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Report on Macroeconomic Policies to achieve both lower levels of Unemployment and

lower rates of Inflation over the last 10 years
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Introduction

In the last ten years, the UK’s government has adopted various macroeconomic policies

to target both the unemployment and price stability objectives. The importance of these

policies, including fiscal and monetary ones, should not be underestimated, as they essentially

determine a nation's economic future. This essay is set to monitor the UK government's

abilities to achieve reduced unemployment levels and stable inflation rates throughout the past

ten years.To understand the essence of macroeconomic policies, one needs to delve into the

very principles and mechanisms they incorporate. Fiscal policies are government measures of

taxation and expenditure, which are used to manage aggregate demand and levels of economic

activity. Different from monetary policy, the main toolkit which includes central bank interest

rate adjustments and open market operations to control the money supply and affect the

borrowing and spending behaviour, is the core of monetary policy (Vanhercke & Verdun,

2021).

The basic purpose behind this set of policies is to create a harmonious situation of

balancing inflation and growth rates. Governments are doing this by incitement invest more in

order to bring forth more job opportunities which eventually will alleviate unemployment

menace. In turn with that, the inflation rate tendency is based on having specific goals that

should serve to control high price levels that could result in people not being able to afford

things and thus, having economic instability..

In the UK the past decade has been dynamic featuring both internal and external

factors. From the aftermath of the Global Financial Crisis to the uncertainties of Brexit and the

latest difficulties posed by the COVID-19 pandemic, policymakers have been grappling with

several challenges as they seek to maintain economic stability and prosperity (Keogh-Brown et
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al., 2020).The study of the validity of macroeconomics policies becomes a complex multitask

that includes examining historical data and policy measures undertaken. This implies that by

observing the trends in unemployment and inflation levels, as well as analysing the available

government actions and the resulting outcomes, we can evaluate the performance of the

enacted policies as well as their effectiveness. Moreover, a thorough examination of this

process will raise valuable insights for future policy development and implementation.

Policies and Relevant Theory

Macroeconomic policies are the policies whose main work involves the shaping of the

economic face of a country. Authorities (generally fiscal and monetary) apply these measures

to achieve the purposes of stability management, prevention of inflation and effective growth

of sustainable development. The complexity of the rules and principles with a bit of

informational theory is behind analysis, and therefore the reasons for the unemployment rate

change and inflation rate fluctuation are known.

Fiscal Policy

Fiscal policy stands as the most important tool in economic management, as it is key to

leveraging government taxes and expenses to keep the aggregate demand and economic

activities in check. The fiscal policy is conducted expansively to inject confidence into the

economy and grow it better. This policy typically involves:

Tax Cuts

Taxes are decreased by the government to help increase the spending power of

consumers who then buy more raw materials, products and equipment and consequently boost
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investment. With this contribution to buying power through spending, businesses have then the

chance to raise production and enhance their labour force (Heald & Hodges, 2020).

Increased Government Spending

Money that is invested in projects such as new roads, schools, or hospitals creates jobs

and sparks economic activity. The remarkable rise in demand for goods and services induced

by government spending strengthens the economic power of the country similar to the

decrease in unemployment (Arvin et al., 2021). Fiscal policies are expansionary. Such policies

aim at spurring economic growth, reducing the unemployment rate and overcoming recessive

periods by boosting aggregate demand.

Contractionary Fiscal Policy

Contractionary fiscal policy is designed to restrict economic activity to avoid

overheating and inflation. This policy involves:

Tax Hikes

Higher taxes take away people’s disposable income, resulting in weaker consumer

consumption patterns and decreased growth of the economy. Also, higher taxes discourage

investment as businessmen and individuals themselves have a lesser amount of funds for

savings and investment (Le et al., 2023).

Reduced Government Spending

One of the measures to tame inflation is the reduction in public expenditure which

directly leads to the decline in the aggregate demand. Cutting government spending on goods

and services through contractionary fiscal policy is one of the tools used to release resources

for the private sector and stop excessive inflation (Owen & Barrett, 2020).
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Generally, fiscal contractionary policies will be used when the economy is overheated

and there is a risk of inflation heading towards a dangerous level to tame demand and maintain

stable prices.

Evaluation of Fiscal Policy Effectiveness

However, expansionary fiscal policies, which may lead to economic growth and reduce

unemployment in the short run, are not equally effective because of different factors. For

instance, the size and timing of fiscal stimulus are critical determinants of its impact on the

economy. If fiscal steps are delayed or not done adequately, the measures may not be able to

prevent or mitigate recession at all. Additionally, the working of an expansionary fiscal policy

can be shackled by constraints like fiscal space, debt levels, and the crowding-out impact. The

fiscal space means the government's ability to increase its spending or reduce taxes without

decreasing fiscal sustainability. High debt levels and little fiscal space of the government may

hinder its efforts to implement expansive fiscal policies sufficiently (Bonam et al., 2020).

Furthermore, expansionary fiscal policies could be accompanied by inflationary

pressures unless there are enough supply-side measures aimed at improving productivity and

increasing the economy's capacity. Deflation reduces the purchasing power of consumers and

minimises the effectiveness of budget deficits in stimulating demand.

Contractionary policies, despite targeting inflation and preserving price stability, may

also have negative effects on economic growth and job creation. Tax increases and spending

cuts may hurt consumer and business confidence resulting in a reduction of their investment

and consumption. More importantly, the contractionary fiscal policies adopted during times of

recession worsen the situation and prolong the recovery time.
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Monetary Policy

In monetary policy, central banks target the money supply, interest rates, and credit

provision as an integral part of their strategies aimed at controlling the economy's direction.

Monetary policy expansion is intended to trigger economic activity and increase total demands.

Key tools include:

Lowering Interest Rates

Central banks cut interest rates to encourage spending as a stimulus which in turn, can

boost the investment in a financial market. This increased access to capital gives businesses a

green light to invest in new ventures and provokes consumers to buy big-ticket items, for

instance, houses and automobiles. Thus, economic activity rises which in turn makes GDP go

up and the unemployment rates go down (Cesa-Bianchi et al., 2020).

Open Market Operations

Central banks interact with the open market through the purchase of government

securities. This inflow of money into the economy causes the money to be created, interest

rates to be reduced, and lending and investment to be stimulated (Görtz et al., 2023).

These policies encourage borrowing and investment and therefore promote economic growth

and unemployment reduction.

Contractionary Monetary Policy

Contractionary monetary policy involves putting a lid on inflation and deflating the

economy to its appropriate size. Techniques include:
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Raising Interest Rates

Rates of interest are going up, which raises the amount borrowing and investment will

cost, thus decreasing rates of investment and consumer spending. The higher interest rate gives

a luring and encouraging effect, whereby instead of spending, the individuals are tempted to

save. This, in turn, is translating into a decrease in economic activity (Bernanke, 2020).

Reducing Money Supply

The central banks cut down the government securities to decline the money circulated

in the economy. This contraction in money supply will increase interest rates and decrease

lending and investment which will lead to lower output and less price pressure.The effect of

contractionary monetary policies is to exert demand control thereby ensuring that inflation

rates do not escalate out of the predicted levels.

To sum up, fiscal and financial policies are crucial to the regulation of the economy and

the achievement of macroeconomic policy goals. Expansionary policies aim to accelerate

growth and speed up the process of reducing unemployment, while the objective of

contractionary policies is the prevention of inflation and maintenance of stability (Stenner,

2021). The efficacy of these policies largely hinges on factors such as market conditions,

policy implementation and external disturbances, thus showing the requirement for policy

planning that is all-embracing, pragmatic in outlook and dynamic.

Current or Historic Relevant Data

In particular, analysing the efficacy of macroeconomic policies requires a thorough

analysis of relevant data on unemployment and inflation rates for the last ten years. The Office

for National Statistics (ONS) holds the authority for the production of official statistics which
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are so helpful in understanding the behaviour of the fluctuations and trends in the key

economic indicators. Let's see the data to analyse which way government policies had an

impact on unemployment and inflation through the years.

Unemployment Rate Trends

The UK has witnessed the rate of the nation's joblessness at a high level for the past ten

years and this phenomenon is as dynamic as the nation's economy it has a notable short-term

effect on the situation (Chakraborty et al., 2020). Let's examine the trends in the

unemployment rate from 2013 to 2023: Let’s examine the trends in the unemployment rate

from 2013 to 2023:

Figure 1 Unemployment Rate (Office for National Statistics ONS_UK)

The chart shows the inconstant pattern of unemployment during the last

decade. Demand shifts are observed as employment sometimes rises and falls in

accompaniment to economic cycles, policy tools and external shocks.
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Figure 2 Office for National Statistics – Consumer price inflation

Inflation Rate Dynamics

In the same way, UK inflation rates have been going up and down from factors like

energy costs, exchange rates, and demand.

The graph shows the deviations of inflation level that is indicated by the Consumer

Price Index (CPI), during the last decade. We experience periods of inflationary pressures and

deflationary trends, where external factors such as the global economy and monetary policy

decisions of the Central Bank determine the way how supply meets demand depends on the

global level (Forbes et al., 2019).

Government Policy Interventions

Government policies such as fiscal and monetary policy are important elements in

maintaining the unemployment rate at a desired level and the inflation rate to a minimum level

(Brauner et al., 2020). Let's explore how specific policy interventions have impacted these key

economic indicators:
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Fiscal Policy Interventions

Discretionary fiscal intervention, for instance, the adjustment of government spending

and taxation, has direct cause-and-effect on aggregate demand, and therefore, economic

activity, which plays a significant role in the unemployment and inflation escape (Cuadro Sáez

et al., 2020). Let's examine the relationship between changes in government spending and

fluctuations in unemployment rates: Let's examine the relationship between changes in

government spending and fluctuations in unemployment rates:

Figure 3 Government spending on unemployment benefits in the UK

The graph shows the linkage of increases or decreases in the government's spending

with rising or falling unemployment rates for about a decade in prior years. We witness that

the stronger the activity of the fiscal policy is, the more it is likely to produce a fall in the

levels of unemployment that supports the stimulating effect of fiscal policy on employment.
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Monetary Policy Interventions

Monetary policy interventions – regulates the supply of money by the Bank of England,

are based on adjustments in interest rates and open market operations which are designed to

affect borrowing and spending in the economy (Studies, 2021).

Figure 4 Impact of Interest Rate Changes on Inflation Rates

The graph shows the influence how the fluctuation of the rates of interest has on the

rates of inflation over the last decade. It follows that at the same time inflationary expectations

decrease, central banks opt for interest rate hikes, which allows them to subdue inflationary

pressures.

Analysis of statistics and linear equations for the unemployment and inflation rates,

which are visualised by graphs or diagrams, is a benchmark to test the efficiency with which

government policies affect these essential economic indicators. Fiscal and monetary policy

interventions carry enormous weight in decisions regarding economic activity, job formation,

and price stabilisation. With the help of trends and connections analysis, policymakers of the
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country can tighten its policy approaches which lead to unemployment and inflation at lower

rates and sustainable economic growth and stability in the well-being of the nation.

Application of Policies and Expected Effects

To evaluate if UK government policies were effective in bringing to the surface lower

unemployment and inflation rates then these policies should be examined in terms of how they

were implemented and their expected effects.

Expansionary Fiscal Policies

In times when the economy falls into very low production or recession, expansionary

fiscal policies are used to revitalise aggregate demand and lower the unemployment

rate. Infrastructure spending hikes, tax cuts and direct fiscal stimulus measures constitute the

cases of such kinds of policies (Ilori et al., 2022).

Increased Aggregate Demand

These expansionary fiscal policy strategies are based on the notion of bringing in extra

funds that, in turn, foster consumer spending and investment of firms, which increase the total

demand.

Job Creation

Narrowing down the ties related to government spending on infrastructure projects or

giving bonuses to the institutions will help to solve this problem eventually.

Economic Growth

The policy of creating the environment for business stimulation operating through tax

cuts and fiscal measures is envisaged to have the growth rates of the economy approaching the

optimum as businesses expand production to meet consumer demand (Bilbiie et al., 2021).
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Contractionary Monetary Policies

The Bank of England may turn to contractionary monetary policy during times of high

inflation to tackle companies' and consumers’ inflationary demands. Such policies frequently

imply increasing credit rates to slow down the economy. i.e., this denotes the consumption

ratio. The expected effects of contractionary monetary policies include: The expected effects

of contractionary monetary policies include:

Reduced Aggregate Demand

Rising interest rates lead to an increase in borrowing costs which in the long run cause

a fall in resident spending and less business investment. The decrease in consumers' needs

assists in lowering the sweltering heat and battling with inflationary pressures.

Decreased Inflation

These activities are slowed down by these monetary policies so that the economy

seizes its expansion and can thereby be prevented from causing price rises once the inflation is

in advance (Hajdukovic, 2022).

Safeguarding Price Stability

The long-term economic stability is provided when price stability is in place. Also,

consumers feel more certain about the future when the prices are not changing frequently. In

the situation of imposing contractionary monetary policy, the country’s economy is with a

certain degree of stability against excessive inflation.

Evaluation of Government's Success

Generally, the effectiveness of the government's macroeconomic policies in bringing

about a reduction in the unemployment and inflation rates is not uniform over the past
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decade. Even though some measures, like quantitative easing and targeted fiscal stimulus, can

address recessions and curb unemployment, these do not resolve the problems of long-term

economic growth and inflation control (Altiparmakis et al., 2021).

Challenges and Structural Issues

Structural concerns for policymakers like technological disruption, globalisation, and

demography present challenges in stabilising the economy. These elements determine the

nature of labour market relationships and therefore the dynamics of productivity growth and

the inflationary pressures that make it hard to attain the conjunction of declining

unemployment and inflation rates.

Policy Effectiveness

Macroeconomic policies are mainly affected by various factors, such as the timeliness,

extent and coordination of policy actions. On one hand, the targeted government spending may

yield positive effects on employment and economic growth in the short term. However, it

remains a question whether the effects are sustainable or not, and their potential inflationary

consequences. In the same way, restricting monetary policy may lead to the reduction of

inflation, but at the same time, it reduces economic performance and the growth of job creation

(Abbasi et al., 2021).

Ultimately, macroeconomic policies aim to attain an equilibrium between

unemployment and inflation by combining fiscal and monetary policies with structural reforms

intended to tackle the roots of the problems. Governments can play a crucial role in managing

the economy but policymakers must be proactive and responsible by adapting their policies to

the ever-changing economic environment and new emerging risks.
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Conclusion

During the last 10 years, different macroeconomic policies have been adopted by the

UK government targeted at decreasing the unemployment rate and maintaining the inflation at

required level. Despite these policies yielded some results stabilising the economy and

mitigating the adverse effects of the economic shocks, some challenges remained in

maintaining steady growth and price stability. Stakeholders should continue to be very active

in the adaptation of their policy strategies and in improving them to find the right solutions for

the new economic problems. Remaining particular about the dynamics of balancing between

boosting employment level and keeping inflation down will always be a main priority for the

UK government in the coming period. Being mindful and constant monitoring of the situation

accompanied by flexibility in policy-making is vital to manage the ever-changing trade

environment and adapt to new circumstances.

In addition, policymakers have to keep track of structural matters like advancements in

technology, globalisation and demographic changes which can cause severe effects on the

economy. Therefore, building joint actions and coordination between fiscal and monetary

bodies is crucial for the effectiveness of policy tools and optimum results. Through the

implementation of a mixture of fiscal tools, monetary policies and structural reforms the

government will be capable of achieving sustainable economic growth, while at the same time

avoiding the accumulation of inflationary pressures.

Hence the UK government's macroeconomic policies so far have turned out to be quite

successful when it comes to unemployment and inflation but there is no place for complacency

as well. The need for the constant improvement of policy frameworks, reinforcement of
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resistance, and striving for the inclusive growth of society remains essential for navigating the

complexities of the ever-changing economic landscape and enhancing long-term prosperity.
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