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CORE STUDY

2 The economic and business
environment

2.1 Overview 
Numerous videos and interactivities are available just where you need them, at the point of learning, in
your digital formats, learnON and eBookPLUS at www.jacplus.com.au.

2.1.1 Introduction
Do you shop, have a bank account or even catch public transport? Of course you do! So even without
knowing, you are engaged in and dependent on the world of business and economics.

Whether we know it or not, we are all involved in the economy. When we buy goods and services, put
money in a bank account or get a casual job, we are contributing to the economy.

However, the economic and business environment is always changing. Not too long ago, most goods
and services were bought from local shops in a face-to-face exchange. Now, thanks to advancements in
technology such as the internet and smartphones, you can buy anything you want, 24 hours a day, and have
it delivered to your door. Businesses can now access a global market, not only to sell their products but also
to get them produced. Although this can create opportunities for businesses, it also presents challenges that
individuals, businesses and governments need to think about.

This topic looks at the way our economy and markets operate in a globalised world, including the
interdependent nature of our economy and the role and function of businesses within the economy.
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CONTENT FOCUS
On completion of this topic, you will have:

• developed an understanding of the importance, and features of, the economic environment, including
markets

• explored the nature, role and operation of businesses in the context of an increasingly globalised economy
• investigated cause-and-effect relationships in relation to a major economic event or development affecting

Australian consumers and businesses.

2.2 The five-sector circular flow model
It is sometimes said that ‘money makes the world go around’. Of course, this is not physically true, but it
does sum up the way the economy works. So an important concept to understand is the flow of money or
finance that moves through the economy.

The circular flow of income shows the connections between the five different sectors of an economy:
consumers, businesses, financial institutions, thegovernmentand theoverseassector. It alsoshowswheremoney
is being injected into the economy and where money is being leaked from the economy. These injections and
leakages help economists calculate changes in the level of economic activity within an economy.

2.2.1 The consumer and business sectors
The household sector of an economy is made up of consumers, who hold economic resources such as land,
labour, capital and enterprise. In a simple two-sector economic model, the other sector of the economy is
the firms sector. People sell their resources to firms (businesses) in exchange for an income. Firms then use
the resources of households to produce goods and services. This is known as production. Households will
then use their income to buy various goods and services. This is known as consumption.

Consumers and businesses are interdependent on each other. This means businesses would not survive
without consumers buying their goods and services, and consumers rely on businesses to provide them
with the goods and services they demand to satisfy their needs and wants, and also to provide them with
an income.

Two-sector circular flow of income model
Vanessa was struggling to understand the links within the economy. She realised that income is a central theme
to understanding any economy. I’ve always enjoyed model making, so why don’t I start there? she thought. When
building a model, it’s easier to start simply then build up to a more complex model. She started with the two
sectors. Everyday people from within a household are essentially workers, gaining income from the production
of goods and services.

She noticed that households end up using their income for the consumption of the very goods and services
that like-minded households are all contributing to produce.

Vanessa’s simple two-sector flow of income model
The two sector model of the economy is balanced (or in equilibrium) when income (Y) = consumption (C).

Income (Y) — wages, rent, interest, profit

Consumption (C)

Economic resources

Goods and services

Household

sector

Firms

sector
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2.2.2 The financial sector (third sector)
The financial sector refers to financial institutions such as banks that act as intermediaries between the
savers and borrowers in an economy. They receive the savings of individuals and businesses and then lend
this money to others who need to borrow money.

A choice of saving or investment is an important factor within the economy. Saving (S) refers to putting
money away for later use and is a leakage from the circular flow of income, whereas investment (I) is when
money is borrowed and used to expand and grow a business. This means investment is an injection into the
circular flow of income.

2.2.3 The government sector (fourth sector)
The government sector refers to local, state and federal governments and has two significant roles in the
circular flow of income:
1. Taxation (leakage): the government collects taxes from individuals and businesses when they earn an

income or profit.
2. Government expenditure (injection): this is when governments spend money raised through taxation on

things such as infrastructure, welfare payments, education and health.

Four-sector circular flow of the economy
Vanessa was thinking about her part-time job. She had tax taken out by the government and she also tried to
save a bit of her pay each week and not spend all of it. She felt her first model didn’t reflect this so she added
two more sectors.

Vanessa’s four-sector model of the economy

Goods and services

Income (Y) — wages, rent, interest, profit

Consumption (C)

Savings (S) Investment (I)

Government

expenditure (G)Taxation (T)

Economic resources
Household

sector

Firms

sector

Financial

sector

Government

sector

2.2.4 The overseas sector
A more complete approach to understanding economies occurs when we also consider the overseas sector.
This macroeconomic model details global (macro) influences upon a nation’s economy and successfully
explains the role of trade in helping an economy grow. Trade consists of exports and imports.
Exports (X) refers to Australian businesses selling their goods or services to overseas individuals,

businesses or governments. These are an injection into the circular flow of income.
Imports (M) refers to the buying of overseas goods or services by Australians. These are a leakage from

the circular flow of income.
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Five-sector circular flow of the economy
Vanessa realised she had forgotten something pretty important. People in the news and politicians talk about
international elements of global finance and their impact upon Australia. This overseas sector was dealing with
what she knew to be trade — bringing in things (imports) Australia doesn’t have and selling things (exports) that
Australia is able to share with the world.

Vanessa’s completed model of the economy: the five-sector circular flow of the economy
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Economic resources

The circular flow of income is used by economists to measure changes in the level of economic activity
within an economy; that is, is the economy growing or shrinking? This is be done by adding up the
injections into the economy and comparing them to the leakages out of the economy.
• When injections are greater than leakages, economic growth occurs and the economy will expand.
• When leakages are greater than injections, an economy will experience economic decline.
It is the government’s role to try to manage and maintain a balance within their nation’s economy by

altering flows of money and influencing decisions within sectors.

The effect of injections and leakages is
to raise or lower the level of economic
activity.

Vanessa shared her models with the class. She described
how each sector is equally dependent upon other sectors
for success. To show that she was able to critically look at
things and analyse where things can go wrong, she applied
the example of a fish tank to explain problems within the
economy: ‘If leakages such as savings (S), taxation (T) and
imports (M) are always leaving the economy, this is hard
to balance. So the injections of investment (I), government
expenditure (G) and exports (X) will stop the leakages from
draining the fish tank dry. This is the tricky balance an
economy has to maintain.’

Resources

Digital document Worksheet 2.1 Economic links — the circular flow of income model (doc-26942)
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2.2 Activity: Research and communication
1. In pairs, create a mind map showing all the ways you interact with the circular flow of income.
2. Create a flow chart that illustrates all the consequences on the circular flow of income for the following

scenarios.
(a) A new business being established in Australia
(b) The government reducing the personal income tax rate
(c) Banks being restricted in how much individuals and businesses are allowed to borrow

3. In small groups, brainstorm the impacts of a global recession on Australia’s circular flow of income.

2.2 Exercise: Knowledge and understanding
To answer questions online and to receive immediate feedback and sample responses for every question, go
to your learnON title at www.jacplus.com.au.

1. What five sectors comprise the Australian economy?
2. Using examples, what is meant by the terms ‘leakage’ and ‘injection’?
3. Explain the impact of leakages and injections on economic activity.
4. Complete the following table using appropriate symbols. The first one has been filled in for you.

Model (Sectors) Leakages Injections

(a) Four S + T ____ + ____

(b) Five ____ + ____ + ____ ____ + ____ + ____

5. Complete the following table by indicating next to each statement whether the event will expand or contract
the level of economic activity.

Statement Increase or decrease economic activity

(a) Increased investment

(b) Higher taxes

(c) Rising export sales

(d) Reduced government spending

6. Using the completed five-sector model, identify the money flows that best describe each of the following
transactions.
(a) An employee collects his wages.
(b) A car manufacturer installs a new welder.
(c) A teenager opens and deposits money into a bank account.
(d) A school student buys a mobile phone.
(e) An Australian miner sells iron ore to China.
(f) An employee pays income tax.

Fully worked solutions and sample responses are available in your digital formats.

2.3 The interdependence between different
sectors of the economy
2.3.1 The role of the government in protecting consumers
The government has a significant role in the financial protection of consumers through the regulation of
the financial sector. The Australian Securities and Investments Commission (ASIC) is an independent
Commonwealth Government body responsible for the regulation of the financial sector. It operates under
the Corporations Act 2001 (Cwlth) and the National Consumer Credit Protection Act 2009 (Cwlth).

70 Jacaranda New Concepts in Commerce Fourth Edition NSW Stages 4 & 5

UNCORRECTED PAGE PROOFS



“c02TheEconomicAndBusinessEnvironment_print” — 2019/10/5 — 12:45 — page 71 — #6

Its main roles are:
• monitoring the financial services industry
• monitoring the provision of financial services such

as investment advice
• providing consumer protection in financial services,

including shares, managed funds, superannuation,
insurance, credit and deposit-taking.

2.3.2 The role of the financial sector in
facilitating business investment
Do you spend every cent you receive in pocket money or
in return for any work you do, or do you set some aside
as savings? While most people your age don’t save much,
many others in the economy do put aside some of their
income as savings. This money is usually deposited in a
bank or similar financial institution. Therefore, financial
institutions act as intermediaries between the savers and the
borrowers in an economy.

Banks and other financial organisations receive deposits,
and use this money to lend 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 even moving to bigger premises. Money spent in this way is known as
investment. Financial intermediaries collect the savings of thousands of depositors, and then have large
sums available for businesses to invest in growth.

Resources

Weblink ASIC consumer protection

2.3 Activity: Research and communication
1. Use the ASIC consumer protection weblink to find out more about the role of the Australian Securities and

Investment Commission. Explore the For consumers tab to create a list of how ASIC can protect consumers.
2. Research different bank websites or comparison sites such as Canstar (www.canstar.com.au) and

investigate the following.
• Savings deposit rates
• Borrowing rates for products such as mortgages and credit cards

3. In small groups, brainstorm why we need the government to protect consumers when they are saving or
borrowing money.

4. In small groups, brainstorm the consequences of the following scenario. Share your findings with the rest of
the class.
You live in world without banks or other financial institutions.

2.3 Exercise: Knowledge and understanding
To answer questions online and to receive immediate feedback and sample responses for every question, go
to your learnON title at www.jacplus.com.au.

1. What does ASIC stand for?
2. In your own words, what is the role of ASIC?
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3. Define the following terms.
(a) Savings
(b) Borrowings

4. Explain what is meant by the following statement.
‘Financial institutions act as intermediaries between the savers and the borrowers in an economy.’

Fully worked solutions and sample responses are available in your digital formats.

2.4 The business cycle
2.4.1 Phases of the business cycle
Imagine your local shopping centre to be a small-scale representation of the Australian economy. Now,
imagine what would happen to the businesses within the shopping centre if all their customers decided to
shop at another centre for a day. Economic disaster! If this situation continued for a month, the centre’s
businesses would close, employees would be laid off, and landlords and suppliers would not be paid.
Eventually, as the ‘economy’ plunged into a recession, business owners would lose confidence in the
economy’s future. However, at the rival shopping centre, new businesses would open, many new jobs would
be created, landlords and suppliers would gain new customers and the confidence of the local business
owners would soar. The ‘economy’ of this shopping centre would boom.

While such an extreme situation would not happen in reality, the Australian economy does experience
a cycle of ‘booms’ and ‘busts’. These periods of high and low economic activity are referred to as
the business cycle. After a period of prosperity, business activity gradually slows until a recession or
depression is reached. A recession is where an economy gets smaller for a period of six months or longer.
A depression is a long and severe recession. Eventually, business picks up again until prosperity is restored.
This completes the cycle. These cycles are a basic feature of our economic system.

No economic system works perfectly all the time. The level of economic activity fluctuates (moves
up and down). In other words, total production, incomes, spending and employment rise and fall. The
fluctuations are caused by changes in the level of total spending — consumer spending (consumption),
business spending (investment), government spending and exports — within the economy.

Phases of the business cycle
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Key features

• Falling levels of production (output)
• Decreasing consumer spending
• Rate of inflation may fall
• Wage rates generally fall
• Interest rates eventually fall
• Level of unemployment rises

Expansion

Key features

• Rising levels of production (output)
• Increasing consumer spending
• Rate of inflation may rise
• Wage rates generally rise
• Interest rates eventually rise
• Level of unemployment falls

Contraction Expansion

Recession

Depression

Boom Boom

72 Jacaranda New Concepts in Commerce Fourth Edition NSW Stages 4 & 5

UNCORRECTED PAGE PROOFS



“c02TheEconomicAndBusinessEnvironment_print” — 2019/10/5 — 12:45 — page 73 — #8

CASE STUDY
The Great Depression

People queuing for food during the Great Depression
In 1929 the United States of America had never
been richer. People rushed to buy shares in
companies in order to ‘get rich quick’.

But on 24 October 1929, the euphoria rapidly
evaporated. On what has become known as
‘Black Thursday’, the New York Stock
Exchange saw share values begin to fall
sharply. American factories soon found it
difficult to sell their goods. Employers were
forced to reduce wages and dismiss many
workers. This meant more people had less
money to spend, and so the whole process
accelerated.

As a result, US businesses cut back
production and investment. Business and
consumer confidence were shattered.
Thousands of businesses were declared
bankrupt. Mass unemployment became
common. Lifetime savings were wiped out
when thousands of banks suspended
operations. Farmers were bankrupt. Families were evicted from their homes for not being able to meet their
mortgage repayments. And all the while, the unemployment queues grew longer.

As the US economy toppled, it dragged down other national economies. What began as a financial crisis of
confidence in the USA ended up as the Great Depression of the 1930s.

Australia was one of the worst-affected countries during the Great Depression. In 1932, unemployment was
around 32 per cent.

The fluctuations of the business cycle do not fall into a regular pattern. The periods of expansion can
vary from several months to several years. A contraction need not result in a recession or a depression
if a recovery begins before the economy falls too far. For example, if the Reserve Bank of Australia
(RBA) lowers interest rates, this should raise people’s confidence in the economy. This aims to encourage
consumers and businesses to increase spending, which helps avoid a downward spiral to recession.

Sometimes, a downturn may occur in only one kind of production; for example, coal. However, because
of the interdependent nature of our economy, a change in any direction tends to spread. An increase in
business activity can also spread. An increase in the demand for goods and services can force production
and incomes to rise.

2.4.2 Recessions — too little spending
Recessions are caused by lack of spending, not the inability of the economy to produce goods and services.

Most goods and services are produced before they are sold. The amount produced depends on how much
the business thinks consumers, other businesses and governments will buy, which in turn is influenced by
the level of economic confidence.

By choosing to spend some of your money, you send a signal to businesses to keep making the products
you buy. If, however, some products are not bought, the business may cut back on production and some
employees might lose their jobs and incomes. This causes total spending to fall even further as people’s
confidence in the future is shaken. In this way, a recession spreads and economic growth is slowed. When a
recession becomes widespread and long-lasting, it is called a depression.
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The key features of a recession
include the following:
• Income and production are at their

lowest level in the business cycle.
• Unemployment is at a high level.
• Wages and salaries either fall or

grow very slowly.
• Consumer demand and,

consequently, business sales and
profits reach their lowest levels.

• Bankruptcies are everyday
occurrences and the business
outlook is bleak.

• Businesses have a lot of unused
resources and no incentive to
purchase new machinery.

• Interest rates remain low, while investment opportunities are few and the number of creditworthy
borrowers is reduced.

• The inflation rate tends to stay low.

The number of business closures increases during a recession.

2.4.3 Booms — too much spending

During a period of inflation, each dollar you have buys less and
less; more money is needed to buy goods and services.

The upside of the business cycle is
growth and prosperity. Production,
spending and employment rise.
Businesses expand, employees
are hired and incomes increase.
Consequently, total spending increases
even more. Consumer and business
confidence are high. However, the
economy cannot keep producing
more goods and services indefinitely.
There is a limit. When this happens,
additional spending pushes up prices.
Inflation, a general rise in prices, now
becomes a major economic problem
and will eventually bring an end to the
continued growth.

The key features of a boom include
the following:
• Income and production are at their highest levels.
• There is full employment of labour and all other resources.
• Wages and salaries are relatively high. Employees are now in a strong bargaining position as

businesses compete for scarce labour resources.
• Businesses are operating at full capacity. Increases in consumer demand are met by increases in prices

rather than by increases in production.
• Interest rates are high because loanable funds are in relatively short supply.
• The rate of inflation rises sharply.
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CASE STUDY
2008 Global financial crisis
In September 2008, the US financial system
suffered a massive loss of confidence as
homeowners defaulted on their mortgage
payments. The ‘housing bubble’ finally burst!
Quickly, the US financial crisis spread to the rest
of the world. Large financial institutions became
bankrupt or were bought out, and governments
were forced to implement rescue packages to
bail out their financial systems.

The global financial crisis (GFC) led to a
severe global economic recession, the worst
since the Great Depression of the 1930s. World
stock markets collapsed and world economic
growth and trade severely declined, with a
consequent increase in unemployment. The
economic deterioration was so severe in some
countries that the International Monetary Fund
was forced to bail them out by offering massive
loans.

Governments implemented expansionary
fiscal and monetary policies to stimulate
consumer spending and business investment.
This would act as a buffer against the
deteriorating global economic conditions.

CASE STUDY
Economic stimulus package

Governments may attempt to stimulate the economy
through funding various infrastructure projects.

The global financial crisis of 2008 caused a
downturn in world economic conditions. In
response, governments of the rich nations
launched economic stimulus packages in
order to pour millions of dollars into their
economies. In Australia, for example, the Rudd
Government injected about $53 billion into the
Australian economy through two budgetary
stimulus packages. These contained a mixture
of immediate stimulus to encourage consumer
spending and longer-term infrastructure projects
such as school buildings. In the US, President
Obama introduced a $1.21 trillion stimulus
designed to create or protect 3.5 million jobs.
Additionally, world central banks cut interest
rates with the aim of stimulating consumer
spending and business investment.
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CASE STUDY
2011 European Union debt crisis

The European Union debt crisis
threatened the world’s economy.

Flowing on from the GFC, in 2011 five smaller European Union (EU)
countries — Portugal, Italy, Ireland, Greece and Spain (PIIGS) —
struggled to repay their national debts. Greece’s debt was so large it
exceeded the size of the nation’s entire economy! The PIIGS risked
defaulting (failing to repay) on their loans. This would cause a recession
in many countries, including the United States due to its large export
sales to that region. Fearing the crisis would spread, loans were
organised to help bail out the PIIGS on condition they adopt cost-
saving measures to ensure the bailout money was repaid. The PIIGS
faced a difficult time paying off the debt while at the same time trying
to expand their economies.

Resources

Digital documents Worksheet 2.2 The ‘ups’ and ‘downs’ of economic growth (doc-26944)

Worksheet 2.3 Current economic conditions (doc-26946)

2.4 Activity: Research and communication
1. Read the case study about the Great Depression and complete the following.

(a) List the main economic effects of the Great Depression.
(b) In small groups, brainstorm the policies you would put into action to fix a depressed economy. Share

your answer with the rest of the class.
(c) Investigate what the economic role of the government should be in a depressed economy, according to

the famous English economist John Maynard Keynes. (Hint: you may need to access some economic
references.) Compare and comment on your solutions with those developed by Keynes.

2. Read the case studies on the 2009 global financial crisis (GFC) and the economic stimulus package. From
these readings and your own research, prepare a one-page report that addresses the following points.
(a) The causes of the GFC
(b) The impacts of the GFC (this should include economic and social impacts)
(c) The responses to the GFC by governments

3. Have a class discussion about the relationship between the five-sector circular flow model of the economy
and the business cycle.

2.4 Exercise: Knowledge and understanding
To answer questions online and to receive immediate feedback and sample responses for every question, go
to your learnON title at www.jacplus.com.au.

1. What do you understand by the term the ‘business cycle’?
2. Outline the main phases of the business cycle. Use a diagram to illustrate your answer.
3. Why does the level of economic activity fluctuate over time?
4. Outline how consumers, businesses and government spend in an economy.
5. What is one of the main causes of a contraction in an economy?
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6. Why does the Reserve Bank of Australia often lower interest rates when a decrease in the level of
economic activity occurs?

7. Why does the number of business closures decrease during a boom?
8. Outline the main economic problem during the following.

(a) A recession
(b) A boom

9. Explain why a rise in consumer confidence often results in a boom.
10. Read the case study on the European Union debt crisis. Outline the main causes of the crisis.

Fully worked solutions and sample responses are available in your digital formats.

2.5 The price mechanism and the interaction
of demand and supply within a market
Have you ever wondered why the price of some goods
and services like fruit and vegetables or holiday
accommodation always seems to be changing?

Well, the answer is economics and the interaction of
demand and supply.

Through the interaction of demand and supply, markets
attempt to solve the economic problem of scarcity and the
efficient allocation of resources.

2.5.1 Demand
Demand is the quantity of a product that consumers are willing to
purchase at a particular price at a given point in time. As prices
increase, demand for that good or service decreases. If the price
decreases, the demand for that good or service increases. This is
known as the law of demand.

So, if we think of blueberries, the cheaper they are, the more
people will want to buy them. However, the more expensive they
are, the less blueberries people will want to buy.

This relationship can be illustrated using a demand schedule or
table. Plotting the information on a graph gives us the demand curve
for blueberries.

The demand curve shows that when the price of blueberries
changes, the amount of blueberries people want to buy also changes.
For example, when the price of blueberries is $6 per punnet, the
quantity demanded is 600 punnets. This is shown at point A on the
graph. However, if the price of blueberries falls to $5 a punnet, the
amount of blueberries people are willing to buy expands to 800 punnets. This is shown at point B on the
graph. The increase in the demand for blueberries is called an expansion in demand.

However, if the price of blueberries increases from $6 to $7 per punnet, the quantity demanded will
contract from 600 punnets to 400 punnets. This is shown by a movement from point A to point C on the
graph. The decrease in the demand for blueberries is called a contraction in demand.
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Supply refers to the quantity of a good
or service that businesses are willing and
able to offer for sale at a given price, at
a given point in time. For blueberries,
businesses are the farmers who are
growing the blueberries. As prices for
a good or service increase, the quantity
supplied will increase. If the price
decreases, the supply of that good or
service will decrease. This is known as
the law of supply.

This relationship can be illustrated
using a supply schedule or table.
Plotting this information on a graph
gives us the supply curve for blueberries.

The supply curve shows that when the
price of blueberries changes, the amount
of blueberries farmers are willing to sell
also changes.

For example, when the price of
blueberries is $6 per punnet, the
quantity farmers are willing to supply
is 600 punnets. This is shown at point A on the graph. However, if the price of blueberries increases to $7
a punnet, the amount of blueberries farmers are willing to sell increases to 800 punnets. This is shown at
point B on the graph. The increase in the supply of blueberries is called an expansion in supply.
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However, if the price of blueberries falls from $6 to $5 per punnet, the quantity supplied by farmers will
contract from 600 punnets to 400 punnets. This is shown by a movement from point A to point C on the
graph. The decrease in the demand for blueberries is called a contraction in demand.

2.5.3 The price mechanism
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Once the supply and demand for a good or
service has been established, it is possible
to plot them both on a graph. The point at
which the demand and supply curve intersect
is called market equilibrium. This is the point
at which buyers and sellers agree on a price and
exchange the good or service for money.

So, the price mechanism refers to the forces
of demand and supply in determining the price
and quantity of a good or service.

We can see on the graph that the equilibrium
price for blueberries is $6 a punnet and the
equilibrium quantity for blueberries is 600 punnets.

2.5.4 So why are the prices of some
products always changing?
You have probably noticed that the prices for goods such as blueberries are always changing. This is due to
changes in the demand and supply of blueberries.

Changes in demand
A change in any factor other than price will cause a shift in the entire demand curve and change the
equilibrium price and quantity. The following table outlines the effects of these shifts on the demand curve.

Increases in demand shift the demand
curve to the right, moving the equilibrium
point.
This results in an:
• increase in price
• increase in quantity.
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TOPIC 2 The economic and business environment 79

UNCORRECTED PAGE PROOFS



“c02TheEconomicAndBusinessEnvironment_print” — 2019/10/5 — 12:45 — page 80 — #15

Decreases in demand shift the demand
curve to the left, moving the equilibrium
point.
This results in a:
• decrease in price
• decrease in quantity.
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What could cause a change in demand?
Let’s return to looking at blueberries. The following table shows
the factors that cause a shift in the demand for blueberries.

Reasons for increases in demand Reasons for decreases in demand

• A rise in consumer income: if consumers have higher
incomes, they are able to buy more blueberries. This
causes an increase in demand.

• Changes in consumer tastes and preferences:
recently, blueberries have become known as a
superfood. This has increased the demand for
blueberries.

• An increase in the size of the population: the number
of people who may buy blueberries has increased.

• A substitute good becomes more expensive: if
strawberries increase in price, consumers could buy
fewer strawberries and more blueberries.

• A complementary good becomes cheaper: as milk
prices fall, the price of blueberry smoothies also falls.
This increases the demand for blueberries

• Prices are expected to rise in the future: if people
think the prices of blueberries will be higher in the
future, they will buy more blueberries now.

• A fall in consumer income: if consumers have lower
incomes, this will reduce the amount of blueberries
they can afford to buy. This decreases the demand
for blueberries.

• Changes in consumer tastes and preferences:
blueberries may fall out of fashion if consumers
realise they are not the superfood they once believed
they were.

• A decrease in the size of the population: a fall in the
population can lead to a decrease in the demand for
blueberries.

• A substitute good becomes cheaper: if strawberries
become cheaper, consumers may stop buying
blueberries and switch to strawberries.

• A complementary good becomes more expensive: if
milk becomes more expensive, people may no longer
be able to afford blueberry smoothies. The demand
for blueberries will fall.

• Prices are expected to fall in the future: if people
think the prices of blueberries will be lower in the
future, they may put off their purchase of blueberries
and wait until the price drops.

Changes in supply
A change in any factor other than price will cause a shift in the entire supply curve. Increases in supply
cause the supply curve to shift to the right and decreases in supply will cause the supply curve to shift to
the left. The following table outlines the effects of these shifts in the supply curve.

80 Jacaranda New Concepts in Commerce Fourth Edition NSW Stages 4 & 5

UNCORRECTED PAGE PROOFS



“c02TheEconomicAndBusinessEnvironment_print” — 2019/10/5 — 12:45 — page 81 — #16

Increases in supply shift the supply curve to
the right.
This results in an:
• a decrease in price
• an increase in quantity.
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Decreases in supply shift the supply curve to
the left.
This results in:
• an increase in price
• a decrease in quantity.
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Would could cause a change in the supply?
Returning to blueberries, let’s look at what could cause the supply for blueberries to change.

Factors that cause an increase in supply Factors that cause a decrease in supply

• Increased efficiency: if blueberry farmers develop
new technology, this may allow them to increase the
amount of blueberries grown.

• A fall in the cost of production: if the wages of
blueberry pickers falls, farmers can employ more
people and increase output.

• Improved climatic conditions: increased rainfall
would increase the harvests of blueberry farms.

• An increase in the number of suppliers: more people
may start blueberryfarms. because they hear that
blueberries are a superfood.

• Decreased efficiency: a new bug found to be eating
blueberries would reduce crops.

• An increase in the cost of production: if the cost of
fertilisers used by farmers increases, they may not be
able to produce as many blueberries.

• Unfavourable climatic conditions: a drought may
reduce the amount of blueberries farmers can grow.

• A decrease in the number of suppliers: ongoing
drought may force many blueberry farmers out of
business.

Resources

Weblink Jindabyne Holiday Park
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2.5 Activity: Research and communication
1. In small groups, brainstorm some real-world examples where price is significantly affected by the forces of

demand and supply.
2. Investigate the changes in holiday accommodation due to demand and supply.

Use the Jindabyne Holiday Park weblink to complete the following table for prices for different times of
the year. (Remember to compare the prices of the same accommodation/room type!)

Date Room type Price

Try to account for the differences in price throughout the year.

2.5 Exercise: Knowledge and understanding
To answer questions online and to receive immediate feedback and sample responses for every question, go
to your learnON title at www.jacplus.com.au.

1. What does the demand for a good refer to?
2. Define the law of demand.
3. Outline what is meant by the supply of a good.
4. Define the law of supply.
5. What is the point called where the demand and supply intersect?
6. Construct the following demand and supply curves.

(a) Construct a demand curve for the following product:

Price Quantity

$100 300

$80 350

$60 400

$40 450

$20 500

(b) On the same graph construct a supply curve for the same product:

Price Quantity

$100 500

$80 450

$60 400

$40 350

$20 300

(c) What is the equilibrium price and quantity for this product?
7. Outline two factors that can cause an increase in demand for apples. Explain the effect of the increase in

demand for apples on the equilibrium price and quantity.
8. Outline two factors that can cause a decrease in supply of apples. Explain the effect of the decrease in

supply for apples on the equilibrium price and quantity.

Fully worked solutions and sample responses are available in your digital formats.
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2.6 SkillBuilder: Communicating information in
tables and graphs
2.6.1 Tell me
In subtopic 2.5 we discussed the different methods of
determining prices for goods and services. Price setting
usually involves some interaction between buyers and sellers,
where the buyers want to pay as low a price as possible while
the sellers would like to charge as high a price as possible.
From these two different sets of preferences, the market will
usually arrive at a price that is acceptable to both buyers and
sellers. We can demonstrate how this works by using simple
tables and graphs.

2.6.2 Show me
Imagine a fruit and vegetable market such as Paddy’s Markets in Sydney. These markets have a number
of different businesses all competing against each other, allowing buyers to browse the different stalls and
compare prices and quality. All stalls sell potatoes, and most sellers agree on the following:
• If they could charge $10/kg, they would happily supply 100 kg of potatoes for sale each day.
• If they could only charge $5/kg, they would only provide 50 kg for sale a day.
• If they could only charge $2/kg, they would only supply 20 kg of potatoes for sale a day and

concentrate on selling other fruit and vegetables that would make a bigger profit.
Buyers have a different point of view: they want to buy at the cheapest price possible. They agree on the
following:
• If potatoes cost $10/kg, only a small number would buy potatoes and then only in small quantities: a

total of 20 kg in any given day.
• If the price dropped to $8/kg, buyers might purchase 30 kg a day.
• If the price fell to $6/kg, buyers might purchase 40 kg a day.
• If the price fell to $4/kg, buyers might purchase 60 kg a day.
• If the price fell to $2/kg, buyers might purchase 80 kg a day.

Price Quantity supplied

$2 20 kg

$5 50 kg

$10 100 kg

We can see that as the price rises, suppliers will supply more but
consumers will demand less. As the price falls, consumers will
demand more but suppliers will supply less. What is the likely
price that will be acceptable to both buyers and sellers? We can
start to answer this by putting the above data into tables.
The first table shows sellers’ preferences.

Price Quantity purchased

$10 20 kg

$8 30 kg

$6 40 kg

$4 60 kg

$2 80 kg

The next table shows buyers’ preferences.
The data from these tables can now be entered into a graph, as

shown. If we place the different prices along the vertical axis
and the different quantities along the horizontal axis, we can plot
the preferences of both buyers and sellers on the graph. The sellers’
preferences are shown with the blue line, while the buyers’
preferences are shown with the red line. The point at which
the two lines intersect will be the price that the market will bear.
The market for potatoes will settle at a point where 50 kg of
potatoes will be sold each day at a price of $5/kg. Sellers know that if they have 50 kg of potatoes in stock
on any given day, they will be able to sell them all at this price.
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Supply and demand graph for potatoes
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2.6.3 Let me do it
Complete the following activities to practise this skill.

2.6 Activities
In the same fruit and vegetable market, tomatoes are also subject to similar buyer and seller preferences. Sellers
agree on the following:

• If they could charge $14/kg, they would happily supply 140 kg of tomatoes for sale each day.
• If they could only charge $7/kg, they would only provide 70 kg for sale a day.
• If they could only charge $3/kg, they would only supply 30 kg for sale a day.
Buyers generally agree on the following:
• If tomatoes cost $14/kg, buyers would demand a total of 30 kg in any given day.
• If the price dropped to $10/kg, buyers might be prepared to purchase 40 kg a day.
• If the price fell to $8/kg, buyers might purchase 60 kg a day.
• If the price fell to $6/kg, buyers might purchase 80 kg a day.
• If the price fell to $4/kg, buyers might purchase 100 kg a day.

1. Construct a table showing the different quantities that sellers would be prepared to supply at each price
level.

2. Construct a table showing the quantities that consumers would demand at each price level.
3. Enter the data from these tables onto a graph that shows both sellers’ supply preferences and buyers’

demand preferences.
4. What is the equilibrium price and quantity for tomatoes?

2.7 What is a market?
A market exists in any situation where buyers and sellers come together to exchange goods and services.
A market can exist in a physical location, it can be spread across a number of locations, or can have no
physical location at all. We will now look at a number of different markets that exist within the Australian
economy: retail markets, labour markets, financial markets and stock markets.
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2.7.1 Retail markets
We are all very familiar with retail markets. These are
the markets that allow us to buy most of our goods and
services. They include:
• the shopping areas in the central business districts

(CBDs) of our large capital cities
• the huge suburban shopping malls such as Westfield

centres at Parramatta in western Sydney and
Chatswood in northern Sydney

• local shopping centres with a supermarket and a number of specialty stores
• shopping strips located along major roads and near public transport hubs
• the groups of shops gathered in the main streets of country towns and regional centres
• online shopping websites.
The past 15 years has seen a huge increase in online shopping. In 2019, online shopping in Australia was

worth more than $23 billion, an amount equivalent to 6.6 per cent of all retail sales. About 80 per cent of
this online shopping involved purchases from Australian retailers. Online shopping is likely to continue to
grow, and the proportion of goods being bought from overseas businesses is likely to become larger as more
people become aware of the wide range of choices available around the world.

Large shopping malls provide a wide range of retail
businesses.

Online shopping has increased rapidly over the last
15 years.

2.7.2 Labour markets
At any given time, people will be looking for a job. Some of them are people who are unemployed and
want to find work; some of them already have a job and are hoping to move to new or different work. At the
same time, many businesses will be looking to employ new people to work for them. Prospective employees
are hoping to sell or supply their labour to employers. Those employers wish to buy or demand the skills
and effort of suitable employees. This combination of buyers and sellers of labour constitutes the labour
market.

Like many other markets, the labour market does not operate in a particular physical location. The labour
market relies on a variety of means of communication between the sellers of labour (potential employees)
and the buyers of labour (employers). These allow employers to advertise vacancies in their businesses, and
potential employees to find out about job opportunities. The operation of the labour market can involve the
following:
• The simple placement of a sign in a shop or café window indicating that the owner has a job vacancy.
• Advertisements for job vacancies in newspapers. This method has declined significantly in recent

years, with relatively few vacancies advertised in this way today.
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• Online ‘jobs boards’ such as Seek, Adzuna, Jora
and Australian JobSearch. These are the fastest
growing source of job advertisements, and
are updated every day. Employers pay a fee
to advertise their vacancies, and in many
cases it is possible to apply online for the
vacancies advertised.

Online job boards such as SEEK are the fastest
growing source of job advertisements.

The price paid by the employer as a buyer of
labour is known as a wage or salary. Wages and
salaries are quite highly regulated in Australia.
A minimum wage must be paid to all employees
over the age of 21 years. It is adjusted every year
to account for rises in the cost of living. As at 1
July 2019, it was $19.49 per hour, or $740.80 for a
standard 38-hour working week.

2.7.3 Financial markets
Financial markets are the intermediaries between the savers and the borrowers in an economy. As
households earn an income and businesses make a profit, they may choose to save and so deposit their
money into a bank or other financial institution. On the other hand, others in an economy need to borrow
money. People may borrow to buy a car, a house or go on a holiday. Businesses may borrow and invest so
they can grow and expand the business.

However, just as all goods and services have a price, so too does money. The price of having access to
money that actually belongs to someone else is known as interest. When you deposit your money in a
bank account, the bank will pay you interest on your savings. Banks then lend out the money that they have
deposited with them to other consumers or to businesses. They will usually charge a higher rate of interest
to borrowers than they pay to their depositors. This is how they make a profit.

2.7.4 Stock markets
Like other markets, the stock market is simply a relationship between buyers and sellers.

In this case, it is shares in public companies that are bought and sold. A share is a unit of ownership in a
company. Businesses can raise money for investment by selling shares in their companies, and individuals
or other businesses can invest their savings by buying shares in companies, hopeful that the value of the
shares will increase.

The Australian stock market is the Australian Securities Exchange (ASX). Over 2000 companies are listed
on theASX, including large retailers such asWoolworths andWesfarmers (owners of Coles); the four big banks
(ANZ, CBA, NAB andWestpac); and largemining companies such as BHPBilliton and Rio Tinto.
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The value of shares can go up and down, depending on the demand for those shares.When a company reports
that it hashada successful year,manypeoplemaywant tobuyshares in that company. Ifmorepeople arewanting
to buy than to sell, the price tends to rise. If the company appears to not be performing well, more shareholders
maywant to sell their shares than there are buyers, so the price is likely to go down.

Stockbrokers buy and sell shares on behalf of
their clients.

2.7 Activity: Research and communication
1. Investigate an online job search website such as seek.com.au, and search for each of the following jobs in

your local area: nurse, bricklayer, hairdresser, taxi driver.
(a) How many vacancies were available for each type of job?
(b) What sort of information is provided about each job?
(c) Explain the process for applying online for one of these jobs.

2. Research the website of a major retailer. Prepare a PowerPoint presentation on the main features of this
website, including type of goods, lay out, methods of payment available, returns policy, exchange policy and
delivery options.

3. Write a job advertisement for a casual retail position. What skills and qualifications would the employee
require?

4. Using newspapers or magazines, create a collage showing examples of the different types of markets
covered in this subtopic.

5. Examine the stock market report in a newspaper or at asx.com.au and complete the following.
(a) Identify two companies that experienced an increase in share price in the previous day’s trading.
(b) By how much did each increase in price?
(c) How many shares were bought and sold for each company?
(d) What is the highest and lowest price each company’s shares reached during the last year?
(e) Is the current price closer to the highest or lowest experienced during the past year?
(f) From what you can see of the shares in these two companies, do you think they would be good value to

buy right now? Explain your answer.

2.7 Exercise: Knowledge and understanding
To answer questions online and to receive immediate feedback and sample responses for every question, go
to your learnON title at www.jacplus.com.au.

1. Explain what a market is.
2. Create a mind map showing the different types of retail markets.
3. Outline how retail markets have changed over the past 15 years.
4. What is being bought and sold on financial markets?
5. What is being bought and sold on the labour market?
6. Create a mind map showing the different ways employers can advertise a job opportunity.
7. What is the ASX?
8. Explain what a share of a company is.

Fully worked solutions and sample responses are available in your digital formats.
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2.8 SkillBuilder: Contesting and debating ideas
2.8.1 Tell me
When you open a newspaper or watch the news on television, you are exposed to many economic and
business issues. These issues are complex and diverse in nature. A study of such issues may require you
to examine a range of aspects, including:
• events — such as the global financial crisis (GFC)
• individuals — such as famous entrepreneurs or world leaders
• policies — of Australian governments or overseas governments
• business decisions — of either Australian or overseas businesses
• agreements — such as free trade agreements between Australia and other countries.
When studying such issues, it is important to be able to contest and debate different ideas related to each

issue. These important skills are defined as:
• contesting — coming up with opposing ideas on an issue
• debating — the process of communicating about these opposing ideas with others.
In order to contest an idea, you must examine an issue from many different perspectives, not just from

your own point of view. You must also consider the impacts of an issue on all stakeholders.
For example, if a business was considering moving their factories from Australia to Indonesia, you would

have to consider the impact of this decision on each of the following stakeholders:
• owners/shareholders
• employees — both in Australia and Indonesia
• suppliers
• the Australian federal government
• the Indonesian government
• consumers.
Each of the preceding stakeholders may have a different view on the planned relocation. They may

engage in debate in order to contest or challenge the perspective of the other stakeholders.
As a student of economics and business, it is important for you to be able to contest and debate issues and

to express your own ideas clearly, in written, verbal and multimedia form.

2.8.2 Show me
Read the following case study.

CASE STUDY
Car manufacturing in Australia
For over ninety years, cars had been manufactured in Australia. The car manufacturing industry was an important
source of employment for Australian people and has contributed to Australia’s export earnings.

However, by 2017 Toyota, Holden, Mitsubishi and Ford had ceased motor vehicle production in Australia.
This issue has two main perspectives:

1. Some people have argued that the federal government should have provided more money to the car
manufacturers to help keep them in Australia. These people worry that many thousands of jobs were lost
and that the suppliers of these businesses were also negatively affected.

2. Others argue that the car manufacturers in Australia are inefficient and, therefore, should not be supported
by the government. These people believe that the high production costs in Australia mean that it would
never have been viable to produce cars in Australia.

Consider the facts in the following table.
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Key facts relating to the exit of car manufacturers from Australia

Toyota Holden Ford

• Started manufacturing
in Australia in 1963

• Closed its Australian
operations in 2017

• Employed more than
4000 people Australia-wide

• Began as an Australian
saddlery business in 1856

• Closed its Australian
operations in 2017

• Almost 3000 people in
Australia lost their jobs

• Opened in Australia in 1925
• Closed its Australian

operations in 2016
• Closure of its operations

cost 1200 jobs in Australia

Source: Chris Uhlmann and Emma Griffiths, Car industry funding, ABC News, 10 March 2015.

The case study relates to a contested business and economic issue. Different stakeholders involved in this
issue have very different perspectives. The two major political parties in Australia also engaged in lengthy
debate in relation to this issue.

The following questions allow for a close examination of the case study so that issues can be contested
and debated.
1. What are the main issues/ideas relating to this economic or business issue?
• Why did car manufacturers choose to close their Australian operations?
• Should the Australian Government have provided assistance to the car manufacturers?
• How were different stakeholders affected by the Australian operations closures?

2. Who are the major stakeholders involved in this issue?
• Employees of Toyota, Holden and Ford
• Shareholders of Toyota, Holden and Ford
• Consumers
• The federal government
• Suppliers of parts and materials

3. What are the interests/perspectives of each of the stakeholders involved in this issue?

Stakeholder Interest/perspective of this stakeholder

Employees The main interest of employees is job security and well paying, challenging work.
They wanted production to stay in Australia.

Shareholders The main interest of shareholders is maximising the return on their investment.
Therefore, they may be happy about the closures if they resulted in increased profit
for the business.

Consumers Consumers want good quality and reasonably priced cars. They may support the
closures if it results in cheaper cars.

The federal
government

The federal government wants businesses to be competitive so would not want to
keep providing financial support to inefficient businesses. However, the government
would be very concerned about the job losses that resulted from the closures.

Suppliers Suppliers want to keep their customers, and the closures will have forced them to
find new customers or move into new markets.

4. What is your view on this issue?
• Consider where you stand on the issue. Try to consider all the facts that are available before

deciding on your view.
5. How does your view compare with the views of others?
• Compare your view on the issue with that of others. Do any stakeholders share or oppose your

view?
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6. How can you communicate your perspective to other people interested in this issue?
• It is often useful to debate your ideas and perspectives with friends, family members or as a whole

class. Consider whether or not your perspective is influenced by the opinions of others.

2.8.3 Let me do it
Complete the following activities to practise this skill.

2.8 Activities
Using the preceding example as a model, select another economic or business issue to investigate. Some
examples of issues that you may consider include the following.

• Construction of wind and solar farms.
• Penalty rates — are they still necessary in our current economy?
• Has technology ruined our ‘work–life balance’?
• Any other economic or business issue you are interested in
In relation to your chosen economic or business issue, answer the following questions (refer to the previous

example if you are unsure how to answer any of the questions):
1. What are the main issues or ideas relating to your chosen economic or business issue?
2. Who are the major stakeholders involved in this issue?
3. What are the interests and perspectives of each of the stakeholders involved in this issue?
4. What is your view on this issue?
5. How does your view compare with the views of others?
6. How can you communicate your perspective to other people interested in this issue?

Once you have conducted your research, you could communicate your findings in a number of ways:
• Conduct a class debate so that you and your classmates can challenge and contest each other’s ideas.
• Prepare a written report that examines your perspective and other perspectives on the issue.
• Use a multimedia platform (such as iMovie) to create a Q&A-style program. This would allow for debate and

contesting of ideas.

2.9 Customary trading practices of Aboriginal
Peoples and Torres Strait Islander Peoples
When we trade we exchange something for something else. Today, an exchange usually involves money. In
Aboriginal and Torres Strait Islander society, trading involved swapping, or bartering, one item for another.
Aboriginal and Torres Strait Islander peoples traded, and continue to trade, to improve their standard of
living. By trading they could obtain things that were not available in their area, or could become exposed
to new ideas. Trade routes linked Aboriginal and Torres Strait Islander communities. Some of these routes
were (and still are) long and complex.

Indigenous Australians traded with each other as well as with people in Indonesia and Papua New
Guinea. Trade routes existed all across Australia. The trade, or exchange, routes often followed natural
features such as rivers or chains of waterholes, and they regularly intersected. These routes criss-crossed
the mainland. They could cross incredibly long distances, sometimes thousands of kilometres. Tasmanian
Aboriginal peoples had their own trade routes for exchanging ochre and other items.

Even though goods were exchanged across the whole continent of Australia and between the Torres
Strait Islands and the mainland, individual people did not necessarily travel the entire distance along a trade
route. Goods, stories and ideas might be carried by a trader to a community centre and then be exchanged
for other items. These goods, stories and ideas might then be taken by another trader to another centre and
passed onto another community. Goods and other items were, and are, passed on from one language group
to another. It was not just goods that were traded, though. Rituals, chants and ceremonies were also traded,
including the words that went with them.
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2.9.1 Partic ipation in historical and contemporary markets
The items that Aboriginal and Torres Strait Islander peoples produce or collect and then trade depends
on where they are located. A group living in a coastal area, for example, is in a position to exchange the
resources it finds there, such as fish and shells. A group living inland might exchange the resources that it
finds there, including herbs and stones, for items found in different types of country. Trade also included
exchanging technology and ideas.

Trading rare and valuable goods

Major trade routes for pearl and baler shells
Before European settlement, Aboriginal and Torres
Strait Islander peoples produced many items to trade.
These included stones and shells, such as pearl, baler
and trochus shells. Trochus shells were (and are) used
to make buttons, ornaments and jewellery, including
bracelets and necklaces. Also traded were ochres (used
for paint and body decoration), tools (such as stone
axes) and ceremonial items. Foods, including fish, crab,
dugong or turtle meat, yams, bird eggs and turtle eggs
were traded over small distances. Snake skins, mats,
spears and wood carvings were also traded.

Wilgie Mia in Western Australia is the largest
and deepest underground ochre mine in Australia
and has been in operation for over 3000 years. Red,
yellow, white and black ochre was mined for
ceremonies and to trade. Ochre is still mined by
Aboriginal men to use in ceremonies and for rock
art, and continues to be traded between Indigenous
communities.

Colin Hamlett, a traditional owner of an area
of the Weld Ranges in Western Australia, at an
Aboriginal ochre mine named Wilgie Mia.

Bardi Elder and traditional land owner Joe Davey
holds up trochus shells, one in raw form and one
polished.

Changes in technologies and ideas
Trade was seen as a way to exchange and share resources. It was also a method of passing on traditions
and knowledge by word of mouth (lore). When trading, people from different areas and cultures needed to
respect the rights, boundaries and cultural differences of the people they were trading with. Good relations
would occur between neighbouring groups when they met to share or exchange resources because they
could also share their knowledge and practices related to the Dreaming.
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2.9.2 The use of cultural knowledge in enterprising ways

Indigenous man painting traditional artwork in
Cooktown, Queensland

Aboriginal and Torres Strait Islander peoples have
made use of their cultural knowledge in recent times in
many innovative and enterprising ways. Over the last
decade, many Aboriginal businesses have been formed.
Indigenous-owned enterprises operate in areas such as art
and craft, cultural tourism, land management, finance and
mining.

Many Aboriginal and Torres Strait Islander peoples
have found a livelihood through the commercialisation of
art and crafts and other cultural practices. The Aboriginal
and Torres Strait Islander art and craft market has grown
dramatically over the last few decades.

2.9.3 Indigenous tourism

Aboriginal street musician playing a
didgeridoo at Circular Quay in Sydney

Indigenous tourism is worth billions of dollars every year
in Australia and hundreds of thousands of international
visitors arrive every year hoping to have an Aboriginal
experience. Many Aboriginal owned and operated tourism
enterprises exist across the country.

Tourism Australia has an Aboriginal tourism website
where tourists can explore detailed content, images,
footage and information about Aboriginal tourism
experiences in Australia. Aboriginal Tourism Australia
(ATA) is a non-profit company established in 1995 to
provide leadership and a focus for the development of
Aboriginal tourism.

Resources

Weblink Aboriginal Tourism

2.9 Activity: Research and communication
1. Find out more about one of the goods traded by Aboriginal or Torres Strait Islander peoples. Use the internet

to research the following.
(a) Where the good came from
(b) How and why it was traded
(c) How far was it traded
Write down the results of your research in the form of a brief report.

2. Have a class discussion about what impact you think European settlement had on the types of goods that
Aboriginal and Torres Strait Islander peoples traded.

3. Working in small groups, create a presentation about the innovative and enterprising ways in which
Aboriginal and Torres Strait Islander peoples make use of their cultural knowledge. Use internet research in
your planning and present your findings in a video or using presentation software, such as PowerPoint.
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2.9 Exercise: Knowledge and understanding
To answer questions online and to receive immediate feedback and sample responses for every question, go
to your learnON title at www.jacplus.com.au.

1. What is a trade route?
2. Aboriginal and Torres Strait Islander trade routes were sometimes thousands of kilometres long. Explain how

this was possible.
3. How did Aboriginal and Torres Strait Islander communities trade?
4. List the goods traded by Aboriginal and Torres Strait Islander peoples.
5. What is ochre used for?
6. Outline how Aboriginal and Torres Strait Islander peoples use their cultural knowledge to engage in

contemporary markets.

Fully worked solutions and sample responses are available in your digital formats.

2.10 The reasons for government intervention
in the market
Left to itself, a market can be a very efficient allocator of resources. This is because the owners of those
resources are always seeking to maximise their profits and incomes. However, at times the profit seeking
nature of businesses can result in negative outcomes for society and the environment. Governments may
need to intervene in the market to reduce these problems.

2.10.1 Prevention of environmental degradation
Environmental degradation is the deterioration of the natural environment and is caused by things such as
pollution and habitat destruction. The prevention of environmental degradation is not only an important
environmental issue but also an economic one, because humans rely on the environment for the air we
breathe, the food we eat, the water we drink and for the production of our goods and services.

Governments can attempt to reduce environmental degradation by imposing regulations that restrict
people from things that cause environmental damage. This can include laws that ban littering and the
use of some chemicals in manufacturing, and restrictions on how and where building developments can
take place.

CASE STUDY
Environment Protection and Biodiversity Conservation Act 1999 (EPBC Act)
The EPBC Act is the Australian government’s key piece of
legislation to protect the environment. It aims to balance the
protection of the environment with social and economic needs
by ensuring ecologically sustainable development.

The main aims of the EPBC Act are:
• provide for the protection of the environment, especially

in matters of national environmental significance
• conserve Australia’s biodiversity
• protect our world and national heritage
• promote ecologically sustainable development.

COMFACT
Australia has experienced the largest decline in biodiversity of any continent over the past 200 years. We have
lost more than 50 animal species and 48 plant species, and the ongoing rate of extinction is one of the highest in
the world.
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2.10.2 Conservation of natural resources
The overuse of natural resources is both an environmental and economic issue. Natural resources such
as fresh water, fish, agricultural land and forests need to be conserved so that future generations are not
restricted from using them.

The challenge faced by governments is the trade-off between the short-term exploitation of natural
resources for economic gain and the long-term needs of both society and the economy. For long-term
economic growth, the environment needs to be sustainably managed.

CASE STUDY
Market-based policies to reduce carbon dioxide

Governments have introduced laws to prevent
buisnesses from polluting the environment.

In 2012, the Australian government put a price on
each tonne of carbon dioxide emitted by Australian
businesses in specific industries. Putting a price on
carbon meant that the environmental costs were
now included in the business’s production costs.
This encouraged business to reduce carbon dioxide
emissions. However, critics argued businesses
would pass on the costs to consumers and this
would increase prices.

In 2014, carbon pricing was replaced with a
Direct Action Plan, where carbon dioxide polluting
businesses were paid if they reduced their carbon
emissions. This encouraged businesses to be
more efficient and reduce their carbon emissions.
However, critics argue that this policy does not
impose costs to businesses that increase or do
not reduce their carbon emissions.

2.10 Activity: Research and communication
1. In small groups, think of other ways the market may not provide the best outcomes for the following.

(a) The environment
(b) Society

2. Have a class discussion about why depleting natural resources will have a long-term negative impact on the
economy.

2.10 Exercise: Knowledge and understanding
To answer questions online and to receive immediate feedback and sample responses for every question, go
to your learnON title at www.jacplus.com.au.

1. Outline why markets do not always produce the best outcomes for the environment.
2. What is environmental degradation?
3. What are the aims of the Environment Protection and Biodiversity Conservation Act?
4. Describe the different ways government can reduce the environmental impact of individuals and businesses.
5. Look at the information in the Comfact box and assess the performance of Australia in preserving its natural

environment.
6. Read the case study on market-based policies to reduce carbon dioxide. Explain how putting a price on

carbon dioxide emissions can result in a decrease in carbon dioxide emission.

Fully worked solutions and sample responses are available in your digital formats.
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2.11 Different types of businesses
2.11.1 Online businesses
A business which runs some or all of its business using the internet is running an online business. Advances
in electronic commerce (e-commerce) and mobile technology such as smartphones has enabled an
explosion in the number of online businesses. Today, consumers expect a business to have a website. In
response, more and more Australian businesses are using the internet to cover all aspects of commercial
transactions.

Online businesses provide opportunities for any aspiring entrepreneur, regardless of age or experience,
to create a virtual business that can sell direct to the world without the associated costs of a ‘bricks and
mortar’ business.

CASE STUDY
Small business goes online
Ellie Jordan and Taylah Golden owned and
operated a successful online business.

The fashion label Jordan Taylah, an online
sleepwear business started in 2008 by Ellie
and Taylah, operated from the homes of
these two fashion designers. Taylah and Ellie
designed and hand-made pyjamas of all sizes,
and sold their collection online. Originally
they sold their products at local markets and
fairs, but with help from family and friends
their online business was created. The most
remarkable aspect of their venture, though, is
that they were only 12 years of age when they
started the business!

The business’s motto is ‘dream big’; quite
appropriate for these two e-tailers.

2.11.2 On-demand businesses
People no longer need to stand in line and wait for a bus, phone restaurants to order home delivery or even
leave the house to buy a coffee. We are just a tap away from getting groceries and our favourite meals
delivered to our doorsteps. One of the most exciting new types of businesses is the on-demand business,
which uses mobile technology such as apps to maximise consumer convenience.

CASE STUDY
Uber
Ride-sharing company Uber has transformed the taxi
industry through its innovative use of technology.
Uber’s mobile app connects customers who need to
travel with nearby drivers who are willing to transport
them. Uber was founded in 2009 and has grown
rapidly. It now operates in hundreds of cities in over
60 countries around the world.
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2.11.3 Small and large businesses
Like soft drinks, businesses come in three different sizes:
• Small business: a business with 5 to 19 employees.
• Medium business: a business with 20 to 199 employees.
• Large business: a business with 200 or more employees.
Most people usually associate the term ‘business’ with large companies such as Woolworths,

Commonwealth Bank and Westfield, which employ thousands of people across hundreds of locations.
However, 98 per cent of businesses in Australia are small to medium enterprises (SMEs).

SMEs are businesses with fewer than 200 full-time employees and/or less than $10 million turnover.
SMEs play an especially important role within the Australian economy. As consumers, we rely on a large
number of SMEs to satisfy our needs and wants. These businesses also provide employment for about
7 million people.

Large businesses have more than 200 employees and usually operate on a national or global scale.

2.11.4 Global businesses

Neon signs in London showing examples
on TNCs

A global business is a large company that has branches in
many different countries. For global businesses, national
borders do not represent barriers to trade; they are merely a
line on a map.

A global business, commonly referred to as
a transnational corporation or TNC, is a large company
that has branches in many different countries. The
transnational corporation represents the highest level of
involvement in global business.

Global businesses come in many different forms
and sizes. Coca-Cola, LG, McDonald’s, Uber,
News Corporation, BHP, Toyota, Inditex (Zara) and
Westfield are just a few of the well-known foreign
and Australian transnational corporations.

CASE STUDY
Zara — expansion of a global business
Zara launched in Australia in 2011, shaking up the local
fashion sector. Since Zara was listed on the Spanish stock
market in 2001, they have become Spain’s largest company,
as well as the world’s largest clothing retailer by sales.

Even though Australia is a much smaller market than
other parts of the world, Zara made the decision to expand
into Australia because they believed Australians to be
fashion-savvy consumers who desire the latest fashion
and international brands. Zara already had an enthusiastic
following among many Australians who travelled overseas
and desired their high-quality fashion and low prices. For
its Australian launch, Zara opened a massive three level
store in Sydney. Since then, Zara has continued to expand
throughout Australia and in 2019 had 19 stores. It also opened an Australian online store in 2018.

So, how did Zara’s entry into Australia affect Australian retailers? International fashion retailers such as Zara
have taken $700 million in sales from local retailers such as Myer, David Jones and Witchery, and contributed to
the closure of more than 20 retail chains since 2016 such as Top Shop, Marcs, Herringbone, Laura Ashley and
Roger David.

In response, Australian retailers have had to make significant changes. In addition to lowering their prices, they
become more responsive to the needs of the consumer, creating new designs every few weeks rather than every
few months.
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2.11.5 Offshore businesses
In a globalised world, businesses can get many of their functions completed in different countries. This is
often to take advantage of cheaper production costs in a developing country, such as lower wages or less
strict environmental regulations, and can result in significant cost savings for the business.

However, the desire for greater profit margins among some TNCs has sometimes resulted in the use of
sweatshops, especially in the clothing industry of low-income countries, where workers may work very
long hours with low pay in unsafe working conditions. These businesses are under increasing pressure to
ensure employees in low-income countries are not exploited by unscrupulous businesses.

CASE STUDY
Are your clothes made in sweatshops?
Working conditions in sweatshops are often inadequate.
Workers are forced to work overtime with restricted toilet
breaks. Women and children work long hours in extreme
heat with poor lighting and ventilation with virtually no
safety precautions. Wages are low.

Sweatshop workers are not always employed directly
by TNCs. However, the TNCs buy their garments from
the companies that employ them. The garments then find
their way into fashionable shops in Australia, carrying
labels that are instantly recognisable.

2.11.6 Government businesses
Government businesses are government owned and
operated. They provide essential community services
such as health, education, roads and welfare. Examples
of government businesses in Australia include Australia
Post, NBN Co, Sydney Water and Sydney Trains.
Although Australia no longer has many government
businesses, the ones still in operation are generally very
large.

2.11.7 Not-for-profit businesses
A not-for-profit business provides services to the
community and does not earn a profit for its owners. All of the money earned from donations or running
the business must go back into the services the business is providing to the community. Typically, most
not-for-profit businesses receive tax concessions, meaning they do not pay as much tax as other types of
businesses.

Examples of not-for-profit businesses include charities, sporting and recreation clubs, community service
organisations and cultural societies.

2.11 Activity: Research and communication
1. Have a class discussion about the impacts on-demand businesses are having on society and the economy.
2. In small groups, create a mind map of all the global businesses you have interacted with in the past week.
3. Research your favourite global business. Create a presentation that shows the following.

(a) Where its headquarters are located
(b) Which countries the business sells to
(c) Which countries are involved in the production of its goods
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4. Imagine a scenario where no government businesses were in operation. Create a presentation showing as
many impacts as you can.

5. Research a not-for-profit business and write a report providing the following.
(a) The aim or vision of the organisation
(b) Where they operate
(c) How they raise their funds

2.11 Exercise: Knowledge and understanding
To answer questions online and to receive immediate feedback and sample responses for every question, go
to your learnON title at www.jacplus.com.au.

1. Create a table of the different types of businesses with at least two examples for each type.
2. Outline what an online business is.
3. In pairs, think of as many on-demand businesses you are aware of and create a list of them.
4. Explain how on-demand businesses are maximising customer convenience.
5. Compare the features of small to medium businesses with those of a large business.
6. How significant are SMEs to the Australian economy?
7. Define a global business.
8. Read the case study on Zara and complete the following.

(a) When did Zara launch its first Australian store?
(b) Outline the impact Zara is having on local retail stores.
(c) Explain how fashion retailers in Australia are responding to Zara.

9. Explain why some businesses get their products produced overseas.
10. Why do you think government businesses mostly provide essential services?

Fully worked solutions and sample responses are available in your digital formats.

2.12 Factors influencing business decisions
2.12.1 Technology
Technological advances have changed many
aspects of business, from administration
tasks, communication and service provision
to manufacturing processes. With appropriate
technology, businesses can increase efficiency
and productivity, create new products and
improve the quality and range of products and
services.

The use of hi-tech robotics in many
manufacturing industries is improving
productivity, reducing operating costs and
eliminating many boring and repetitious
tasks. Rapid advances in information
technology (IT) such as bar codes and
electronic funds point of sales technology
(EFTPOS) have reduced communications
delays and allowed suppliers and customers to
interact instantaneously over great distances.

Technology such as teleconferencing or video-conferencing, email, cloud computing and smartphones
effectively eliminates the distance between people, and creates opportunities for more flexible work
arrangements that are beneficial for both the employee and the employer.

98 Jacaranda New Concepts in Commerce Fourth Edition NSW Stages 4 & 5

UNCORRECTED PAGE PROOFS



“c02TheEconomicAndBusinessEnvironment_print” — 2019/10/5 — 12:45 — page 99 — #34

2.12.2 The business cycle
As previously mentioned, in section 2.5, the business cycle has a significant impact on business. When
economic problems start to appear, we as consumers become more cautious with the way we spend our
money. The reduced spending has an impact on business; profits start falling and cost cutting must occur if
they are to survive. Unfortunately, this cost cutting can be in the form of retrenching workers; therefore, the
economy falls further into recession. Alternatively, when evidence shows a growing economy, confidence
returns. The consumer is more willing to purchase consumer or luxury goods, which in turn sees spending
levels rise and business profits improve.

These cycles are illustrated in the following figure.

Recessionary cycle

Evidence of a
contracting economy

is seen with rising unemployment,

decreased economic growth and

stabilising or falling inflation.

Cost cutting must

occur. Workers may be

retrenched, adding

to the economic

 problems. 

Consumers become

more cautious.

Spending and consumer

confidence fall.

Reduced spending by 

consumers affects 

business as profits fall.

‘Boom’ cycle

Evidence of an expanding economy
is seen with falling unemployment,

increased economic growth and rising

inflation.

Business can

increase production

and will require

workers. 

Consumer confidence

returns and 

spending increases.

Increased spending will

increase business profits. 

One important factor to consider in terms of the business cycle is that not all businesses experience a
fall in revenue and sales during a recession; nor do they necessarily experience an upswing in trade during
a ‘boom’ period. The businesses most susceptible to the ‘swings’ are those selling consumer or luxury
goods, such as luxury cars or jewellery, because consumers will cut back on these when they reduce overall
spending. Some businesses fare better during a recession; for example, food staples like grocery stores,
along with ‘bargain shops’ or other clearance outlets.
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2.12.3 Globalisation
We live in a global world, rather than a
world limited by national borders. Consider
the news and entertainment we receive
from around the planet, the clothing and
footwear brands being sold worldwide,
the rapid telecommunications access to all
parts of the globe, and the large number
of products Australia buys and sells on the
world market.
Globalisation is the process by which

the world is becoming increasingly
interconnected as a result of increased trade
and cultural exchange. It involves reducing
the barriers to trade, investment and labour
across national borders and can have both
positive and negative implications for businesses.

Positive impacts of globalisation for businesses Negative impacts of globalisation for businesses

• Expanded markets: today, even small businesses can
easily go global. The use of the internet and other
technologies makes it possible for most businesses
to access the global market and start selling
products to other countries.

• Cheaper materials: globalisation enables businesses
to seek out the cheapest materials and supplies from
around the world. This is referred to as global
sourcing.

• Access to labour: global businesses now have
access to a much greater pool of talent. They can
lower production costs by accessing cheaper labour
in developing countries, or they can access the most
skilled employees from around the globe.

• Increased competition: customers now have a
multitude of choice in the market. Global businesses
and online businesses give consumers access to
goods and services from around the globe. However,
this means that businesses now face competition
from all over the globe.

• Increased unemployment in some industries:
industries that are unable to compete with cheaper
imported products may be forced to close down.

• Environmental and social issues: some TNCs that
outsource production to developing countries may
exploit workers and damage the environment in order
to reduce the costs of production.

Globalisation is not going away; therefore, businesses need to implement strategies to minimise the
potential threats, as well as take advantage of the opportunities that arise.

2.12 Activity: Research and communication
1. Have a class discussion about some of the negatives of technology on businesses, the economy and

society.
2. Imagine you own a business and, due to a recession, you start losing sales. In small groups, create a list of

strategies you could use to make sure your business survives a recession.

2.12 Exercise: Knowledge and understanding
To answer questions online and to receive immediate feedback and sample responses for every question, go
to your learnON title at www.jacplus.com.au.

1. Describe how recent technological changes have affected businesses.
2. Explain how technology is benefiting businesses.
3. Describe how cost-cutting measures by a business can worsen a recession.
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4. What effect does a recession have on businesses?
5. Using examples, explain why some types of businesses do better than others during a recession.
6. Define globalisation.
7. Create a mind map showing the positives and negatives of globalisation for businesses.

Fully worked solutions and sample responses are available in your digital formats.

2.13 The contribution of entrepreneurship
and innovation
2.13.1 Entrepreneurship
Most of us have seen something advertised and thought, That is just what I need. Someone, somewhere, had
the idea to provide this product. Not all inventors or innovators will seek to use their idea as the basis for a
business. In many cases, they will be happy to sell their idea to an existing business and let someone else
manufacture and market that product. To be willing to take the risk of starting up and operating a business
and then working to build that business requires qualities of entrepreneurship.

Could you be an
entrepreneur? If
you have most of
these attributes and
skills, your chances
of entrepreneurial
success look good.

1.  Creative

2.  Independent

3.  High energy

4.  Learn from failures

5.  Competitive

6.  Willing to work long hours

7.  An eye for opportunity

8.  Self-confident

9.  Enjoy being in charge

10.  Willing to take risks

A person who is willing to take a risk and has the qualities required to turn
an idea into a successful business is called an entrepreneur. An entrepreneur’s
methods are sometimes regarded as ground-breaking and innovative. For these
people, the opportunity to explore untapped markets with no guarantee of
success can be motivation itself. However, for those whose ideas translate into a
successful business venture, the profits are often huge.

An entrepreneur is someone who:
• has great ideas and do something about them
• hunts for opportunities to promote their ideas
• thrives on the challenge of creating their own

successful business
• makes money out of solving problems and selling

their ideas
• usually starts up their own business.

CASE STUDY
Richard Branson
Richard Branson is the founder of the Virgin group, which
comprises hundreds of companies, including an airline, a
train company and a mobile phone network. He started
his first business at the age of 16. You may have seen
Richard Branson in the media because he is famous for his
publicity stunts whenever Virgin launches a new business
or project. One of Richard Branson’s current big ideas is
commercial space travel.

If you have heard Richard Branson speaking, you will
know that he is passionate and enthusiastic. He listens
to staff and customers, carrying a notebook with him
wherever he goes so that he can write down what he sees
and hears. He then follows up on the ideas. He shares Virgin’s future plans with his staff, and his vision inspires
people to perform at their best.
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2.13.2 Innovation
The definition of innovation may vary, but it generally refers to the process of improving or significantly
contributing to an existing product or service. Invention refers to the development of something that is
totally new, but innovation and invention both result in something unique being created.

CASE STUDY
Dyson vacuum cleaners
James Dyson noticed that his vacuum cleaner only picked up dirt when it
had a new bag. As the bag filled, it lost suction and he was tired of buying
and replacing old vacuum bags.

So he set out to design a new vacuum cleaner that didn’t need a bag.
In 1979, after five years and 5127 prototypes, the world’s first bagless
vacuum cleaner had arrived. It was the first change in vacuum technology
since 1901.

Entrepreneurs and innovators can significantly influence the way we live and the way we work. Their
ideas and creations can improve living standards, create jobs and increase economic activity.

2.13 Activity: Research and communication
1. Have a class discussion on the following topic: what do you think would happen to Australia’s economy if

we had no entrepreneurs?
2. Choose an entrepreneur (besides Richard Branson) and investigate the behaviours and skills that they bring

to their business. Use the following questions to help you.
(a) What business did this entrepreneur start, and at what age?
(b) Why did this person become an entrepreneur?
(c) What behaviours does this person display that makes them an entrepreneur?
(d) What skills does this entrepreneur have?

3. In pairs or small groups, come up with a list of innovative products and explain how they have improved
your life. Present your findings to the class.

4. In small groups, develop an original business idea. Through discussion, develop a strategy for launching
your new product. You will need to consider how it will be promoted (for example, advertising and publicity),
distributed (online or shopfront) and priced (high-end or budget). Create a multimedia presentation for your
class.

2.13 Exercise: Knowledge and understanding
To answer questions online and to receive immediate feedback and sample responses for every question, go
to your learnON title at www.jacplus.com.au.

1. Complete the entrepreneur checklist. Do you have the skills and attributes of an entrepreneur?
2. In your own words, describe what an entrepreneur is.
3. Explain the difference between innovation and invention.
4. How have entrepreneurs and innovators contributed to society and the economy?
5. Read the case study on Richard Branson. Outline his entrepreneurial qualities.

Fully worked solutions and sample responses are available in your digital formats.
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2.14 Ethical decision-making and corporate
social responsibility
2.14.1 Corporate social responsibility and good business
A relatively recent phenomenon affecting all key areas of business is corporate social responsibility
(CSR). Corporate social responsibility refers to businesses considering the interests of stakeholders, society
and the environment when making economic and business decisions. It involves ethical decision-making,
where businesses go beyond the minimum requirement of the law and make decisions that are in the
interests of society and the environment. CSR places value on profits as well as social responsibility and
environmental sustainability.

Corporate social responsibility is good business — customers eventually find out which businesses are
acting responsibly, and which are not. Customers can react and stop buying a business’s product if they
learn that the business is exploiting employees, accepting bribes or polluting the environment. At the same
time, customers will reward socially responsible businesses by purchasing more of their products. Acting
in a socially responsible way may cost money in the short term, but in the long run it turns out to be in the
company’s own interest.

CASE STUDY
Levi Strauss and Adidas — environmental and social responsibility
As businesses become more global, many recognise the importance of fulfilling their environmental and social
responsibilities.

In response to concerns about climate change and the destruction of the natural environment, pressure is
growing for businesses to act more environmentally sustainable.

The jeans manufacturer Levi Strauss and Company has developed its own environmental policy, which
includes strict wastewater guidelines and the reduction in greenhouse gas emissions from its global operations.

Protecting human rights
Businesses are under increasing pressure to protect the human rights of their workers. Adopting a human rights
code of conduct is one strategy businesses can use to act in an ethically responsible way. Once a code of
conduct has been created, the business may insist that all its suppliers follow it. Adidas, for example, will deal
only with suppliers who follow its Labor Rights Charter and ’Workplace Standards’, which include no forced or
compulsory labour, fair wages and benefits, a safe and healthy work environment, and, most importantly, no child
labour.
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Resources

Weblinks Good on you

The Body Shop Australia

2.14 Activity: Research and communication
1. Use the Good on you weblink to research a business of your choice and find out about their corporate

social responsibility.
Prepare a multimedia presentation for your class that outlines the social and environmental positives and
negatives of your chosen business.

2. In small groups, create a mind map that shows how you as consumers can act socially and environmentally
responsible.

3. The Body Shop is a global leader in CSR. Use The Body Shop Australia weblink to visit their website and
create a list showing how they are environmentally and socially responsible.

4. In small groups, imagine you are a global manufacturing business. Create a CSR code of conduct, which
outlines all the ways you and your suppliers must act.

2.14 Exercise: Knowledge and understanding
To answer questions online and to receive immediate feedback and sample responses for every question, go
to your learnON title at www.jacplus.com.au.

1. Define the term ‘corporate social responsibility’.
2. Outline what it means for a business to make ethical decisions.
3. Why might a business act unethically?
4. Explain the short-term costs and long-term benefits of CSR.
5. Explain how Adidas and Levi Strauss and Company are environmentally and socially responsible.

Fully worked solutions and sample responses are available in your digital formats.

2.15 Thinking Big research project: Please stop
calling
2.15.1 Scenario
Australia is a market economy and
businesses and consumers should be
free to pursue their goals without too
much interference. However, we can’t
always rely on businesses to operate
ethically and so the government assists
with the protection of consumers. Call
centres are one way businesses get
in touch with current and potential
customers but they can sometimes
irritate people. The federal government
has called for the creation of new
guidelines to help regulate the call
centre industry.
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2.15.2 Task
Your task is to assist the government in developing
a set of guidelines for how call centres should
conduct themselves when dealing with consumers.

This set of guidelines should consider:
• the rights of consumers
• the rights of call centre operators
• the responsibilities of consumers
• the responsibilities of call centre operators.

2.15.3 Process
• Open the ProjectsPLUS application for this topic. Click the ‘Start Project’ button to set up your project

group. Working in pairs will enable you to share responsibility for the project. Save your settings and
the project will be launched.

• Navigate to the Research Forum. This is where the creation of your set of guidelines begins.
• One student will develop the guidelines for call centre operators and the other student will develop the

guidelines for consumers.
• Research how call centres operate and the

reasons they operate as they do. Use the
weblink in the Media Centre to watch a video
about a call centre.

• Identify some Australian businesses that use
call centres and some of the issues people have
with the way they operate.

• Using your research, develop your set of
guidelines using clear and direct language.

• Submit your completed guidelines to your
teacher for assessment and feedback.

Resources

ProjectsPLUS Please stop calling (pro-0178)

2.16 Review
2.16.1 Summary
Having explored this topic, you can now:
• understand that the five-sector circular flow model consists of consumers, businesses, the financial

sector, government and the overseas sector
• identify that savings, taxation and imports are leakages from an economy, and investment, government

expenditure and exports are injections into an economy
• understand that when injections are greater than leakages an economy will grow, and when leakages

are greater than injections an economy will experience economic decline
• identify that the financial sector acts as an intermediary between savers and borrowers in an economy
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• understand all economies experience periods of expansion and contraction, referred to as the business
cycle; recessions are caused by a lack of spending and result in increased unemployment, lower
business production and profits and low wage growth; booms are when the economy is growing and
result in low unemployment, increased business production and profits and high wage growth (and can
also lead to high levels of inflation)

• identify that demand refers to the amount of a product consumers are willing to buy at a particular
price (as the price of a good rises, the demand for that good falls) and that supply refers to the amount
of a product producers are willing to sell at a particular price (as the price of a product increases, the
amount producers are willing to sell increases)

• understand that the price mechanism is where demand and supply intersect and shows the point where
buyers and sellers agree on a price, and that changes in the demand and supply of a product will result
in a change in equilibrium price and quantity

• determine that a market is any situation where buyers and sellers come together to exchange goods and
services for money, and that examples of markets include retail markets, labour markets, financial
markets and stock markets

• understand Aboriginal and Torres Strait Islander peoples traded using bartering, with common goods
traded including stones, shells, ochres, tools, food, technology and ideas

• identify how the government intervenes in markets using laws and regulations such as the Environment
Protection and Biodiversity Conservation Act 1999 to reduce environmental degradation and to
conserve natural resources

• understand technology has increased efficiency and lowered the production costs for businesses, while
globalisation has allowed businesses to sell their products worldwide and get their products produced
in other economies, but has increased competition

• understand that corporate social responsibility refers to a business making decisions based not only on
maximising profits, but also on social and environmental responsibility

• identify that entrepreneurs and innovators take risks and turn ideas into businesses, and that their ideas
improve our living standards and increase economic activity.

2.16.2 Key terms glossary

bartering the swapping or exchanging of one good for another
biodiversity the variety of plant and animal life in the world or in a particular habitat
business cycle the cyclical fluctuations in the general level of economic activity
consumption the purchasing of goods and services to satisfy needs and wants
corporate social responsibility when businesses consider the interests of stakeholders, society and the

environment when making economic and business decisions
depression a severe contraction in the level of economic activity resulting in many business failures, high and

sustained levels of unemployment and sometimes falling prices
economy all activities undertaken for the purpose of production, distribution and consumption of goods and

services in a region or country
exports goods and services sold by local businesses to overseas consumers
fiscal policy the use of the federal government’s budget to achieve economic objectives
globalisation the process that sees people, goods, money and ideas moving around the world faster and more

cheaply than before
global sourcing seeking out the cheapest materials and supplies across national borders as if there were only

one large market
interdependence a joint dependence between participants in an economy; that is, the reliance of consumers,

workers, businesses and governments on each other
interest the price that must be paid in order to use someone else’s money
imports goods and services purchased by local consumers from overseas businesses
inflation a general rise in prices, causing money to lose its value
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innovation either adding a new product to an existing product line, or significantly improving an existing product
or process

investment putting money into something in order to make a profit
labour market the buying and selling of labour
law of demand states that the quantity of a good or service demanded varies inversely to price
law of supply states that the quantity of a good or service supplied varies directly with price
market where the exchange of goods, services or resources between buyers and sellers occurs
market equilibrium the point at which the demand and supply curves intersect
monetary policy the Reserve Bank using interest rates to achieve economic objectives
price mechanism the interaction of the forces of demand and supply that determines the price of a good or

service
production the creation of goods and services
recession a relatively mild contraction in the level of economic activity resulting in reduced spending, rising

unemployment and a slow rate of economic growth
saving regularly putting aside some money for future use
transnational corporation a large business that has branches in more than one country

Resources

Digital documents Key terms glossary (doc-#####)

Match-up (doc-#####)

Crossword (doc-#####)

Wordsearch (doc-#####)

Interactivities Economic and business environment wordsearch (int-####)

Economic and business environment crossword (int-####)

2.16 EXERCISES
To answer questions online and to receive immediate feedback and sample responses for every question go to
your learnON title at www.jacplus.com.au.

2.16 Exercise 1: Glossary quiz
2.16 Exercise 2: Multiple choice quiz
1. What is a person who demonstrates enterprising behaviours known as?

A. CEO
B. Producer
C. Financial planner
D. Entrepreneur

2. Which sector of the five-sector circular flow model of the economy involves imports and exports?
A. Consumers
B. Business
C. Government
D. The overseas sector

3. Which of the following is an example of a financial intermediary?
A. A producer
B. A bank
C. An accountant
D. A government organisation

4. Which of the following is a characteristic of the boom stage in the business cycle?
A. Inflation pressures
B. Lack of consumer confidence
C. High levels of unemployment
D. Low levels of building approvals
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5. Producers in an economy operate in which sector?
A. Business
B. Government
C. Financial
D. Economic

6. What do financial intermediaries usually do with the money that individuals deposit?
A. The money is left alone.
B. The money is lent to other individuals or businesses.
C. The money is sold to overseas buyers.
D. The money is invested in the stock exchange.

7. Which of the following are examples of leakages from the circular flow model?
A. Expenditure, savings, taxation
B. Exports, taxations, investment
C. Savings, taxation, imports
D. Exports, savings, investment

8. What does the law of demand state?
A. As the price of a product increases, the demand for that product increases.
B. As the price of a product increases, the demand for that product decreases.
C. As the price of a product decreases, the demand for that product decreases.
D. As the price of a product increases, the demand for that product does not change.

9. What can cause changes in demand?
A. Incomes, tastes and fashions, and future expectations about the market
B. Prices of complementary and substitute goods and services
C. Changing population, age and gender distribution and the number of potential customers
D. All of the above

10. Which system of trade was commonplace for Aboriginal and Torres Strait Islander people?
A. Bartering
B. Innovating
C. Purchasing
D. Borrowing

2.16 Exercise 3: Knowledge and understanding
1. Identify the five sectors in the five-sector circular flow model of the economy.
2. In economic terms, what is the household sector?
3. Explain how the household and business sectors are reliant on each other.
4. Explain how the financial sector facilitates business investment.
5. Outline the features of an entrepreneur.
6. Compare the impacts of an economic boom and a recession on the economy.
7. What is a market? Support you answer with an explanation of two different types of markets.
8. Outline how a global business such as Zara has influenced the Australian retail market.
9. Explain how some offshore businesses operate unethically.

10. Explain why the government intervenes in markets.
11. List five goods traded by Aboriginal and Torres Strait Islander peoples.
12. Define the law of demand.
13. Define the law of supply.
14. What is meant by the term ‘the price mechanism’?

2.16 Exercise 4: Challenge your understanding
1. How does a not-for-profit business differ from most other businesses?
2. Explain the importance of small to medium businesses to the Australian economy.
3. What are the positive and negative impacts of globalisation for Australian businesses?
4. Explain how investing in technology can improve a business’s productivity and profitability.
5. Discuss the importance of a business demonstrating corporate social responsibility and ethical behaviour.
6. Explain two factors that could cause an increase in demand for chocolate bars.

Fully worked solutions and sample responses are available in your digital formats.
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Resources

Digital documents Wrap up! (doc-######)

Glossary quiz (doc-######)

Multiple choice quiz (doc-######)

Test maker
Create custom tests and exams from our extensive range of questions, including quarantined topic tests.
Access the assignments section in learnON to begin creating and assigning custom assessments to your students.

TOPIC 2 The economic and business environment 109

UNCORRECTED PAGE PROOFS


	The economic and business environment
	Overview
	The five-sector circular flow model
	The interdependence between differentsectors of the economy
	The business cycle
	The price mechanism and the interaction of demand and supply within a market
	SkillBuilder: Communicating information intables and graphs
	What is a market?
	SkillBuilder: Contesting and debating ideas
	Customary trading practices of AboriginalPeoples and Torres Strait Islander Peoples
	The reasons for government interventionin the market
	Different types of businesses
	Factors influencing business decisions
	The contribution of entrepreneurship and innovation
	Ethical decision-making and corporate social responsibility
	Thinking Big research project: Please stop calling
	Review




