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22 The Australian and global
economies

22.1 Overview

Markets, sectors, growth and trade: how are the economies of the world similar, different and
interconnected?

22.1.1 Our needs and wants
We satisfy our needs and wants by acquiring goods and services. Our economic system is designed to
produce the goods and services necessary to satisfy those needs and wants. However, the Australian
economic system cannot produce all the goods and services we desire, so Australia is engaged in trading
relationships with countries all over the world. In fact, all advanced economies rely on trade as a means of
generating economic growth. This flow of goods and services between countries, and the money flows that
accompany this trade, have increased global interdependence between the trading countries’ household,
business, financial and government sectors. As a result, what happens in one country affects the activities
of similar sectors in many other countries. This is because we consider the world to be a ‘global economy’.
This process of growing interdependence between countries is known as globalisation.

Resources

eWorkbook Customisable worksheets for this topic

Video eLesson What is economics? (eles-0253)

LEARNING SEQUENCE
22.1 Overview
22.2 Participants in the Australian economy
22.3 Objectives of the Australian economy
22.4 Indicators of economic performance
22.5 Trade with other economies
22.6 Imports and the Australian economy
22.7 Global events and the Australian economy
22.8 SkillBuilder: Questioning and research
22.9 Globalisation and the international economy

22.10 Global supply chains
22.11 Transnational corporations
22.12 SkillBuilder: Developing graphs from tables

22.13 Thinking Big research project: An international menu

22.14 Review

To access a pre-test and starter questions and receive immediate, corrective feedback and sample responses
to every question, select your learnON format at www.jacplus.com.au.
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22.2 Participants in the Australian economy
22.2.1 Who and what is part of our economy?
We know that the Australian economy is the total of all activities undertaken for the purpose of the
production, distribution and consumption of goods and services in our country. This leads us to two
questions:
1. Who or what carries out all these activities to achieve this purpose? We need to examine exactly who

participates in the economy to achieve the production, distribution and consumption of goods and
services. The major participants in the Australian economy include the household sector, the business
sector, the financial sector and the government sector.

2. What activities are undertaken in achieving this purpose? We need to examine what each of those
participants does to achieve this purpose, or what roles each of them performs in our economic
system.

We will now examine each participant and the roles they play in the economy.

22.2.2 Household sector

FIGURE 1 Members of the household sector receive
wages for their labour, and use the money they
receive to buy goods and services to satisfy their
needs and wants.

The household sector is a term used by
economists to refer to the total of all consumers
in the economy. Of course, every person in the
economy is a consumer — we all acquire goods
and services to satisfy our needs and wants.
As well as acquiring goods and services, the
household sector provides the labour required
by the business sector to produce those goods and
services. Whether we consider ourselves part of
the household sector or part of the business sector
depends on the economic role we are performing
at the time. When buying goods and services, we
are part of the household sector. When at work, we
are part of the business sector.

Members of the household sector make
decisions about the particular goods and services
they desire to satisfy their needs and wants. The
amount of goods or services that consumers are willing and able to purchase at a particular point in time
is known as consumer or household demand. If businesses wish to be successful, they need to respond to
this demand. A business producing goods or services that do not meet consumer demand is likely to fail.
While we can all identify food, clothing and shelter as basic needs that households demand, it is not always
so easy to identify the types of food, clothing and shelter that will most successfully satisfy those needs.

22.2.3 Business sector
The business sector is made up of a large number of producers, all seeking to provide goods and services to
satisfy the needs and wants of households. In order to do so, businesses make use of resources. Economists
classify resources into four categories:
• land
• labour
• capital
• enterprise.
These are sometimes also called factors of production.
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Land

FIGURE 2 In economics, ‘land’ refers to all the raw
materials and other natural resources that go into
the production process, including minerals that have
been dug up from the earth.

‘Land’ is the word used by economists to refer to all
the raw materials and other natural resources that go
into the production of goods and services. It is a broad
concept that includes minerals dug up from the earth,
food crops ready for processing, timber harvested
from forests, and raw fibres such as wool or cotton
that are available for processing into clothing.
Australia’s diverse and abundant resource base has
been an important source of export earnings for the
Australian economy. Some of the most important
export commodities for Australia include iron ore,
coal, natural gas, gold, beef and wheat.

Labour
Labour, as we have seen, is the human skills and effort required in the production process. It includes the
physical effort contributed by a builder or process worker in a factory, and the intellectual skills applied
by a computer programmer. Businesses usually rely on the household sector to provide them with labour.
In return, businesses pay wages which are used by consumers to purchase goods and services from the
business sector.

Capital

FIGURE 3 In economics, ‘capital’ refers to all
equipment used in a production process.

Capital is defined as all the equipment (machinery,
buildings, tools) used by human labour in the
process of production. For example, an accountant
uses a computer, a bricklayer uses a trowel and a
farmer uses a plough. In a supermarket, capital
includes the actual building; shelving for storing
goods for sale; refrigerators and freezers; trolleys
and baskets for collecting goods; and the cash
registers, scales, barcode readers and EFTPOS
facilities used at the checkouts.

Enterprise
Enterprise is the ability to recognise the demand for new goods or services, and to start up a new business
or expand an existing business to attempt to satisfy that demand. It also includes the ability to organise
the resources necessary to produce the goods and services required, and a willingness to take the risks
that can accompany these decisions. A person who demonstrates these abilities is sometimes known as
an entrepreneur. People such as Google founder Larry Page and Facebook founder Mark Zuckerberg are
regarded as entrepreneurs.

22.2.4 The relationship between households and business
The household sector and business sector depend heavily on each other. The household sector depends on
the business sector to provide employment and wages, as well as the goods and services needed to satisfy
demand. The business sector depends on the household sector to provide it with labour, as well as the
consumers to purchase the goods and services produced. We can examine the relationship between the
business sector and the household sector by looking at the model shown in FIGURE 4. It demonstrates how
labour is exchanged for money, and how that money is used to purchase goods and services.
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FIGURE 4 The interrelationship between consumers and business

BUSINESSES

HOUSEHOLDS

    Businesses are producers that make or supply goods and services that are distributed to households.

    Consumers use money and cards to purchase goods and services.

    Consumers are usually also employees, who provide businesses with their labour in the production of goods and services.

    Employees receive money in the form of wages for their labour.
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We can simplify this model by removing the flow of goods and services, and simply showing the flow
of money between households and businesses (see FIGURE 5). This focuses on the financial relationship
between consumers and producers in our economic system. Economists sometimes refer to this as a circular
flow diagram because it illustrates how money circulates in the economy.

FIGURE 5 The circular flow of money between households and businesses in the Australian economy
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22.2.5 The financial sector
Both the household and business sectors rely on a functioning financial sector. As the name suggests, the
financial sector is concerned with money. In order to understand the role of the financial sector, we first
need to examine the functions of money in our economy.

Money performs four very important functions in our economic system:
1. Medium of exchange — money allows us to pay for goods and services because it is accepted by

everyone in our economy in exchange for goods and services. Hence employees exchange their labour
for money, and businesses accept money in exchange for the goods and services they supply.

FIGURE 6 Money performs four important economic
functions.

2. Measure of value — money allows us to put a
price on the goods and services we exchange.
The price is a measure of what we believe the
goods or services to be worth when compared
to other goods and services.

3. Store of value — money allows us to save our
income or wealth for spending at a later date
because it holds its value.

4. Standard of deferred payment — money
allows us to purchase goods and services
on credit, with both buyer and seller knowing
exactly how much has to be paid at a later
date.

FIGURE 7 Financial intermediaries can direct
savings into investment, which funds the growth
of businesses.

The financial sector is made up of a number
of financial intermediaries. These include
banks and other similar organisations, such as
superannuation funds. Financial intermediaries
receive deposits and then use this money to lend
out to others who need to borrow money. Most
businesses will borrow money, particularly when
they need to expand the business. This may
involve buying new equipment or moving to
larger premises. Money spent in this way is known
as investment in capital. This is how financial
intermediaries enable accumulated savings,
collected from thousands of depositors, to be
directed towards business growth. As businesses
grow they can employ more people, and the
people they employ in turn have more money to
spend on goods and services.

In addition to providing the business sector
with funds for investing in business growth,
banks and other financial intermediaries provide
credit to households. When consumers make a
large purchase such as a house or car, it is usually easier to borrow the money to buy the item immediately
(known as buying on credit) than to save up for years to pay cash for it. When purchasing a house or land,
most people take out a mortgage loan. This enables the house purchaser to borrow to pay for the property
now, and pay back the loan in instalments over a relatively long period of time (often 25 years). The size of
the housing market depends on the amount of money available for mortgage loans. If more people can buy
houses, more new houses can be built and therefore more jobs created in the construction industry.
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By adding financial intermediaries to the circular flow diagram, we can see how the financial sector
participates in the economy. As shown in FIGURE 8, banks and other financial intermediaries receive savings
from households. They use this money to lend to businesses for investment, and also lend the money back
to households in the form of credit.

FIGURE 8 The circular flow of money between households, businesses and financial intermediaries in the
Australian economy
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Savings Investment
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22.2.6 The government sector
Another significant participant in our economic system is the government. In Australia that refers to the
federal government based in Canberra, the state and territory governments based in capital cities, and local
councils across the country. In addition to using money to spend on consumption or accumulate in savings,
households and businesses pay money to government in the form of taxes and receive certain goods and
services from the government. The government plays an important role in the economy for a number of
reasons:
1. The amount of money taken by the government in taxes can affect the amount of money consumers

have available to spend on goods and services. High levels of taxation can leave consumers with less to
spend, and businesses cannot grow as quickly and therefore employ as many people as they might if
taxation was lower.

2. Money collected in taxes can be used to provide welfare payments in the form of pensions and
unemployment benefits. Such payments allow many people to purchase more goods and services as
consumers, thereby providing more income to businesses and creating more jobs as businesses grow.

3. Money collected in taxes from households and businesses can be used to provide essential services. By
spending money on building roads, schools and hospitals, the government is also providing money for
the businesses that do the actual building and thereby helping those businesses to grow and employ
more people.

DISCUSS
A high level of taxation gives the government more money to provide welfare payments and essential services —
such as schools, hospitals and roads — whereas a low level of taxation gives individuals more money to spend
as they would like. Do you think the current balance we have is right? [Personal and Social Capability]
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FIGURE 9 When a government pays businesses to build facilities such as hospitals, it helps
those businesses to grow and employ more people.

By adding government to the circular flow diagram, we can see how the government sector participates
in the economy. As shown in FIGURE 10, households and businesses pay taxes to the government. Some of
this money comes back to households in the form of welfare payments such as pensions, or as services such
as education and healthcare. Some of it comes back to businesses when the government buys goods and
services from them, or pays them to build roads, schools and hospitals.

FIGURE 10 The circular flow of money between households, businesses, financial intermediaries and
government in the Australian economy
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22.2 ACTIVITIES
1. Use online resources to locate information on the Australian taxation system, and identify and explain three

different types of taxes that are collected by the federal government. Examining, analysing, interpreting
2. Use online resources to locate information regarding the Australian government’s areas of spending. Identify

and explain three areas where the federal government spends money. Examining, analysing, interpreting

22.2 EXERCISES
Economics and Business skills key: ES1 Remembering and understanding ES2 Describing and explaining
ES3 Examining, analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6
Communicating, reflecting

22.2 Exercise 1: Check your understanding
1. ES1 Define the following and provide an example of each:

(a) Labour
(b) Resources
(c) Consumer demand
(d) Financial intermediary
(e) Investment

2. ES1 What do economists mean when they use the following words?
(a) Land
(b) Capital

3. ES2 Why are the household sector and the business sector dependent on each other?
4. ES2 Explain each of the four functions of money, and provide an example of each.
5. ES2 How do financial intermediaries help markets to operate?

22.2 Exercise 2: Apply your understanding
1. ES2 Explain the concept of demand and its importance to the business sector.
2. ES2 Explain why it is important to consider the government sector as part of the Australian economy.
3. ES2 Explain one way in which a government can influence the economy.
4. ES2 The circular flow diagrams show how resources and money move around the economy. Explain why

these diagrams are considered circular.
5. ES6 Examine the circular flow diagram in FIGURE 10 and predict what impact each of the following might

have on the level of goods and services sold by Australian businesses:
(a) Households decide to save a larger proportion of their income.
(b) Financial intermediaries make it easier for consumers to acquire credit cards.
(c) Governments decide to increase the level of taxation for households.
(d) Governments increase the level of welfare payments.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

22.3 Objectives of the Australian economy
22.3.1 Satisfying needs and wants efficiently
As individuals and as a society, our needs and wants will always be greater than our means of satisfying
all those needs and wants. This is the fundamental problem facing any economy, no matter how wealthy
it is. Economists refer to this as the problem of relative scarcity. This problem cannot be completely
solved or eliminated, but its impact can be minimised by ensuring the most efficient use of resources. The
objectives of the Australian economy are to satisfy the greatest range of needs and wants by efficiently
producing as many goods and services as possible. This is accomplished by addressing three key economic
questions.
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22.3.2 Key economic questions
All the participants in the Australian economy — consumers, producers, financial intermediaries and
government — make choices to minimise the impact of the relative scarcity of resources and to maximise
the range of needs and wants that can be satisfied. Put together, these choices determine the answers to the
following questions:
• What to produce? What goods and services should be produced, and in what quantities?
• How to produce? What methods should be used to produce those goods and services?
• For whom to produce? To whom should those goods and services be distributed?

What to produce?
How does our economic system help producers decide what goods and services to supply, and in what
quantities to supply them? This is determined largely by trial and error. A producer may make certain
goods or services available to consumers in the expectation that these will satisfy the needs and wants of
those consumers. If the goods or services fail to sell, the producer will probably go out of business. When
a business is successful in selling to consumers, other businesses will attempt to enter the same market,
making or selling those goods or services that consumers have shown they wish to buy.

FIGURE 1 Changes in the market for cars saw the closure of the three remaining car manufacturers
in Australia during 2017.

In our economy, markets largely determine which businesses are likely to be successful. Factors that can
influence markets include:
• Established habits and experience. Producers know from people’s existing behaviour that there will

always be a demand for certain types of goods or services. Families need to buy food on a regular
basis, so a supermarket in a new suburb may well be successful. Most communities will need
services such as medical and dental surgeries, schools, hairdressers and trades such as plumbers
and electricians.

• Changing tastes and preferences. Changing consumer tastes and preferences influence what is
produced, and in what quantities. An example of this is the market for Australian-made cars. For many
years, family sedans and wagons such as the Holden and Falcon were Australia’s best selling cars. Car
manufacturing was so successful that Toyota and other car manufacturers also set up factories in
Australia. Over time, consumers’ preferences changed and smaller imported cars became more
popular. As a result, car manufacturing in Australia ceased in 2017.

• Marketing and advertising. Any business introducing a new product or service into the market needs to
ensure that consumers are aware of its availability. Advertising is designed to inform consumers of
new products and to convince them to buy a particular product instead of an alternative. Online
advertising through search engines such as Google has increased dramatically, and an online presence
is essential for most businesses these days.

• Technological change. As a society, we have become very enthusiastic about new technology.
Whenever a new model iPhone is released into the marketplace, consumers queue outside their nearest
Apple store to be the first to buy it. Consumers monitor new developments in technology, and many
will quickly replace outdated products with newer models. Producers can be quite confident that
improvements in technology will quickly attract buyers to new goods and services.
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FIGURE 2 Improvements in technology often persuade consumers to update
their existing gadgets.

DISCUSS
Technology companies, such as Apple and Samsung, encourage users to buy the latest models of their products
every year, even if the improvements over last year’s model are small. This can have a negative effect on the
environment, as thousands of unwanted or broken products end up going to waste. Should consumers or
technology companies look to change their behaviour? [Critical and Creative Thinking Capability]

FIGURE 3 The use of self-service
checkouts is aimed at keeping
costs down.

How to produce?
The production of goods and services involves a combination of
resources — land (raw materials), labour and capital (equipment).
A factory producing frozen vegetables will be set up with different
types of capital equipment. These include machines that cook the
vegetables, and others that pack and seal them in plastic packaging
before freezing them. The same factory will employ workers to
control those machines and perhaps carry out other tasks such as
managing the process. The raw materials are the vegetables that
are processed during production, as well as the materials used in
packaging.

Competition from rival producers encourages businesses to
keep their costs as low as possible. If new equipment becomes
available that works more efficiently, it may be worthwhile for a
business to change its methods of production to take advantage
of the new equipment. The use of robotics-based equipment has
increased dramatically in factory production. In most cases it
enables the factory to employ fewer workers, reducing wage costs
and allowing the prices of products to be kept at a level where they
can compete in the marketplace. The use of self-service checkouts
in supermarkets is designed to have a similar effect.
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For whom to produce?

FIGURE 4 Prices can have a strong influence on which goods and
services consumers will be able to buy.

Our economic system has to determine
how to distribute goods and services
to consumers. It makes use of markets
and prices as a means of doing this. As
we have seen, the basic model of the
circular flow of income involves the
household sector exchanging labour
with the business sector for money
in the form of wages. Those wages
are then used to purchase goods and
services from the business sector. So
goods and services are distributed
to those who are willing and able
to pay the prices asked for them,
although governments can intervene in
these markets to ensure that the most
disadvantaged in our society are able
to have some of their needs and wants
satisfied.

The quantities of goods and services that can be purchased by any household will depend on the levels
of wages received. If wages across the economy are relatively low compared to prices, relatively large
numbers of people may be living in poverty because they cannot afford to buy necessities. If prices are
relatively low compared to wages, households will be able to buy more goods and services and fewer
people will live in poverty. The choices and decisions made by businesses about the wages they pay and
the prices they charge affect the whole economy and determine to whom goods are distributed.

Opportunity cost

FIGURE 5 There is an opportunity cost
associated with all economic choices.

Whenever we make a choice between two or more
alternatives, we may gain the benefits of the alternative we
choose but we lose any benefits that may have come from
choosing differently. Consider the following scenario:

You are hungry and thirsty on your way home from
school, and have only $7 to spend. A burger is going to cost
$5, a drink $3 and a small serving of fries $3. If you choose
the burger, you will have to give up the fries and drink; if
you choose the fries and drink, you miss out on the burger,
which will satisfy your hunger more. To an economist, the
real cost of choosing the burger is not the $5 you spend,
but missing out on the opportunity of enjoying the fries
and drink. In the same way, the real cost of choosing the
drink and fries is the opportunity to enjoy the burger. This is
known as opportunity cost. When choices are made in the
economy — regardless of whether they relate to what goods
and services to produce, how to produce them, or to whom
to distribute these goods and services — it is important to
weigh up the opportunities that are lost before making a final
choice.
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22.3 EXERCISES
Economics and Business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

22.3 Exercise 1: Check your understanding
1. ES2 Why are choices needed in an economy?
2. ES1 Outline the three key questions that have to be answered based on the choices made by all participants

in the economy.
3. ES1 What is a market?
4. ES1 Identify three ways in which markets can help determine what to produce within the economy.
5. ES2 Explain what is meant by ‘for whom to produce?’

22.3 Exercise 2: Apply your understanding
1. ES3 How can competition influence decisions made by a business about how to produce the goods or

services it supplies?
2. ES2 Explain how wages and prices work together to determine to whom goods and services are distributed

in the economy.
3. ES2 What do economists mean by the term ‘opportunity cost’? Explain why opportunity cost is a natural

result of relative scarcity.
4. ES3 For each of the following businesses, explain how land, labour and capital are combined to produce

goods and services:
(a) Motor vehicle manufacturer
(b) Fruit and vegetable shop
(c) House construction business
(d) Pizza shop
(e) Electricity supplier

5. ES5 Selecting one of the businesses from question 4, give an example of opportunity cost that the business
owner(s) might face.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

22.4 Indicators of economic performance
22.4.1 Indicators of economic performance

Sample economic indicators 

Cash rate Economic growth

Unemployment rate Inflation

Average weekly 

earnings

Wage growth

Have you ever tried to measure your own performance at school?
If so, what indicators did you use? Perhaps you considered some
of the following: your attendance rate, your homework completion
rate, the marks you received for tests and assignments, comments
on your report, and any awards you may have received. Each
of these indicators provide an insight into how well you are
performing at school. You may have performed very well in some
of the indicators and not so well in others.

Similarly, if you play a sport, you could measure the
performance of your team. What kinds of indicators would give
you information about how well your team is performing?

The performance of Australia’s economy can also be measured
by considering a range of economic indicators (see FIGURE 1). Each
indicator provides a snapshot of the economy at a particular point
in time and helps identify strengths and weaknesses within it.
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As FIGURE 1 shows, there are numerous indicators of economic performance. We will examine the following
key indicators:
• economic growth
• unemployment
• inflation
• alternative indicators (e.g. sustainability, development, happiness).

22.4.2 Economic growth

FIGURE 2 Economic growth occurs when an economy increases
the volume of goods and services produced.

Each day we consume a range of
goods and services. This consumption
ranges from the food we eat, to the
transport we use to get to school,
to the electricity required to charge
our devices. Businesses within the
Australian economy attempt to
meet the demands of consumers. As
the demands of customers change,
businesses must offer new or modified
products and services to ensure that
they continue to meet the needs of
customers. In addition, population
increases mean that production levels
must also increase to satisfy demand.

Economic growth is defined as the
real growth in the volume (value) of
goods and services produced by an
economy over a period of time.

The most common method used to measure economic growth is by calculating the rate of growth of
gross domestic product (GDP). GDP is the total value of goods and services produced in an economy over
a certain period of time — for example a quarter or a year. This figure can be determined by comparing
the GDP of one year with that of the previous year. The change in GDP from year to year is expressed as
a percentage.

Generally, an acceptable rate of increase in GDP is 3–4 per cent per year. If the level of growth is less
than 3 per cent, this indicates slow growth. If the level of growth is higher than 4 per cent, it may mean
that the economy is growing too quickly and the growth may not be sustainable. FIGURE 4 shows Australia’s
annual GDP growth rate from 2015 to 2018.

FIGURE 3 The change in GDP per year indicates the level
of growth in the economy.

If growth is lower than 3%

this would indicate that

growth in the economy

is fairly slow.

If growth is greater than 

4%, the economy may

be growing too quickly

and this may be

unsustainable.

FIGURE 4 Australia’s annual GDP growth
rate, 2015–2018
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22.4.3 Unemployment

FIGURE 5 Unemployed people are those
who don’t have a job but are actively
looking for work.

As a student you may have already thought about the type of
job you would like to have as an adult. You may even have
a part-time job now. Employment is important because it
allows us to earn an income so that we can buy goods and
services to improve our quality of life. Most people are able
to secure employment. However, for a variety of reasons,
others may not. Those people who are not employed but are
actively looking for work are called ‘unemployed’.

The unemployment rate is an important indicator that
provides an insight into the performance of the Australian
economy. It tells us what percentage of the total labour
force is without a job but actively looking for work. Before
trying to calculate the unemployment rate, it is important to
understand the following key terms:
• Employed person — any person who works more than one hour per week
• Unemployed person — a person without a job who is actively looking for work
• Total labour force — the total of all employed people plus all unemployed people

The unemployment rate is calculated using the formula below:

Unemployment rate (%) = number of unemployed

total labour force
× 100

1

Consider the following ABS employment data for February 2019:

Number of people employed Number of people unemployed
Total labour force

(employed + unemployed)

12762 800 673100 13435 900

Using the above information, we can calculate the unemployment rate. Once calculated, the
unemployment rate is expressed as a percentage:

Unemployment rate (%) = number of unemployed

total labour force
× 100

1

= 673 100

13 435 900
× 100

1

= 5.01%
As you can see from the example above, the unemployment rate is 5.01 per cent. This is slightly higher

than the 5 per cent target that the Australian government sets for the unemployment rate. While the
government recognises that there will always be some level of unemployment, it implements a range of
policies and programs in an attempt to reduce the unemployment rate.

FIGURE 6 The government implements a range of programs to help people find jobs.
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22.4.4 Inflation
The price of products and services is one of the most important considerations for us as consumers. All
consumers wish to purchase good quality products for a reasonable price. When the price of a product
rises, we may ask questions such as: why has the price increased? Should I still buy this product? Are there
alternative products that I could purchase? Increases in the prices of goods and services mean we are not
able to buy as much with our money. This may impact on our quality of life.

When there is a general increase in prices across the economy, this is known as inflation. Inflation is
considered a negative thing for both the government and for consumers, as it results in consumers being
able to purchase less with their money.

To measure inflation, the Australian Bureau of Statistics (ABS) calculates the Consumer Price Index
(CPI). This is done by gathering data on the prices of goods and services in the economy. The CPI measures
the average change in retail price of a ‘basket of goods and services’ over a certain period of time.

The ‘basket of goods and services’ contains over 80 000 items. All of the items fit into one of the
following categories:
• food and non-alcoholic drinks
• alcohol and tobacco
• clothing and footwear
• housing
• furnishings, household equipment and services
• health
• transport
• communication
• recreation and culture
• education
• insurance and financial services.
The inflation rate tells us about the change in the price of goods and services in the economy. For

example, the inflation rate for the period January 2018 to December 2018 was 1.8 per cent. This means
that over that time period, the average prices of goods and services increased by 1.8 per cent. The
government tries to manage inflation carefully and sets a target of between 2 and 3 per cent for the inflation
rate. FIGURE 7 provides information about Australia’s inflation performance between January 2016 and
January 2019.

FIGURE 7 Australia’s inflation performance, January 2016–January 2019
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22.4.5 Alternative indicators (e.g. development, liveability and
happiness)
So far, we have considered a number of quantitative indicators which tell us about the performance of
the Australian economy. These include economic growth, unemployment and inflation. As well as these
indicators, there are a range of alternative indicators that attempt to provide a more complete picture of the
performance of the economy. They measure a variety of things such as: the level of wellbeing of people
in a country, how liveable a particular city or country is, and the level of happiness of people in different
countries throughout the world.

TABLE 1 identifies three of these alternative indicators and provides a brief overview of each of them.

TABLE 1 Alternative indicators which attempt to provide a more complete
picture of the performance of the Australian economy.

Alternative indicator Overview

Human Development
Index (HDI)

The United Nations Human Development Index
(HDI) is a global indicator that compares the
wellbeing of people in different countries. It
considers positive and negative things about
each country and generates a statistical index
number. When a country’s index number rises,
it means there has been an improvement in the
living standards of the country.

Global Liveability
Ranking

This indicator attempts to rank cities throughout
the world in terms of their ‘liveability’. In order
to rank the cities, a number of factors are
considered, such as safety, healthcare, population
density, infrastructure and the state of the
environment. Australian cities such as Melbourne,
Adelaide and Sydney have consistently been
ranked in the top 10 most liveable cities in the
world.

The World Happiness
Report

The World Happiness Report was first published
in 2012 and ranks 156 countries by their
happiness level. It considers a range of factors
such as Gross Domestic Product (GDP), people’s
freedom to make decisions about their own lives,
the level of social support, and life expectancy.
TABLE 2 shows the countries that were ranked in
the Top 15 for the 2016–18 period in the World
Happiness Report 2019.

TABLE 2 The world’s 15 happiest
countries, 2016–2018

Rank Country

1 Finland

2 Denmark

3 Norway

4 Iceland

5 Netherlands

6 Switzerland

7 Sweden

8 New Zealand

9 Canada

10 Austria

11 Australia

12 Costa Rica

13 Israel

14 Luxembourg

15 United Kingdom

Source: World Happiness Report, 2019

22.4 ACTIVITY
Undertake research in order to describe each of the following types of unemployment:
a. Cyclical unemployment
b. Seasonal unemployment
c. Structural unemployment
d. Frictional unemployment
e. Hidden unemployment Examining, analysing, interpreting
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22.4 EXERCISES
Economics and Business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

22.4 Exercise 1: Check your understanding
1. ES1 Define the term gross domestic product (GDP).
2. ES1 Who is included as part of the labour force?
3. ES1 Define inflation.
4. ES1 Explain how unemployment figures are calculated.
5. ES1 Define economic growth.

22.4 Exercise 2: Apply your understanding
1. ES2 Explain why GDP is a useful measure to determine the level of economic growth.
2. ES2 Explain how the Consumer Price Index (CPI) is used to measure inflation.
3. ES2 Explain why alternative indicators such as the Human Development Index (HDI) are important.
4. ES3 Calculate the unemployment rates in the table below.

Number of people employed
Number of people

unemployed Total labour force
Unemployment

rate
(a) 3 500 000 200000 3700 000
(b) 15 750 000 1500 000 17250 000

5. ES6 Traditional economic indicators don’t consider all factors that contribute to our living standards. Explain
the notion that non-material living standards, and their measurement, are just as important as material living
standards.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

22.5 Trade with other economies
22.5.1 Changing trading partners
Australia has been involved in trade with other nations since European settlement. During the nineteenth
century, the Australian colonies were a major source of agricultural products such as wool, and minerals
such as gold, for Britain and its empire. In recent years Australia has developed strong trading links with
our Asian neighbours: four of our five most important trading partners are now in Asia.

22.5.2 Trade and the Australian economy

FIGURE 1 Australia imports many goods from
overseas and exports to many other countries.

Australia is an open economy, meaning that we
trade in goods and services with other countries.
Australian businesses sell exports to both
consumers and producers in other countries.
Australian consumers buy imports that have
been manufactured in other parts of the world
and brought into this country.

International trade can affect our economic
system in a number of ways:
• Australia has a relatively small population, so

if overseas consumers are willing to buy the
goods and services we produce, this can help
our local businesses to grow and employ more
people. A significant proportion of jobs in
Australia are directly or indirectly connected
with the production of exports.
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• Some products cannot be made here as efficiently as in other countries. A lot of the highly
sophisticated machinery used in factories here is imported. However, such machinery can help local
factories remain competitive by producing goods more cheaply.

• Imported goods are sometimes cheaper than locally produced goods, so local producers can find it
difficult to compete with imported products. Some local producers may even be forced to close down.
Australian clothing and footwear manufacturing has declined since the 1980s as cheaper imports from
Asian countries have increased dramatically. While this may not be good for those Australian
manufacturers, it is a positive trend for consumers because they have access to cheaper clothing.

By adding overseas trade to the circular flow diagram, we can see how overseas consumers and producers
participate in the Australian economy. As shown in FIGURE 2, we can see that households spend money
buying imports from overseas businesses, while businesses can earn money from exporting goods and
services to overseas consumers. Exports are good for the Australian economy because they bring money
into our market system, while imports take money out of the country and pay it to overseas businesses.

FIGURE 2 The circular flow of money between households, businesses, financial intermediaries, government,
and overseas consumers and businesses in the Australian economy
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If we consistently spend more on imports than we earn from exports, money will continue to flow out
of the country. Ultimately this will leave us poorer as a nation. Ideally, we want to sell enough exports
to provide us with the extra money needed to pay for the goods and services we need to import. If we
have more money flowing into Australia from exports than we have flowing out to pay for imports, this
additional money can add to our wealth as a nation.

22.5.3 Trade with the Asia region
As a relatively wealthy and advanced economy, Australia is an important trading nation for countries in
the Asia region. As illustrated in TABLE 1, in 2017–18 over 82 per cent of Australia’s trade with our top
ten trading partners was with Asian countries. Six of our top ten trading partners were Asian countries,
including four of the top five.
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TABLE 1 Australia’s trade with our top 10 trading partners in 2017–18
Trade with Asia

Position Country
Exports
A$ million %

Imports
A$ million %

Total trade
A$ million %

1 China 123 274 51.5 71 346 42.7 194 620 47.9

2 Japan 51328 21.5 26 267 15.7 77 595 19.1

4 South Korea 23 628 9.9 28 764 17.2 52 302 12.9

5 India 21 145 8.8 7 971 4.8 29 116 7.2

8 Singapore 13 164 5.5 14 610 8.8 27 774 6.8

9 Thailand 6 610 2.8 18 078 10.8 24 688 6.1

Total 239 149 100.0 166 946 100.0 406 095 100.0

Non-Asian trade

Position Country
Exports
A$ million %

Imports
A$ million %

Total trade
A$ million %

3 United States 21 424 41.4 48 752 50.3 70 176 47.2

6 New Zealand 14370 27.8 13 905 14.4 28 275 19.0

7 United Kingdom 11757 22.7 16 036 16.6 27 792 18.7

10 Germany 4 170 8.1 18 185 18.8 22 355 15.0

Total 37 419 100.0 74 856 100.0 112 275 100.0

Asian and non-Asian trade

Exports
A$ million

% Imports
A$ million

% Total trade
A$ million

%

Trade with Asia 239 149 82.2 166 946 63.3 406 095 73.2

Non-Asian trade 51 721 17.8 96 878 36.7 148 599 26.8

Total 290 870 100.0 263 824 100.0 554 694 100.0

Source: Data derived from Australia’s trade at a glance, Department of Foreign Affairs and Trade

Let us examine the importance of China as our largest trading partner. As you can see from TABLE 1, the
value of our exports to China is A$123 274 million. This represents 51.5 per cent of our exports to Asia, and
is almost 73 per cent more than the value of imports from that country. The largest proportion of our exports
to China is made up of iron ore and coal, which China buys to fuel its industrial growth. Japan and South
Korea are also large buyers of Australian mineral resources. The value of our exports adds to Australia’s
wealth; we are able to use the money we earn from selling our exports to pay for the goods and services that
we import from other countries.

More than 82 per cent of the value of our exports in 2017–18 was earned from selling to Asian countries.
This money was particularly important because most of our non-Asian trade involved much higher levels of
imports than exports. When we compare the value of exports with the value of imports, we can calculate
Australia’s balance of trade. If the value of exports is greater than the value of imports in a particular
period of time, we are said to have a trade surplus for that period. If the value of imports is greater than
the value of exports, we are said to have a trade deficit. We can see from TABLE 1 that in 2017–18 Australia
had an overall trade surplus with our ten largest trading partners. When we look at trade with individual
countries, we see that we had a trade surplus with some of them and a trade deficit with others.

Resources

Weblink Department of Foreign Affairs and Trade
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22.5 ACTIVITY
Use the Department of Foreign Affairs and Trade weblink in the Resources tab to answer the following.
a. Which goods make up most of Australia’s imports from China, Japan and Thailand?
b. Which goods make up most of Australia’s exports to the United States and New Zealand?
c. Which goods make up most of Australia’s imports from the United Kingdom and Germany?

Examining, analysing, interpreting

22.5 EXERCISES
Economics and Business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

22.5 Exercise 1: Check your understanding
1. ES2 Explain why countries trade.
2. ES1 What is the difference between exports and imports?
3. ES2 Explain the impact of international trade on the flow of money in the Australian economy.
4. ES2 Explain what is meant by trade deficit.
5. ES2 Explain what is meant by trade surplus.

22.5 Exercise 2: Apply your understanding
1. ES3 Identify one benefit and one disadvantage of exporting goods to other countries.
2. ES3 Identify one benefit and one disadvantage of importing goods into Australia from other countries.
3. ES3 Australia generally has a trade deficit. Analyse why this occurs.
4. ES3 Examine TABLE 1 and answer the following:

(a) Why was Australia’s trade with China in 2017–18 of greater benefit to our economy than our trade with
the United States?

(b) With which country did Australia have its greatest trade deficit in 2017–18? Justify your answer.
(c) With which country did Australia have its greatest trade surplus in 2017–18? Justify your answer.

5. ES4 In 2017–18, Australia had a trade surplus with only four of our top ten trading partners and a trade
deficit with the other six. Should we regard this is a serious problem? Explain your answer.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

22.6 Imports and the Australian economy
22.6.1 Imports all around us
You may not realise it, but you have been living with and consuming imported products all your life. In fact,
if your parents used disposable nappies, you would have come into contact with imports the day you were
born. But have you ever stopped to think about what effects imports have on the Australian economy? It
can be argued that money going out of Australia to pay for imports is likely to reduce our wealth. Yet many
imported goods are cheaper than those locally produced, allowing us to buy more and make our money go
further.

As previously discussed, an import is a good or service that is produced overseas and brought into
Australia. Businesses bring imports into the country and then sell them to other businesses or directly to the
public. When we travel and spend money on an overseas holiday, this has the same effect on the economy
as importing goods and services. In this case we are taking our money to other countries to spend on goods
and services there rather than physically bringing the products to our country. The economic effect is that
the money goes to overseas businesses, so the impact on the Australian economy is the same.

Similarly, when overseas tourists come to Australia and spend their money, this has the same impact
on our economy as exporting goods and services. In this case, money from overseas consumers is coming
into Australia and being paid to Australian businesses just as if those businesses had sent their products
overseas. Economists sometimes refer to the spending of money by Australians overseas as ‘invisible
imports’ and the spending of money here by overseas visitors as ‘invisible exports’.
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FIGURE 1 The spending of money by overseas tourists in Australia is an invisible
export.

You will find imported products in most shops. Check the shelves in your local supermarket, or go into
any store selling electrical goods. Look at the labels on the clothes in your wardrobe or other products you
have bought recently. Most businesses carry a range of products that are made both locally and overseas.
Imported products can also be bought online, bypassing local businesses that import goods to sell to
Australian consumers.

FIGURE 2 Consumers can find imported goods in almost every store.

22.6.2 From whom do we import?
Australian imports come from all over the world. Globalisation allows us to buy overseas products in local
stores or in our own homes using the internet.

As we can see from TABLE 1, over 50 per cent of our imports in the 2017–18 financial year came from six
of our ten largest trading partners. Our top 15 sources of imports accounted for 78 per cent of the total value
of all imported goods.
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TABLE 1 Australia’s top 15 goods and services trade partners, 2017–18

Goods and services imported

Country of origin A$ million % share

China 71 346 18.0

United States of America 48 752 12.3

South Korea 28 674 7.3

Japan 26267 6.6

Germany 18185 4.6

Thailand 18078 4.6

United Kingdom 16036 4.1

Singapore 14 610 3.7

New Zealand 13905 3.5

Malaysia 12 562 3.2

Italy 9 131 2.3

Indonesia 8 384 2.1

India 7 971 2.0

France 7 416 1.9

Vietnam 6946 1.8

Total top 15 308263 78.0

Other 87 137 22.0

Total 395 400 100.0

22.6.3 What goods and services do we import?
TABLE 2 shows the top ten imports of goods and services into Australia in 2017–18. Although it only made
up 10.7 per cent of total imports by value, the largest single import was the invisible import of Australians
travelling and spending money overseas. While we are used to seeing imported clothing and home electrical
goods in our shops, neither of these types of imports were included in the top ten in 2017–18.

FIGURE 3 Most electrical goods sold in Australia, such as TV sets,
are imported.
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TABLE 2 Australia’s top ten goods and services imports in 2017–18 (A$ million)

Rank Commodity A$ million % share

1 Personal travel (excl. education) services 42 496 10.7

2 Passenger motor vehicles 23 299 5.9

3 Refined petroleum 21655 5.5

4 Ships, boats & floating structures 14 897 3.8

5 Telecom equipment & parts 13 412 3.4

6 Crude petroleum 11738 3.0

7 Goods vehicles 10 181 2.6

8 Freight transport services 9 431 2.4

9 Computers 8 836 2.2

10 Medicaments (incl. veterinary) 7 169 1.8

Total top 10 163114 41.3

Other 232 283 58.7

Total 395 400 100.0

22.6.6 Why do we import goods and services?
Australia imports many products, and does so for many reasons. Australian producers may not make a
product as efficiently as it is made in another country, or a particular raw material may not be produced in
sufficient quantities to satisfy demand. Australia began mining its own reserves of petroleum in the 1960s,
but production peaked in the year 2000 and has been in decline ever since. As a result the importation of
both crude and refined petroleum has steadily increased since then, amounting to 8.5 per cent of all imports
in 2017–18. Similarly, the importation of passenger motor vehicles and goods vehicles amounted to 8.5 per
cent of imports in 2017–18 and, with the closure of Australia’s motor industry in 2017, this percentage is
likely to increase.

FIGURE 4 Motor vehicles and petroleum are among the many imported products sold in Australia.
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22.6.7 How do imports affect the economy?
In 2017–18, Australia’s income from goods and services exports was higher than its spending on imports,
resulting in a trade surplus. The same was the case in the 2016–17 financial year. However, in many other
years, Australia’s spending on imports has been higher than income earned from exports. Bringing imports
into the country has both positive and negative effects for consumers and producers. These are outlined in
TABLE 3.

TABLE 3 Economic effects of imports

Positive effects Negative effects

• There is an enormous range of goods and services for
consumers to buy.

• Australian producers are forced to make goods and
services using resources in the most efficient way
because they have to compete against cheaper
imported products.

• Importing goods from other countries encourages
those countries to buy our exports.

• Australian workers may move overseas and learn other
languages and cultures.

• More trade between countries encourages peaceful
relationships and cultural exchanges.

• Australian jobs may be lost to countries with cheaper
labour costs.

• Imported resources may lower employment
opportunities for Australian workers.

• Australian industries find it difficult to compete with the
lower production costs of some overseas countries.
This leads to a closure of industries and loss of skills.

• Money leaves the country to circulate overseas, rather
than in Australia, affecting the exchange rate of the
Australian dollar.

• Harmful animal species as well as diseases, such as
bird flu, may be brought into the country in various
ways.

DISCUSS
Overall, do you think that imports have a positive or negative effect? Why? Think about all of the effects of
importing goods and services, from the increased range on offer, to the environmental consequences, and the
impact on Australian workers. [Critical and Creative Thinking Capability]

22.6 ACTIVITY
Design an advertisement (webpage or poster) to encourage consumers to buy Australian products. In presenting
your advertisement design to the class, explain why you believe it could work. Reasoning, creating, proposing

22.6 EXERCISES
Economics and Business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

22.6 Exercise 1: Check your understanding
1. ES1 Define imports.
2. ES3 Which countries were our top three sources of imports in 2017–18?
3. ES3 Which type of goods made up our largest percentage of imports by value in 2017–18?
4. ES2 Identify two reasons why Australia imports goods and services from overseas.
5. ES3 Identify the region of the world where the majority of our imports are sourced, and provide a reason why

this is the case.

22.6 Exercise 2: Apply your understanding
1. ES2 What is meant by the terms ‘invisible imports’ and ‘invisible exports’?
2. ES2 Explain how purchasing imported goods can:

(a) improve our standard of living
(b) reduce our standard of living.
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3. ES3 Provide five examples of imports that you and your family purchase regularly. Identify their countries
of origin.

4. ES3 Name three stores in your local area and list some of the imported products they stock.
5. ES6 What type of imports do you think will increase in Australia in years to come? Justify your response.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

22.7 Global events and the Australian economy
22.7.1 Positive and negative effects
Today all countries are connected to a greater extent than ever before in human history. International trade
has contributed to economic growth and the generation of wealth in all nations that engage in the import
and export of goods and services. Developments in travel and communications have made trade easier and
broken down many traditional barriers between countries. While we have benefited in many ways from
these connections with other countries, there have also been some detrimental effects. The ease of travel
between countries has seen the rapid international spread of infectious diseases, while the widespread use of
electronic communication has made internet fraud and identity theft much easier for criminal groups.

FIGURE 1 International flights have made travel between countries quick and easy, but they come with risks such
as the possibility of spreading contagious diseases across the globe.

22.7.2 Our interconnected world
The growth of trade between almost all countries has created greater economic interdependence between
those countries. As a result of this interconnectedness, both positive and negative economic events can
spread quickly between trading partners. The economic growth of China since the 1980s has had a
beneficial effect on the many other countries that trade with it. On the other hand, problems with housing
loans that began in the United States in 2006 eventually spread to many other countries, creating a global
financial crisis.
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The growth of the Chinese economy

FIGURE 2 China produces high-quality electronic
products more cheaply than we can in Australia.

Since the early 1980s, the Chinese government
has pursued a number of policies designed to
bring about rapid economic growth. Economic
growth is measured by increases in a country’s
gross domestic product (GDP). As GDP is the
total value of all goods and services produced
in a country in any given year, the rate by which
GDP increases each year is effectively the rate
of economic growth of that country. From 1979
until 2010, China’s average annual GDP growth
was 9.9 per cent. Since 2010, the rate of growth
has slowed somewhat, with a rate of 6.3 per
cent recorded for 2018. One way in which the
Chinese have been able to achieve this level of
growth is through a rapid expansion in trade
with other countries. As a result of this policy
China has become the world’s largest trading
nation, with a total trade value of US$4.1 trillion
in 2017.

China has set out to increase its manufacturing capacity in order to provide all the goods and services
required by its own huge population and also to export to other countries. It has had to import large
quantities of raw materials from other countries, including the materials to build hundreds of new factories
and the fuel to power them. Countries such as Australia have benefited enormously from this growth in the
Chinese economy. As we have seen, China is Australia’s largest export customer, buying large quantities
of Australian iron ore and coal. For a roughly 10-year period from the mid 2000s, this generated a mining
boom in Australia that contributed significantly to our growth in GDP.

Australia also imports large quantities of consumer goods from China, particularly clothing and other
textile products, as well as increasing quantities of electronic goods and other home appliances. Most of
these are produced more cheaply than we can produce them ourselves, so Australian consumers benefit
from paying lower prices for a wide variety of goods imported from China.

Global financial crisis (GFC)

FIGURE 3 Many US home owners had to abandon their
mortgaged homes when house prices fell dramatically
during 2006 and 2007.

During the early years of this century, many
US banks lent money in mortgage loans to
people who were ultimately unable to repay
the amount they had borrowed. In 2006 and
2007 a fall in US house prices left many of
these people with houses that were valued less
than the money owing on their mortgage loans.
When large numbers of them defaulted on their
loans and had to abandon their houses, many of
the banks and other financial intermediaries
lost a lot of money, severely damaging the
reputation of the US financial system. This led
to a tightening of credit: banks lent less money
and there was a slowing in growth of the United
States economy. In 2008 the US economy went
into recession. Around 9 million people lost
their jobs in the following two years.
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In response to the problems in the US banking system, other banking systems throughout the world
placed restrictions on lending. This led to a recession throughout much of the rest of the world. In many
European countries GDP declined by as much as 10 per cent, with some countries experiencing even
greater decreases in economic growth and high levels of unemployment. Recession was largely avoided in
Australia because the government rapidly increased spending, injecting more money into the circular flow
and stimulating economic growth.

The global financial crisis (GFC) of 2008 and 2009 occurred because of the close connections between
the economic and financial systems of most of the world’s countries. International trade and the flow of
money between nations means that events that occur in one country can have an influence on the economic
conditions in other countries — for better or worse.

22.7.3 Natural disasters
A natural disaster can have a serious economic impact on a country. When houses and businesses are
destroyed, money and resources are needed to repair and replace them. These resources cannot therefore
be used for other purposes. In February 2009 the Black Saturday bushfires in Victoria caused damage to the
Victorian economy valued at more than $5 billion. In January 2011, floods in Queensland damaged many
homes and businesses, and also devastated a
great deal of valuable farming land. The
resulting shortages forced up food prices all
over Australia.Rail lines and coal mines were
also damaged. Drought throughout much of
New South Wales, Queensland and South
Australia in 2018 led to farmers needing
government assistance to continue on the
land. In February 2019, serious flooding
in Queensland destroyed farmland and
livestock, threatening future food supplies
and placing farmers and graziers under
significant financial stress. Natural disasters
in other countries can also affect the
Australian economy, particularly if they
occur in the Asia region to which we are so
closely tied.

FIGURE 4 The Queensland floods affected food prices all
over Australia, as well as some of our export industries.

The 2011 Japanese earthquake and tsunami
In March 2011 the largest earthquake ever to hit Japan occurred under the ocean to the country’s east,
causing a 40-metre tsunami. As many as 18 000 people are believed to have died. Tens of thousands of
buildings were destroyed, and a meltdown at the Fukushima nuclear power station led to serious radioactive
pollution. There was an immediate slowdown in the growth of the Japanese economy, but the international
economy was also seriously affected. Japan is a major trading nation and the world’s third largest economy.
Japanese cars, computers and electronics products are assembled in many factories around the world, and
they rely on parts imported from Japan. The slowdown in the Japanese economy had an impact on many
Japanese-owned businesses globally.

Japan is Australia’s second largest trading partner, so an event as dramatic as the 2011 tsunami had an
impact on Australia’s economy, although the effects were largely short term. These effects were positive as
well as negative:
• The slowdown in the Japanese economy resulted in a reduction in demand for Australian exports such

as coal, iron ore and beef. However, the reconstruction effort in Japan eventually led to a rise in
demand for steel, so many of these exports subsequently increased.

TOPIC 22 The Australian and global economies 725

UNCORRECTED PAGE PROOFS



“c22TheAustralianAndGlobalEconomies_print” — 2019/9/12 — 10:11 — page 726 — #28

• Pollution from the Fukushima nuclear power station raised concerns about the safety of the food
supply in that area. This led to a rise in imports of food into Japan. As a significant supplier of food to
Japan, Australia exported more food to that country in the period after the tsunami.

• The nuclear meltdown also caused Japan to reassess its reliance on nuclear power. As a result, it has
been making greater use of coal- and gas-fired power stations. This is likely to result in a higher
demand for coal and liquefied natural gas (LNG) from Australia. The 13 million tonnes of LNG
exported from Australia to Japan in 2010 rose to 24.8 million tonnes in 2016–17.

FIGURE 5 The destruction caused by the 2011 tsunami had an impact on Japan’s trading partners as well as on
its own economy.

22.7 EXERCISES
Economics and Business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

22.7 Exercise 1: Check your understanding
1. ES1 Define each of the following:

(a) recession
(b) gross domestic product (GDP).

2. ES2 Identify one way in which the greater interconnectedness of countries can have a detrimental effect.
3. ES2 Outline one way in which the greater interconnectedness of countries can have a positive effect on

Australia.
4. ES2 Explain what is meant by global financial crisis.
5. ES2 Explain how natural disasters can affect the Australian economy in:

(a) a positive manner
(b) a negative manner.
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22.7 Exercise 2: Apply your understanding
1. ES2 Describe two factors that have led to the greater interconnectedness of countries.
2. ES2 How has Chinese economic growth benefited the Australian economy?
3. ES2 Why did a fall in house prices in the United States lead to the global financial crisis of 2008–09?
4. ES2 Explain one effect the Japanese earthquake and tsunami of 2011 had on the Australian economy.
5. ES5 Northern Queensland has been subject to cyclones over the years. The same area has large numbers of

sugar and banana plantations, as well as coal mines. The area provides sugar and bananas for the
Australian domestic market, and refined sugar and coal for export. What impact do you think serious
cyclone damage in this area would have on:
(a) the price of bananas in Australian supermarkets
(b) Australia’s export trade with our Asian neighbours
(c) the sugar plantation industry in India
(d) the Australian confectionary manufacturing industry?

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

22.8 SkillBuilder: Questioning and research

What are the steps in carrying out research?
Identify and understand the general task you are attempting to complete.

Locate appropriate sources of that information.

Record relevant information from a range of sources.

Present the information in a relevant form.

Develop a series of specific questions that will help guide your research in the 

appropriate direction, and help you determine the information you need.

Carrying out effective research involves an organised process of
identifying your research issue, developing specific questions to explore
the issue, then finding sources of information to answer your questions.

Select your learnON format to access:
• an explanation of the skill (Tell me)
• a step-by-step process to develop the skill (Show me)
• an activity to allow you to practise the skill (Let me do it).

22.9 Globalisation and the international economy
22.9.1 The economic issues of globalisation
Globalisation provides the means for increased interaction between the consumers, producers, workers
and governments in one country’s economy with their counterparts in the economies of other countries.
Many people use the term ‘globalisation’ to describe the strengthening economic ties between nations,
and the resulting trade and investment opportunities. Some use it to refer to the increasing exchanges
between nations at the social, political, cultural and technological levels. For others, globalisation refers
to our ability to rapidly communicate with and travel to other regions of the world. In this topic we focus
on the economic issues associated with globalisation and the way they affect all participants in the global
economy.
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22.9.2 What are the benefits of globalisation?
Globalisation can be a driving force for economic growth (an increase in the size of the economy as
measured by gross domestic product). As countries encourage free trade with other countries, new markets
are created. Selling more products increases company profits, and this means companies can afford to
hire more workers. As a result, both companies and workers become wealthier, and the standard of living
improves. As discussed previously, a trade surplus with our trading partners will result in an increase in
wealth coming into the country and contributes to the circular flow of money.

Trade helps to ensure that resources are used efficiently to produce goods and services. It enables nations
to specialise in the products that they make efficiently or grow naturally. At the same time, producers
competing on a global rather than national level must operate efficiently to keep prices competitive. This
increased focus on efficiency and cost savings provides flow-on benefits for both producers and consumers.

FIGURE 1 Greater choice and an increased variety of goods and services is a flow-on benefit of
globalisation for consumers.

22.9.3 What is the downside of globalisation?
Globalisation can create unfair working conditions for many workers in poor countries. Large
transnational corporations (TNCs), for example, may shift their production factories to poorer countries
where they can hire labour more cheaply. These workers may be forced to work long hours in unsafe and
unhealthy factory environments for a very small wage. Workers in the home country of the TNC may lose
their jobs altogether.

As well as choosing countries that have cheaper labour, TNCs may also choose to locate in countries
where environmental regulation is less stringent. This may result in exploitation of natural resources and
damage to the natural environment, often with little or no benefit flowing on to local communities.

TNCs also have the ability to undercut prices charged by competitors, often forcing smaller producers
to close down. This results in job losses, less competition and less choice for consumers. Removal of
competition can then allow TNCs to raise product prices.
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FIGURE 2 A downside of globalisation is the deplorable working
conditions faced by many workers in poorer countries.

DISCUSS
Critics of TNCs who exploit labour laws by providing poor conditions and low wages for their workers often stage
boycotts of the goods and services these companies provide. Do you think this is an effective strategy to put
pressure on these companies? What else could be done to force a change in this behaviour?

[Ethical Capability]

22.9.4 Who oversees the global market?
A number of international organisations oversee the flow of goods, services and finance around the world.
These include:
• the World Trade Organization (WTO). Established in 1995, the WTO administers the rules of

international trade. It is an influential organisation that has the power to rule on international trade
disputes.

• the International Monetary Fund (IMF). Established after World War II, the IMF’s main function is to
provide an orderly way of financially assisting developing countries.

• the Organisation for Economic Co-operation and Development (OECD). The OECD develops
economic and social policy for its members. Its 36 member countries include Australia, Japan, Korea,
New Zealand and countries in Europe and North America.

22.9.5 What does globalisation mean for Australia?
Globalisation has affected our country in many ways:
• Many Australian companies now operate internationally, increasing their profits by selling their goods

and services worldwide. Some have established their production centres in regions such as Asia to
reduce labour costs.

• Globalisation has forced Australian farmers to compete at a global level to sell products such as wheat
and wool. Previously they could rely on selling their crops and stock to established trading partners.

• Overseas investment by Australian companies helps to create employment and wealth in those
overseas countries. Similarly, investment in Australia by overseas companies may create growth and
employment opportunities that improve our standard of living.

• Importing a huge variety of goods and services allows consumers greater choice, usually at cheaper
prices. Overseas-made products in almost every Australian home include electrical goods, food items,
clothing and footwear, numerous television programs and even the family car.
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FIGURE 3 Globalisation in the form of shipping goods to or from other countries has advantages
for Australian businesses and consumers.

22.9.6 Is globalisation environmentally sustainable?

FIGURE 4 Clear-felling forests helps to
meet rising demands for timber. It also
reduces the availability of tree hollows
in old-growth forest needed by some
Australian species as their habitat.

As the world population grows, demand for goods and
services increases. Meeting this demand requires greater
use of renewable and non-renewable natural resources.
The manufacturing processes involved in producing ever-
increasing quantities of goods results in increased pollution
levels and many dangerous by-products. Other serious
environmental problems associated with meeting increased
demand include ozone layer depletion, destruction of old-
growth forests, extinction of many plant and animal species,
and climate change.

Both consumers and producers are becoming increasingly
aware of the need for environmental sustainability.

22.9.7 How does the internet
benefit globalisation?
The internet allows huge amounts of information to be
accessed or shared very quickly, facilitating the exchange of
information and ideas between individuals, businesses and
governments around the world. As e-commerce (commercial
transactions such as advertising, buying and selling on the
internet) increases, isolated groups such as rural exporters
will be able to operate more competitively. This will provide
growth opportunities for many country towns and out-of-the-
way remote businesses that might otherwise have difficulty
in reaching a large market.
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FIGURE 5 Greater access to the internet enables even small or isolated businesses to
compete efficiently in a globalised market.

Resources

Weblinks Globalisation

What is globalisation?

Fashion factories

22.9 EXERCISES
Economics skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining, analysing,
interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

22.9 Exercise 1: Check your understanding
1. ES1 In your own words, define globalisation.
2. ES1 Identify one international organisation that oversees global markets and outline its main function.
3. ES1 List three advantages and three disadvantages of globalisation.
4. ES2 Identify and explain two negative impacts of globalisation on the Australian economy.
5. ES2 Identify and explain two positive impacts of globalisation on the Australian economy.

22.9 Exercise 2: Apply your understanding
1. ES2 In what ways has globalisation placed additional pressures on the environment?
2. ES3 Identify one product that you or a family member has purchased online recently from an overseas

supplier.
(a) What was the name of the online retailer supplying the product?
(b) Which country did the product come from?
(c) Is the product available from shops locally?
(d) Why did you or the family member decide to use the internet to purchase this product?

3. ES6 ‘Many countries are being too heavily influenced by external culture and language, particularly US
culture, and are losing unique elements of their traditional culture.’ Think of the number of products we buy
that have originated in the United States, including fast food, films, music and TV programs that are now
available worldwide. Do you agree or disagree with the view that globalisation risks damaging local cultures
in smaller countries? Give reasons for your answer.

4. ES6 ‘Not only is our economy better off through globalisation but culturally we have improved as well.’
Comment on this statement.

5. ES6 ‘Globalisation builds relationships.’ Explain what this means and how this can benefit the world.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

TOPIC 22 The Australian and global economies 731

UNCORRECTED PAGE PROOFS



“c22TheAustralianAndGlobalEconomies_print” — 2019/9/12 — 10:11 — page 732 — #34

22.10 Global supply chains
22.10.1 Land, labour and capital
In the globalised economy, the manufacture of many goods that we purchase is not restricted to one country.
All goods are manufactured using a combination of raw materials (known to economists as land), human
skill and effort (labour), and factory buildings and equipment (capital). Manufacturing today can have
different combinations of these three resources located in many different parts of the world, with the final
product sold in a variety of different countries.

The combination of different resources, businesses and information that moves a product or service from
producer to consumer is known as the supply chain, and one of the major concerns of any transnational
corporation is supply chain management.

Raw materials have to be sourced from various parts of the world, and these raw materials may then be
processed in a number of different countries. The manufacturing steps may occur in several locations before
the finished product is available for sale. Supply chain management can be illustrated by examining the
production of the mobile phone. The manufacture of a mobile phone is a worldwide process, with countries
from every continent involved.

22.10.2 CASE STUDY: Supply chain management — Nokia
Nokia is one of the best known and successful mobile phone brands in the world, but it has not always
produced mobile phones. It is a Finnish company that has been in operation since 1865, producing a variety
of goods including cables, toilet paper and rubber boots.

FIGURE 1 The popularity of Nokia phones
prompted the company to globalise its
operations.

In the early 1990s, Nokia reinvented itself and started
focusing on technology in the mobile phone industry.
With this change in focus the company began operations
as a transnational business, operating factories and selling
its product worldwide. This transformation did not come
without its problems. The popularity of mobile phones
and the Nokia brand meant that in 1996 the company did
not have the factories capable of producing the number of
phones demanded. In response, it began the globalisation of
the Nokia operation, with a particular emphasis on updating
its supply chain management.

Raw materials
The electronic and electromechanical components of a
mobile phone require a variety of minerals, sourced from
all over the world. Copper for internal wiring comes mainly
from Chile, Australia and Peru, although this important
metal is also supplied by other countries in South America,
Asia and Africa. Other minerals such as cobalt and tantalum
from central Africa, and zinc, mercury and nickel from
Africa, Asia, South America and Australia are all required
in phone manufacturing. Plastics for the phone cases have to
be processed as a by-product of petroleum from the Middle
East and other oil-producing regions.
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FIGURE 2 Many of the minerals used in mobile phones are mined in
Africa.

Production of components
Nokia originally made its mobile phones in Finland but because it was unable to meet demand, opened
factories in other locations around the world. For many years, Nokia in Finland made a number of
phone components itself and purchased other components from around a hundred different specialist
manufacturers, as well as a large number of software suppliers. Electronic circuits, liquid crystal displays,
cases and batteries were all then shipped from different parts of the world to be assembled into mobile
phones.

Assembly
From 2011, with the increasingly competitive nature of the smartphone market, Nokia was forced to further
restructure its operations. In 2012 it closed its last factory in Finland, and its phones were then produced (in
some cases under licence by other manufacturers) in a number of factories throughout Asia, Europe, and
North and South America (see FIGURE 3).

FIGURE 3 Nokia handset factories
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The assembly of Nokia handsets in various factories worldwide was in response to a demand by
telecommunications companies in different countries for telephones with key features under their particular
brand. Nokia would take orders from the carriers (such as Vodafone) into their production system and make
hundreds of thousands of specialised phones for each carrier. This meant that a carrier could have a unique
faceplate with its own logo, or with specialised software installed.

Having become a highly successful transnational corporation, sourcing materials, manufacturing and
assembling mobile phones across the globe, in 2013 Nokia sold its phone devices and services division
to Microsoft. This meant that the division became part of the Microsoft transnational corporation, and its
supply chain became integrated with that of Microsoft worldwide.

Subsequent restructuring, sales and acquisitions have seen the Nokia mobile phone brand continue
to be a world leader — in more recent years under the ownership of HMD global, where Nokia phone
manufacturing continues in factories located across the globe.

22.10.3 Responsibility and sustainability issues in supply
chain management
When businesses source supplies and materials from a number of different countries, there are a range of
issues that may arise. The issue of legal compliance is important, as large transnational companies must
abide by the laws of the country in which they are operating. Above and beyond these legal requirements
is the concept of corporate social responsibility. Some businesses will choose to operate in other countries
because the laws regarding labour, wage rates, mining and the environment are less strict and they want to
take advantage of these laws. In terms of supply chain management, businesses should ensure that they treat
employees and contractors appropriately and that any waste that results from their operations is disposed of
in a manner that doesn’t harm the environment.

Corporate social responsibility is the obligation a business has, over and above its legal responsibilities,
to the wellbeing of employees and customers, shareholders and the community as well as to the
environment. Ensuring sustainability is an important element among these responsibilities. Sustainability
refers to the ability of a country or a business to meet the needs of its citizens now without jeopardising
the ability of the country to meet those needs in the future. Mining, forestry, fishing and farming need to
preserve resources so they can be used now but still be available for use in the future.

In sourcing materials and labour from various countries around the world, businesses need to ensure that
their processes are ethical, responsible and sustainable in both human and environmental respects.

Resources

Weblink Supply chain

22.10 ACTIVITIES
1. Use the Supply chain weblink in the Resources tab to learn how Microsoft ensures responsible sourcing in

their supply chain. Create an infographic to outline the key elements of Microsoft’s approach.
Examining, analysing, interpreting

Reasoning, creating, proposing
2. Investigate another transnational corporation that operates throughout the world and identify the key

elements of its supply chain. (For example, you could use Nestlé or Ford, or use the internet to find
examples of others.) Present your information in the form of a flowchart or map.

Examining, analysing, interpreting
Reasoning, creating, proposing
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22.10 EXERCISES
Economics and Business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

22.10 Exercise 1: Check your understanding
1. ES1 What are the three elements in the production of goods?
2. ES1 What is a supply chain?
3. ES2 Why did Nokia have to globalise its phone manufacturing business?
4. ES2 Identify three different raw materials that are used in the production of mobile phones and the countries

where these materials are sourced.
5. ES2 Explain one benefit to a business of operating as a transnational company.

22.10 Exercise 2: Apply your understanding
1. ES2 Explain what is meant by sustainability.
2. ES3 Transnational companies are often accused of not acting in a socially responsible manner. Explain

social responsibility and analyse this statement.
3. ES5 Corporate social responsibility is an issue that many consumers consider when purchasing goods and

services. Describe how consumers may apply their views on social responsibility to their purchases.
4. ES5 Describe how businesses should respond to consumer concerns over social responsibility and the

global supply chain.
5. ES3 Analyse how a developing country may welcome transnational businesses.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

22.11 Transnational corporations
22.11.1 What is a TNC?

FIGURE 1 Neon signs in London showing examples of TNCs
A transnational corporation (TNC)
is a business that produces and sells
its products in a number of countries
throughout the world. TNCs have
their headquarters in one country
and they establish subsidiaries in
other countries. The subsidiaries are
located in countries that provide the
resources and conditions necessary for
them to operate. TNCs represent the
highest level of involvement in global
business, where national borders do
not represent barriers to trade. TNCs
conduct a large percentage of their
business outside of their home country.

22.11.2 Worldwide assets and sales
TNCs come in many different forms. Sanyo, McDonald’s, Unilever, Ford, News Corporation and BHP
Billiton are just a few of the well-known foreign and Australian transnational corporations.

The degree to which a business is a genuine transnational company can be measured by examining the
proportion of its sales that occur outside its home country. TABLE 1 shows ten of the largest transnational
corporations and the percentage of their sales that occur outside their home countries.
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TABLE 1 Ten largest TNCs by percentage of sales that occur outside home countries.

Company Home country
Overseas sales as a

percentage of total sales

Nestlé Switzerland 97.8

Vodafone Britain 88.3

Siemens Germany 85.3

British Petroleum (BP) Britain 79.8

Volkswagen Germany 78.3

Honda Japan 77.7

Total (oil) France 76.9

Exxon Mobil USA 73.0

GDF Suez (electricity) France 65.6

Toyota Japan 60.8

Source: Table based on information from the UN Committee on Trade and Development (UNCTAD)

Many of these corporations have factories and assembly plants spread around the world. For example,
car manufacturer Toyota has manufacturing or assembly plants in 27 different countries spread across
Europe, North and South America, Asia and Africa, in addition to its home base in Japan. A substantial
proportion of Toyota’s employees work in countries other than Japan, and in 2012 it became the first motor
manufacturing company to produce more than 10 million cars in one year worldwide. Oil companies such
as Exxon Mobil and BP drill for oil in different locations across the world and have oil refineries in many
countries. French energy company GDF Suez owns electricity generation assets around the world, including
a number of gas-fired power stations in Western Australia and South Australia.

FIGURE 2 A Toyota dealership in Lithuania
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22.11.3 The biggest and richest
Some of the largest transnational corporations have annual revenues that exceed the GDP of many
countries. In 2018, a number of companies reported revenue figures greater than many countries’ GDP. US
retail giant, Walmart, earned enough revenue to be ranked 24th in the world by GDP. Volkswagen would
be ranked 43rd and Apple 47th if they were countries rather than corporations. The top 10 transnational
corporations by revenue for 2017 are shown in TABLE 2.

TABLE 2 Top 10 transnational corporations by revenue, 2017

Company Home country Activity Revenue ($US million)

1 Walmart USA Retail 485 900

2 State Grid China Electricity supply 315 200

3 Sinopec Group China Oil and gas 267500

4 China National Petroleum China Oil 262 600

5 Toyota Motor Japan Car manufacture 254 700

6 Volkswagen Germany Car manufacture 240 300

7 Royal Dutch Shell Netherlands/Britain Oil 240 000

8 Berkshire Hathaway USA Finance/investment 223 700

9 Apple USA ICT 215600

10 Exxon Mobil USA Oil 205 000

22.11.4 Some positives and negatives of TNCs

FIGURE 3 This railway line in the Pilbara in Western
Australia is an example of a transport link built by a
transnational mining company.

In 2016, 69 corporations were on the list of the top 100 economic entities of the world. If the wealthiest
TNCs have revenue greater than many small to medium countries, they have enormous power. If a TNC
uses this power in the best interests of the people of those countries in which it operates, those people can
benefit enormously:
• Investment from TNCs brings money and therefore economic growth into the country.
• Parent companies and their subsidiaries

may share intellectual property such as
design and technology concepts. This
helps less developed economies
become more advanced. The flow of
ideas and talent is also supported by
the movement of staff between
countries, even though they remain
employed by the same TNC.

• The standard of living of people in less
developed countries can be improved
as jobs are created.

• Transnational corporations sometimes
contribute towards the provision of
new transport links to service
their premises, and this can be
of benefit to the local community.
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• When a transnational company builds a new factory, this can stimulate other businesses in the
surrounding area. Businesses supplying raw materials, equipment and components to the factory can
benefit.

On the other hand, if the transnational company does not act ethically, there may be very little that the
government of a host country can do simply because of the financial power wielded by the large company.
Some transnational corporations have been found to have acted in ways that have exploited host countries
and their people:
• Transnational corporations often set up production in countries that have high levels of poverty and

low wages. They often employ young children, pay workers the minimum amount possible, and
provide very little in the way of safe working conditions or employee benefits such as meal breaks,
sick pay, holiday pay or superannuation.

• Profits are often returned to the home country rather than being used to benefit the economy of the host
country.

• Many transnationals will bring their own managerial and skilled staff with them, leaving only menial
work for the local population.

• Many transnational corporations have a poor record in environmental matters. They often exploit the
laxity of environmental regulations in the host country to pollute the air and waterways there.

• Transnational companies often use complex systems of transfer pricing to avoid paying tax on profits
earned in the host country. This means that the government of the host country does not gain much
additional revenue from the operations of the TNC.

FIGURE 4 This young boy working in a textile factory in India is making clothes to supply a transnational clothing
company.
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22.11.5 Regulating the activities of TNCs
As a result of international concerns over the activities of some TNCs, the United Nations identified some
key responsibilities for the largest transnational corporations:
• Do not use forced or compulsory labour.
• Respect the rights of children to be protected from economic exploitation.
• Provide a safe and healthy working environment.
• Pay workers enough to ensure an adequate standard of living for them and their families.
• Recognise the rights of employees to join unions and other collective bargaining organisations.

Resources

Weblink Tax Justice Network

22.11 ACTIVITY
Use the Tax Justice Network weblink in the Resources tab to learn more about the issues associated with taxing
corporations, and then use this information to answer the following.
a. Identify two reasons why it is important to tax transnational corporations.
b. What is the difference between tax evasion, tax avoidance and tax cheating?
c. Explain the international system that currently exists to oversee the taxing of transnational corporations.
d. Give an example of the way in which transfer pricing is used to avoid tax.
e. Explain one possible solution to the current problem of TNCs avoiding tax.

Examining, analysing, interpreting
Reasoning, creating, proposing

22.11 EXERCISES
Economics and Business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

22.11 Exercise 1: Check your understanding
1. ES1 Define the term ‘transnational corporation’ and provide three examples.
2. ES2 What is an economic entity? Give two examples.
3. ES3 Which TNC is the most internationalised in the world, and what percentage of its sales occur outside its

home country?
4. ES2 What type of economic or business activity involves most of the largest transnational corporations?

(Hint: Refer to TABLE 2.)
5. ES2 What is ‘transfer pricing’ and what is the impact of its use by some TNCs?

22.11 Exercise 2: Apply your understanding
1. ES2 Explain three possible advantages and three possible disadvantages for a host country of having a

transnational corporation set up a factory or other operation in its territory.
2. ES6 What do you think might happen if the government of a relatively poor country decided to change the

laws to collect more tax from TNCs operating within its borders?
3. ES5 Why do you think the United Nations thought it necessary to draw up a code to govern TNC behaviour?
4. ES5 What short- and long-term benefits do you think could result for a TNC that always behaved ethically

and respected human rights?
5. ES3 A difficulty with TNCs is policing their activities when they breach local laws. Analyse why this may be

a problem for some countries.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.
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22.12 SkillBuilder: Developing graphs from tables

Why develop graphs from a table?

Series1

Australia’s top 10 goods & services imports (A$ million)
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A picture is worth a thousand words! While a table of
data can provide useful information, presenting this data
as a graph can make the information more accessible
and easier to read. Spreadsheet software such as Excel
can be used to create graphs from tables, and the
process is very simple.

Select your learnON format to access:
• an explanation of the skill (Tell me)
• a step-by-step process to develop
the skill (Show me)

• an activity to allow you to practise
the skill (Let me do it).

22.13 Thinking Big research project:
An international menu

SCENARIO
Australia is part of the world economy. Our access to goods and services
from overseas has increased exponentially in recent years, so our choices
are greater and more varied. You will design a 3-course dinner menu, analyse
where your ingredients are sourced from and prepare a report describing how
the development of the global economy has impacted our daily lives.

Select your learnON format to access:
• the full project scenario
• details of the project task
• resources to guide your project work
• an assessment rubric.

Resources

projectsPLUS Thinking Big research project: An international menu (pro-0200)
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22.14 Review

22.14.1 Key knowledge summary
Use this dot point summary to review the content covered in this topic.

22.14.2 Reflection
Reflect on your learning using the activities and resources provided.

Resources

eWorkbook Reflection (doc-31738)

Crossword (doc-31739)

Interactivity The Australian and global economies crossword (int-7656)

KEY TERMS
balance of trade the difference between the value of a country’s exports and the value of its imports over a
specific period of time
economic entity any person or organisation engaged in economic activity. It could be an individual, a household,
a business, a government or a country.
exports goods and services sold by local businesses to overseas consumers
financial intermediary any organisation that takes deposits from those with surplus funds and makes those
funds available to borrowers
gross domestic product (GDP) the total value of all goods and services produced in a country in a given period
of time (usually a year)
imports goods and services purchased by local consumers from overseas businesses
inflation a general rise in prices across all sectors of the economy
investment the use of money to purchase equipment or premises for the establishment of a new business or the
expansion of an existing business
labour the human skills and effort required to produce goods and services
market any organised exchange of goods, services or resources between buyers and sellers
mortgage loan money advanced to a person for the purchase of a house or other property, where the property
itself is used as security for the loan. This means the bank or other lender can take possession of the property
if the borrower fails to make the regular repayments.
opportunity cost what you have to give up if you choose to do A rather than B; the value of the next best
alternative that is given up whenever a choice is made
recession a period of decline in economic growth when GDP decreases
relative scarcity the economic problem of having unlimited needs and wants with only limited means to
satisfy them
resources the land, labour, capital and enterprise used to produce goods and services that satisfy needs and
wants. Production usually requires a combination of these resources.
superannuation funds organisations that receive a combination of employer and employee contributions so that
money can be accumulated for the employees’ retirement
transfer pricing when one subsidiary of a transnational corporation charges another subsidiary for providing
goods or services, often resulting in profits being moved between different countries to avoid the payment of
tax on those profits
transnational corporations (TNCs) large business organisations that have a home base in one country and
operate partially or wholly owned businesses in other countries
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