
 
2011 – How does fiscal policy affect economic activity and income distribution in the Aust 
eco? See stimulus. 
 

 
Fiscal policy is a counter-cyclical macroeconomic policy that influences resource allocation, the 
distribution of income and aims to reduce the fluctuations of the business cycle in order to achieve a 
sustainable rate of economic growth and a fiscal balance. Through discretionary and cyclical 
changes the govt has achieved a deficit of 18bn (1.1% of GDP) in 2013/14, which will have a 
multitude of implications on economic activity and income distribution in both the short and long 
term.  
 
The govt’s delivery of an 18bn deficit (1.1% of GDP) in 13/14 reflects a mild contractionary stance 
from a deficit of 19.4bn (1.3% of GDP) in the current financial year of 12/13. This considerable 
turnaround from an expected surplus of 1.5 bn in 12/13 can be attributed to revenue write-downs of 
17 bn in 12/13 due to an unsustainably high dollar and falling TOT that have weighed on business 
investment and corporate profits. However, due to savings of $43bn until 16/17 and the operation of 
automatic stabilisers the govt is expected to deliver consolidation of 0.5% of GDP/year on average, 
and thus, reach an underlying fiscal surplus in 16/17 of 6.6bn (0.4% of GDP). This net consolidation 
in order to achieve fiscal sustainability in the long term, is likely to adversely affect AD (C+I+G+X-M) 
in the domestic economy, as shown through the reverse multiplier effect, as a decline in the level of 
GE will result in a multiplied effect of reduced investment throughout the economy, in turn 
contracting national income. 
 
The govt has addressed key economic indicators of growth and income distribution through 
numerous discretionary changes in this financial year’s budget. The establishment of DisabilityCare 
Australia has been funded by a 19.3 bn investment over 7 years, in which an increase in the 
Medicare Levy of 0.5% to 2% will raise 20.4 bn revenue to fund this between 14/15 and 18/19. This 
initiative aims at delivering individualised support and choice to disabled people, in which govt 
intervention is integral, as no free market would provide an adequate standard of care for the 
disabled. In turn, this policy directly targets the inequality experienced by the disabled and provides 
a long term solution that will raise the quality of life and associated levels of utility in the domestic 
economy.  
 
Additionally, this budget has implemented another major social reform that will positively contribute 
to economic growth and a more equitable society, through the National Plan for School 
Improvement initiative that invests 9.8bn over 6 years to allow for the standardisation of school 
funding by govts and to ensure marginalised groups such as ATSI and low SES receive necessary 
extra assistance as, “a child’s postcode should not determine their future.” This policy focuses on 
Aust’s long term economic growth, by investing in human capital in order to obtain a highly skilled 
workforce, thus ensuring the domestic economy is operating at its PPC and achieving more 
significant levels of productivity growth, than the current average of 1.2% in the 2000’s.  
 
Through discretionary and cyclical changes in 13/14 budget the govt has influenced the forecasted 
levels of UE and inflation within the Austn economy. The govt has implemented “A Plan for Austn 
Jobs” which consists of 1 bn investment encouraging increased innovation and productivity, that will 
in turn, generate business opportunities in both domestic and int markets, thus, encouraging future 
economic growth. However, UE is forecast to increase to 5.75% in 13/14 from 5.5% in 12/13 due to 
structural change at the macroeconomic level that reflects the transition of the investment phase of 
the resources boom to the less labour intensive operational phase, resulting in a ST increase in UE.  
However, as Okun’s Law reflects, this UE increase can also be attributed to below-trend growth 
expected in 13/14 of 2.75% of GDP, in which productivity and labour force has had a greater than 
proportional increase than GDP. In turn, the govt has attempted to mitigate the adversary effects of  
  



UE on the domestic economy through first expansion of the Newstart Income Free Area in over a 
decade to $100 / fortnight, in turn redistributing income through the progressive taxation system 
from high to low income earners.  
 
Consequently, the greater differential between Aust’s forecasted level of UE at 5.75% and its 
NAIRU rate of 5%, has minimised inflationary expectations with the CPI expected to decline to 
2.25% for the next two financial years from 2.5% in 12/13. This ST trade-off between inflation and 
UE is illustrated through the Philips Curve below. Therefore, the contractionary stance of FP has 
indirectly influenced inflationary expectations in the economy, as it allows for a more 
accommodative stance of MP to be adopted, in which many economists argue, further interest rate 
cuts will be applied, with financial markets expecting them to bottom out between 2.25% and 2.5% 
by December this year. Thus, FP is expected to indirectly result in the stimulation of AD and 
economic growth, through the expansionary stance of MP that will benefit low-income earners who 
are proportionately more likely to borrow and hence, have a higher MPC, in turn, reducing inequality 
throughout the economy.  
 
Furthermore, the 2013/14 budget is expected to have both advertent and inadvertent effects on 
external stability and in turn, Aust’s economic growth. As the govt has delivered a deficit of 1.1% of 
GDP, in theory, this should result in the deterioration of the CAD as depicted in the Twin Deficits 
theorem as (savings deficit) + (govt deficit) = trade deficit. However, the CAD is expected to improve 
after a 0.25% increase in 2013/14 to 3.75% of GDP to 3.5% in forward projections, reflecting the 
transition of the resources boom from investment to exportation phase. Additionally, the CAD is 
expected to decrease due to the fiscal consolidation strategy of the govt that has increased national 
savings to 25% of GDP along with net govt debt peaking at 11.4% in 14/15 before declining, 
allowing for a smaller savings-investment gap of only 3% of GDP. In turn, reducing Aust previous 
reliance on foreign capital for investment within the domestic economy, thus reducing Aust 
susceptibility to global fragilities. However, as reflected in the Pitchford Thesis, some economists 
argue, that a high CAD is sustainable if caused by savings and investment decisions of private 
sector. Furthermore, Aust historically high household savings ratio of 10.6% in March 13 and the 
implementation of a gradual increase in compulsory super contributions from 9% to 12% by 2019, is 
expected to reduce Aust overall NFD which is currently 50.9% of GDP in March 2013 thus ensuring, 
the govts ability to apply fiscal stimulus in the case of global volatility, such as the breakdown of the 
Eurozone or a further moderation in Asian eco growth.  
 
Additionally, the budget has affected Aust ER and in turn short term levels of economic growth 
through the govt increasing its borrowing in order to finance its deficit. In theory, the greater amount 
of borrowing would result in a currency appreciation, further aggravating the adverse effects of 
Dutch Disease on the non-mining sectors of the eco. However, due to a lower interest rate 
differential between Aust and OS, and as some economist argue, growing concern over the 
consecutive delivery of deficits resulted in reduced confidence in the domestic economy, and the 
selling of AUD on the FOREX mkt, and thus, a depreciation of the currency which is currently at 
0.96 against the US. In turn, Aust trade balance is likely to improve, as exports become more IC on 
the global mkt, resulting in greater levels of economic growth and the reduced effects of structural 
change and Dutch Disease on trade-exposed sectors.  
 
The 2013/14 budget has targeted the long term fiscal objectives of increasing the productive 
capacity of the domestic economy, in order to ensure sustainable rates of economic growth in the 
future. The govt has committed to investing 24 bn in road and rail infrastructure projects from 14/15 
to 18/19 in order to improve AS and minimise capacity constraints and infrastructure bottlenecks 
that are limiting Aust’s current EG. However, in order to achieve 43 bn in savings, the govt has cut 
important expenditure items that have significant implications in the long term, including 2.3bn in 
cuts to higher education funding, which in turn will restrict Aust’s ability to operate at its PPC, while 
also increasing inequality as people with a low SES receive less assistance to gain tertiary 
qualifications and thus, continue in a vicious cycle of disadvantage. Additionally, the govt has 
increased the application charge for 457 visas, saving 198 mn, while costing the eco future EG  
  



substantially, as in 2016 Aust skill shortages are expected to rise by 240 000, therefore resulting in 
the greater need of the govt to implement strategies to address the structural issues of aggregate 
supply in the domestic economy.  
 
Fiscal policy targets the distribution of income through the automatic stabilisers of a progressive 
taxation system and transfer payments. However, these aspects have not entirely reduced income 
inequality as low income earners have a disproportionate tax burden with the lowest 40% earning 
12% of total private sector income but paying 15% of tax receipts. Therefore, the govt has targeted 
income distribution in both its previous 12/13 budget through the increase of the TFT from 6000 to 
18 200, in turn increasing economic growth as low income earners have a high MPC, and through 
numerous measures in the 13/14 budget. However, the increase in the TFT will be offset by the 
fiscal drag of 0.95% of GDP in 12/13 and 0.3% in 13/14, as indiv’s incomes increase, the proportion 
of those spent on tax and savings also increases, resulting in a reduction in overall AD and eco 
growth in the eco. Moreover, the gradual increase of super contributions from 9 – 12% by 2019, will 
boost retirement savings by 8.4mn, ensuring all individuals will have funds to access during 
retirement, while also reducing Aust reliance on OS capital inflow for the domestic investment. In 
turn, the govt’s fiscal policy has reduced income inequality as reflected by the Lorenz Curve and 
Gini Coefficient with Aust receiving 0.34 in 2011. However, this number is indicative of the necessity 
of reform in order to establish a more equitable distribution of income as this is greater than the 
OECD average Gini coefficient of 0.31.  
 
Furthermore, the govt has addressed the concerns over the redistribution of income to “middle class 
welfare” through a multitude of tax reforms, to ensure income is distributed to the lowest quintiles. 
The abolishment of the Baby Bonus and reforms to the FTB-A to establish tighter means testing for 
govt assistance will accrue 2.8bn in govt revenue over the forward estimates, while ensuring 
transfer payments are to support marginalised groups. Furthermore, reforms in company tax to 
close the tax loopholes utilised by TNCs and large corporations in order to evade tax, will save the 
govt 540 mn while ensuring the equality in taxation payments made by all busn operating within 
Australia.  
 
The 2013/14 federal budget is expected to have a multitude of implications in both the short and 
long term on economic activity and the distribution of income, through the influence of both 
discretionary and cyclical changes.  
 
 
Past essays 
 
2002 – Explain how the Federal Govt can use fiscal policy to promote economic growth, redistribute 
income and assist external stability. See stimulus 
 
Discuss the causes of inflation and the policies available to the Austn govt to control the rate of 
inflation. See stimulus. 2003 HSC 
 
2004 – Discuss the effectiveness of Aust MP and FP in dealing with economic growth and inflation. 
 
Examine the economic policies available to deal with inflation in the Austn eco, and explain the 
limitations of these policies. See stimulus 2005 HSC 
 
Outline the factors affecting Aust EG and analyse the relationship b/w EG and changes in UE. 2005 
HSC 
 
Analyse the impacts of macroeconomic and microecoomic policies on the economic performance of 
the Austn eco. See stimulus. 2006 HSC 
  
  



2007 – Discuss the impact of sustained fiscal surpluses on resource use and economic activity in 
the Austn economy.  
 
2009 – Analyse the fed govts macroeconomic policy mix to address inflation and UE in the Austn 
eco. 
 
2008 – Evaluate the effectiveness of FP in achieving Aust economic objectives. 
 
2010 – Discuss the consequences for Aust of an unequal distrib of income and wealth, and the 
policies that can be used to address this issue. 
 
2011 – How does fiscal policy affect economic activity and income distribution in the Aust eco? See 
stimulus 
 
2012 – Discuss the effectiveness of economic policies in achieving the Aust govts eco objectives.  
 
Discuss current role of FP in achieving internal and external stability and analyse the impacts of the 
budget on economic activity and future economic growth. 
 
2013 Catholic Trial – Assess the effectiveness of macroeconomic policies in achieving economic 
objectives in the Austn eco. 
 
Fiscal policy is a countercyclical macroeconomic policy that aims to influence resource allocation 
and the distribution of income in order to achieve economic objectives of contained UE, income 
equality, economic growth, environmental protection and external stability. The federal govt has 
targeted UE in the 13/14 federal budget through the implementation of A Plan for Austn Jobs, which 
involves an investment of 1.1 bn to increase innovation and productivity in industries. Furthermore, 
through the operation of automatic stabilisers, the govt provides transfer payments to the UE during 
periods of low EG such as, 2008 and 2009, in turn, ensuring income equality is achieved. 
 
Additionally, FP has targeted the economic objective of income inequality through numerous 
discretionary changes. The increase in the TFT from 6000 to 18 200, aims to decrease the 
disproportionate tax burden of low income earners as the lowest 20% earn 12% of total private 
income but pay 15% of total tax. The govt has addressed this through the NDIS in the 13/14 budget, 
in which 19.3 bn has been invested in order to provide individualised support and choice to disabled 
people, thus, ensuring equality between all groups in society and increasing the associated levels of 
utility within the economy. Moreover, the implementation of a National Plan for School Improvement 
will invest approx. 9bn in education, in order to raise the skills of human capital and in turn, reduce 
income inequality as highlighted by the then treasure Wayne Swan as, “ a child’s postcode should 
not determine their future.” 
 
Additionally, FP targets EG through the operation of automatic stabilisers that minimise the 
fluctuations in the economic cycle. The establishment of a deficit of 1.1% of GDP in 13/14 from 
1.3% of GDP in 12/13, highlights the govts fiscal consolidation, as they aim to contract the deficit by 
0.5% of GDP/ year on av, in order to maintain the confidence of forex markets through the delivery 
of a surplus of 0.4% of GDP in 16/17. Furthermore, the delivery of a deficit in theory results in an 
increase in the CAD, as illustrated in the Twin Deficits hypothesis, however, the CAD is expected to 
improve from the current level of -2.8% of GDP, which is in the sustainable target of the OECD of 2-
4% of GDP. Furthermore, FP has promoted external stability through the delivery of low govt debt, 
with net debt expected to peak at 11.4% of GDP in 14/15, thus highlighting that FP has been 
effective in the maintenance of external stability and in turn, economic growth.  
 
Moreover, FP has directly targeted the economic objective of environmental sustainability through 
the establishment of a carbon tax, in which the price of carbon is fixed at 23/tonne, in order to deter 
the 500 largest polluters from utilising non-renewable energy sources. Thus, FP has aimed to  
  



maintain commitments established in the Kyoto Protocol to reduce Aust’s CO2 emissions to 5% 
below 2000 levels by 2020 and 80% by 2050. Furthermore, the early transition to a cap and trade 
emissions trading scheme in July 2013, will further encourage ESD and IGE. The govt has also 
mitigated the adverse effects of a carbon tax, as it increased headline inflation by 0.7% in 12/13, 
through the provision of household compensation packages, aimed to reduce income inequality, in 
which the Gini coefficient is currently above the OECD average at 0.31 at 0.34. Moreover, the govt 
has implemented numerous packages to protect the natural environment including the Caring for 
Our Country package of 5bn to implement sustainable agricultural practices and the Reef Plan in 
12/13 of 200 mn to protect the fragile coral reef ecosystems on the GBR, in order to achieve IGE. 
These policies convey the ineffectiveness of the price mechanism in the protection of the 
environment through negative externalities, and thus, highlight the importance of govt intervention in 
order to achieve economic objective of environmental protection.  
 
However, FP has numerous limitations that constrain the govts ability to achieve economic 
objectives. The medium term implementation time lag of 1 year, can constrain govts ability to effect 
economic growth, however, as conveyed in the GFC, in which the economy experienced the lowest 
period of growth, as shown, in the stimulus at 1.3% the govt was able to intervene quickly and 
implement a fiscal stimulus that ensured Aust did not go into a recession. Furthermore, FP is often 
ineffective as a result of political constraints throughout the political cycle, as govts attempt to 
persuade voters in election years through the implementation of policies that benefit consumers and 
busn, such as compensation packages, therefore, political viability reduces the effectiveness of FP 
as a govt is less likely to implement MER, which would result in a ST increase in UE. Additionally, 
the Senate places constrainments on the effectiveness of FP as neither party had the balance of 
power, resulting in further time lags and negotiations, as evident through the sacrifice of a 
Resources Super Profits Tax to a MRRT, which resulted in reduced environmental protection and 
thus, the limited achievement of economic objectives. 
 
Macroeconomic policies of MP and FP vary in effectiveness in the achievement of economic 
objectives, such as, internal and external stability as a result of conflicting objectives, time lags and 
political constraints. 
 
 


