interest rates are raised when inflationary 

pressures increase (and conversely). [20] As such it is clear that monetary policy has been implemented 

effectively in the past 20 years in response to inflationary pressures and in order to maintain GDP growth 

(figure 29.) 

  

  

Figure 30. Unemployment Rate Vs Cash Rate 

https://grdc.com.au/Research-and-Development/GRDC-Update-Papers/2015/08/Farming-and-the-

numbers-what-farmers-should-know-about-the-economy 

  

Sometimes in order to achieve the other objectives of low inflationary pressures and stable economic 

growth the RBA has to increase the cash rate which affects the unemployment rate due to the directly 

proportional relationship between the cash rate and unemployment rate (Figure 30). 

  

http://www.rba.gov.au/education/monetary-policy.html
http://www.rba.gov.au/education/monetary-policy.html
http://www.rba.gov.au/education/monetary-policy.html
http://www.rba.gov.au/education/monetary-policy.html
https://grdc.com.au/Research-and-Development/GRDC-Update-Papers/2015/08/Farming-and-the-numbers-what-farmers-should-know-about-the-economy
https://grdc.com.au/Research-and-Development/GRDC-Update-Papers/2015/08/Farming-and-the-numbers-what-farmers-should-know-about-the-economy
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Microeconomic Policy 

  

Microeconomic policies are policies aimed at individual industries in order to increase aggregate supply 

by improving efficiency and productivity of producers and thus increase the level of sustainable growth in 

Australia- an increase in aggregate supply leads to an increase in GDP (Figure 31). Microeconomics is 

closely associated with structural change- changes in the pattern of production. 

  

  

Figure 31. Increase in AS effect on GDP. 

http://www.harpercollege.edu/mhealy/eco212/lectures/asad/asad.htm 

  

The overall aim of microeconomic reform is to encourage the efficient operation of markets; the product 

and factor markets work more efficiently if there is greater competition. This competition results in 

allocative efficiency- a more efficient allocation of resources through interaction of supply and demand 

(Figure 32); Technical efficiency- maximum level of outputs for given input quantity; and dynamic 

efficiency- the ability to shift resources between industries dependant on consumer demand. 

                                              

  

  

Figure 32. Interaction of supply and demand to allocate resources 

http://www.econweb.com/MacroWelcome/sandd/notes.html 

  

The shift towards industry deregulation since the 1980’s has seen extensive structural change across many 

industries. Productivity growth reached record levels in the 1990s – labour productivity growth increased 

from an average of 1.2% per year in the 1980s to 2.3% per year in the 1990s (Figure 33). The 

Productivity Commission in 1999 stated that this uplift in labour productivity was due to factors like 

lower trade barriers, domestic de-regulation and pro-competition regulation (National Competition 

Policy), improvements in technology and business deregulation and a move towards enterprise bargaining 

agreements[21]. 

  

The effects of the deregulation of the early 1980’s were strongest felt in the financial sector- due to the 

floating of the Australian dollar, the removal of the Reserve banks direct monetary control over banks and 

the removal of barriers to foreign banks entering the market; the agricultural sector – over the past 15 

years farm production has increased by 36%; transport industries – the ending of the Two airline policy in 

http://www.harpercollege.edu/mhealy/eco212/lectures/asad/asad.htm
http://www.harpercollege.edu/mhealy/eco212/lectures/asad/asad.htm
http://www.econweb.com/MacroWelcome/sandd/notes.html
http://www.econweb.com/MacroWelcome/sandd/notes.html
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1990 and the establishment of the Rail Track Corporation in 1997; telecommunications industries (Where 

prices have dropped over 50% since 1990)- through the rollout of the National Broadband Network and 

the opening up to competition in the 1990’s (previously monopolised by Telstra). The reforms to public 

trading enterprises (PTE’s)- through corporatisation, such as Energy Australia and Sydney Water 

corporation, and privatisation, such as Telstra- achieved a rate of return on assets comparable to private 

sector companies and promoted efficiency. (Figure 34). 

  

In recent years, labour market deregulation resulted in sustained labour productivity where the 

productivity growth of 2.5% was 0.4% higher than the annual growth rate during the 1990s growth 

period. It has been estimated by the Productivity Commission that Australia’s GDP growth was 2.5% 

with growth of 2.5% higher in 2005/06, due to National Competition Reform of the 1990s. 

  

Figure 33. Labour Productivity 

http://www.tradingeconomics.com/australia/productivity 

Figure 34. Review of Productivity Growth 

https://www.rba.gov.au/publications/confs/2000/pdf/forsyth.pdf 

  

The Rudd/Gillard government focused on harmonising the regulations between states and territories 

through the Council of Australian Governments Reform Agenda but such reforms had such poor up-takes 

by state governments that the costs in fact exceeded the benefits. 

  

The Abbott Government of 2013 saw a shift in microeconomic policy such as reduced industry support – 

the refusal to provide assistance to the car industry-  and the Competition Policy Review where “the 

Review suggests that reform is not only overdue… but critical to improving Australia’s productivity 

performance and to sustaining our living standards into the future.”[22] 

  

The Turnball Government endorsed 39 out of 56 of these recommendations made by the Competition 

Policy Review. However, it is important to recognise the time lags and limitations involved. The political 

conflict with regards to microeconomic policy has meant that not many policies have effectively been 

implemented in the past 10 years and rather the economy is still piggybacking off the microeconomic 

reforms of the 1980/90’s. 

  

http://www.tradingeconomics.com/australia/productivity
http://www.tradingeconomics.com/australia/productivity
https://www.rba.gov.au/publications/confs/2000/pdf/forsyth.pdf
https://www.rba.gov.au/publications/confs/2000/pdf/forsyth.pdf
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It is through structural reform that economic growth will continue in Australia – the shift from the mining 

boom to service industries- as producers shift from commodity based to service based industries 

particularly to accommodate shifting Chinese growth and demand patterns. 

  

Evaluation 

The current macroeconomic policy mix is not effectively maintaining stable growth as seen by the low 

interest rates of monetary policy and contractionary stance of fiscal policy despite low economic growth. 

Further the implementation of reform for long term growth is lacking due to political conflict and short-

termism. Due to current uncertainty regarding the effect of monetary policy and the liquidity trap, it is 

important for fiscal policy to become more expansionary, especially given Australia’s advantageous 

position in reference to debt position. And although short-term budget consolidation is attractive to 

politicians due to election promises concerning a surplus, it is economically unsound as it places pressure 

on monetary policy, when in theory, both fiscal and monetary policy should be working in conjunction to 

stimulate growth. 
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