
7 Economic performance 
and living standards
7.1  Overview

7.1.1 Introduction
It is important that an economy satis�es as 
many of the needs and wants of its citizens 
as possible. It does this by providing a 
structure — such as a market — that enables 
buyers and sellers to meet and exchange 
goods and services. One way to measure 
how well an economy is performing is 
through a calculation of a person’s living 
standards. Living standards refers to how 
well-off a nation or country is overall.

In this topic we will discuss some of 
the key areas of economic performance 
assessment and more closely examine how 
the Australian economy has performed 
in terms of improving people’s living 
standards. Throughout this topic we will be 
exploring what we mean by living standards 
in more detail. But by way of introduction, 
economists usually break living standards into two facets: material and non-material. Material living standards 
refers to our ability to access goods and services. The more things we can afford to buy, and that are available 
to buy, the higher our material living standards. Non-material living standards refer to our quality of life, 
and can be more subjective and harder to de�ne. They tend to cover aspects such as leisure time, pollution, 
education rates, life expectancy, crime rates, and so on. If we are getting more leisure time, then we would say 
our non-material living standards are rising; but higher levels of pollution would lower our non-material living 
standards. As we will see, sometimes there is a trade-off between the two. For instance, working longer hours 
may entail a rise in your income, which means you can afford more goods and services and raise your material 
living standards, but it means you have less time to spend with family and friends, which may reduce your 
non-material living standards.

What can our purchases and level of happiness tell us about the health of the economy?

FIGURE 1  The performance of the Australian economy affects 
people’s living standards, including access to owning your 
own home.

Resources

eWorkbook Customisable worksheets for this topic (ewbk-6069)

Video eLesson Living standards around the world (eles-2382)
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7.2  Economic growth and Australia’s economy

7.2.1 Economic growth = increased volume of goods and services
Every day you use goods and services. Think 
of the things you use on a daily basis: bread 
for breakfast, a bus or train service to get to 
school, pens and paper to complete homework 
and electricity for charging your laptop or 
smart device. And you will need all of these 
goods and services again tomorrow.

The need for an economy to produce goods 
and services to replace the ones that have 
been used or consumed is one of the main 
reasons why economies must grow each year. 
Other reasons why economies must grow 
include population growth — which requires 
additional goods and services — and the 
desire to continually improve the quality of 
products. Imagine if producers never improved 
telecommunication: mobile phones and 
the internet would not have been invented. 
Economic growth is de�ned as real growth 
in the volume (value) of goods and services 
produced by an economy over a period 
of time.

Measuring economic growth is important 
as it is linked to many other aspects of the 
economy and to its ability to satisfy the needs 
and wants of consumers.

7.2.2 Measuring economic 
growth
Economic growth occurs when an economy 
increases the volume of goods and services 
produced over a period of time. The most commonly used general measure of this is 
the annual rate of growth in real gross domestic product (GDP). GDP represents the 
total market value of �nal goods and services produced by a country over a period of 
time. This �gure is adjusted to remove the effects of any in�ation existing within the 
economy over the same period.

The most common means of measuring GDP is by using the Aggregate Demand (or 
Aggregate Expenditure) method shown in FIGURE 3.

FIGURE 1  Economic growth leads to employment and 
infrastructure growth.

FIGURE 2  Consumer goods must be continually produced 
to replace the ones that have been consumed.

LEARNING INTENTION

By the end of this subtopic you will be able to identify how economic growth rates are an indicator of Australia’s 
economic performance.

consume    to purchase goods 
and services for direct use or 
ownership

economic growth    a measurement 
of the increase in a country’s gross 
domestic product (GDP)
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It is generally considered acceptable for the rate of increase in GDP to be between 3 per cent and 4 per cent 
per year. This rate allows for an increase in population, the replacement of goods and services that have been 
consumed, improvements and new products.

Anything less than 3 per cent is considered slow growth and suggests the economy is not keeping up with the 
demand for goods and services. A �gure above 4 per cent is often considered to be too high; in other words, 
the economy is growing too quickly and the rate of growth will not be sustainable.

A sustained rate of growth means the economy is able to maintain that level over a 
signi�cant period. Sustainable growth also means our environment can cope with the 
level of growth and we are preserving resources for the future.

Aggregate Demand = C + I + G1 + G2 + X – M

Private sector consumption expenditure (C):
Spending by individuals, households and businesses on goods and services
to satisfy immediate needs and wants such as food, clothing and household
items

Private sector investment expenditure (I):
Spending by individuals, households and businesses on the accumulation of
capital goods (for future use) used to produce other goods and services such
as computers, houses, factories and machinery

Government sector consumption expenditure (G1):
Spending by all levels of government on goods and services to satisfy
immediate needs and wants such as spending on the day-to-day running
costs of government departments

Government sector investment expenditure (G2):
Spending by all levels of government on the accumulation of capital goods
used to produce other goods such as roads, hospitals and schools

Expenditure on exports (X):
Spending by households, businesses and governments overseas on goods
and services produced in Australia

Expenditure on imports (M):
Expenditure by Australian individuals, households, businesses and
governments on goods and services produced overseas

FIGURE 3  Aggregate Demand method of measuring GDP

sustainable    able to last or 
continue for a long time

TOPIC 7 Economic performance and living standards 195

UNCORRECTED 

UNCORRECTED 

UNCORRECTED Government sector investment expenditure (G2):

UNCORRECTED Government sector investment expenditure (G2):
Spending by all levels of government on the accumulation of capital goods

UNCORRECTED 
Spending by all levels of government on the accumulation of capital goods
used to produce other goods such as roads, hospitals and schools

UNCORRECTED 
used to produce other goods such as roads, hospitals and schools

UNCORRECTED 

UNCORRECTED 

It is generally considered acceptable for the rate of increase in GDP to be between 3 per cent and 4 per cent UNCORRECTED 

It is generally considered acceptable for the rate of increase in GDP to be between 3 per cent and 4 per cent 
per year. This rate allows for an increase in population, the replacement of goods and services that have been UNCORRECTED 

per year. This rate allows for an increase in population, the replacement of goods and services that have been UNCORRECTED 

UNCORRECTED 

UNCORRECTED 
Expenditure on exports (X):

UNCORRECTED 
Expenditure on exports (X):
Spending by households, businesses and governments overseas on goods

UNCORRECTED 

Spending by households, businesses and governments overseas on goods
and services produced in Australia

UNCORRECTED 

and services produced in Australia

UNCORRECTED 

UNCORRECTED PAGE 

PAGE 

PAGE 
Government sector consumption expenditure (G1):

PAGE 
Government sector consumption expenditure (G1):
Spending by all levels of government on goods and services to satisfy

PAGE 
Spending by all levels of government on goods and services to satisfy
immediate needs and wants such as spending on the day-to-day running

PAGE 
immediate needs and wants such as spending on the day-to-day running

PAGE PROOFS

PROOFS

PROOFS

PROOFS
Spending by individuals, households and businesses on the accumulation of

PROOFS
Spending by individuals, households and businesses on the accumulation of
capital goods (for future use) used to produce other goods and services such

PROOFS
capital goods (for future use) used to produce other goods and services such



7.2.3 Australia’s recent performance
FIGURE 4 charts Australia’s rate of economic growth, as measured by changes in real GDP (GDP adjusted for 
the effect of in�ation), from January 2015 to the end of the December quarter in 2019.

Changes to Australia’s GDP growth rate are published 
quarterly so the annual rate of GDP growth must 
be drawn from the quarterly �gures provided. For 
example, the annual growth rate of 2.2 per cent for 
2019 shown in FIGURE 5 is calculated by summing 
the rate for each quarter of 2019 shown in FIGURE 4 
(0.5 + 0.6 + 0.6 + 0.5).

FIGURE 5 shows that each year from 2015 to 2019 
Australia’s growth rate �uctuated but remained 
below the rate of 4 per cent (the �gure identi�ed as 
too high). The goal of achieving a rate of growth 
of between 3 per cent and 4 per cent, however, was 
not reached.

The Australian economy advanced 0.5 per cent 
(seasonally adjusted) in the October–December 
2019 quarter, slowing slightly from the 0.6 per cent 
expansion (growth) in the previous quarter. This  
was the smallest quarterly increase since the  
July–September quarter in 2016, when a zero 
increase was recorded. Growth in the last half of 
2019 was slow due to lower housing prices and 
consumer spending slowing.
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FIGURE 4  Australia’s GDP quarterly growth rate, January 2015–December 2019
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7.2.4 International comparison
It is useful to compare Australia’s economic performance with that of other countries. The United States is 
often considered to be the world’s biggest economy and Australia’s performance is regularly compared to its 
performance.

China is an important trading partner for Australia and changes in its growth can lead to a change in our 
growth. China buys large quantities of our mineral exports, so a decline in China’s growth will have a negative 
impact on our mining sector and hence our growth.

Australia has historic ties to the United Kingdom. It is still one of our major trading partners and its economy 
is one of the main ones in Europe.

New Zealand is our closest neighbour and trading partner. The ties between the two countries are strong and 
New Zealand’s economy often mirrors changes in our economy.

The graphs in FIGURE 6 show the growth rates of those four economies. For the most current growth rates for 
each of these four countries see the International growth rates weblink in the Resources tab.

7.2.5 Limitations of measuring economic growth
While tracking changes in our GDP is the main means of measuring our economic growth, there are limitations 
to this form of measurement. Some of these limitations include:

 • GDP doesn’t include non-market production.
 • GDP doesn’t provide information about the distribution of production.
 • GDP doesn’t consider the impact of production on the environment.
 • GDP involves some ‘guesstimates’ of production.

Let’s look at each of these limitations.
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FIGURE 6  Growth rates of other economies, January 2015–December 2018: (a) the United States, (b) China, (c) 
the United Kingdom and (d) New Zealand

Note: The �gures for the United States are not quarterly but rather are annual growth rates to the end of that quarter. The annual rate 
can be approximated by averaging the growth rates of the four quarters of the year; that is, for 2018 the United States economy grew 
by approximately 3 per cent. The vertical scale is different for each graph.
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negative externality    a 
production outcome that was 
not intended and that negatively 
affects our economy and/or 
society

GDP doesn’t include non-market production
If someone carries out jobs around their own home that could be done by a paid worker they are contributing 
to economic growth, but this contribution is not included because it can’t be measured. For example, when 
someone paints their own home, the Australian Bureau of Statistics (ABS) can’t put a value on the work done, 
so this is not included in the of�cial GDP �gures.

GDP doesn’t provide information about the distribution of production
GDP only measures changes in the quantity of goods and services produced, but there is no information about 
who receives this increased number of goods and services. If the increased production is not shared equally 
among the citizens of the economy, it can be argued that the economy hasn’t really ‘grown’.

GDP doesn’t consider the impact of production on the environment
Increased production can mean increased pollution, quicker deterioration of the environment, depletion of non-
renewable resources and increased climate change. These effects are referred to as negative externalities as 
they are considered negative outcomes of production. These externalities will all negatively affect our national 
wealth in the future.

GDP involves some ‘guesstimates’ of production
The value of some non-marketed (not sold) production making up GDP has to be 
‘guesstimated’, leading to inaccuracies. For example, estimations are made for the 
part of a farmer’s production that is consumed on the farm, as is the annual value 
of accommodation provided by houses occupied by their owners. This leads to 
inaccuracies in Australia’s GDP �gures.

Resources

Weblinks Australia GDP growth rate

International growth rates

7.2 EXERCISE

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.

Check your understanding

 1. De�ne ‘economic growth’.
 2. Identify the formula used to calculate economic growth.
 3. Explain what is meant by ‘GDP’.
 4. Explain why it is important for an economy to grow each year.
 5. Identify the ideal range for Australia’s annual growth rate.

Apply your understanding

 6. Explain why it is important for an economy to measure its performance in terms of economic growth.
 7. Analyse why it is important for Australia to compare its performance in terms of economic growth with  

other countries.

Learning pathways

LEVEL 1
Questions
1, 2, 3, 5, 6

LEVEL 2
Questions
7, 8, 9, 10

LEVEL 3
Questions
4, 11, 12, 13
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7.3  Employment trends and Australia’s economy

7.3.1 The importance of reducing unemployment
As a student you are constantly asked 
to think about your future and what 
you want to do when you �nish school. 
While this may not necessarily be your 
immediate goal, eventually you will 
hope to gain employment. Employment 
enables us to earn an income so we 
can purchase the goods and services 
we need and want. In the workplace we 
can form relationships, and often our 
friendship groups later in life include 
our work colleagues. Employment also 
enables us to feel good about ourselves 
as we are contributing to society, being 
productive and interacting with others.

However, not everyone is always able 
to �nd employment, and sometimes 
circumstances arise that lead to a 
person losing their job. Unemployment 
is a situation where people who are 
willing and able to work are unable to �nd employment. The government recognises that there will always be 
some level of unemployment, but tries to reduce it. Its goal is to maintain the rate of unemployment at about 
5 per cent of the workforce, or at a level where cyclical unemployment is avoided. We 
will talk about cyclical unemployment later in this topic; it refers to unemployment 
caused by cyclical or regular decreases in the level of economic activity.

Let’s �rst look at how unemployment is measured and what the causes of 
unemployment are.

LEARNING INTENTION

By the end of this subtopic you will be able to identify how unemployment trends are an indicator of Australia’s 
economic performance.

FIGURE 1  Unemployed people have to rely on the government 
and welfare for their income.

8. Identify Australia’s current economic growth rate and describe what this means for the economy.
9. Analyse two limitations of using GDP as a measure of a country’s economic growth.

10. Analyse one bene�t and one disadvantage of achieving economic growth.
11. Explain why it is important for economic growth to be sustainable.
12. Analyse what may occur if the economic growth is too high or too low.
13. Explain how a rising economic growth rate may affect living standards in Australia.

For sample responses for every question, go to www.jacplus.com.au.

income    the reward earned from 
supplying productive resources. 
Providing labour earns income in 
the form of wages or salaries.
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7.3.2 Measuring unemployment
In Australia, the unemployment rate is measured using the Labour Force Survey. The Labour Force Survey 
is conducted monthly and involves about 32 per cent of the civilian population aged 15 years and over. This 
survey sample is selected from around the country. As shown in FIGURE 2, people in the labour force are 
classi�ed and measured according to their labour force status.

Unemployed

Employed
persons

Persons not
employed

Civilian population
aged 15 years and over

Full time

Worked
35 hours
or more
in the

reference
week

Worked
less than
35 hours

in the
reference

week

Other
than

economic
reasons

Do not
prefer to

work
more
hours

Prefer to
work
more
hours

Fully employed Marginally attached to the labour force

Not
marginally
attached

Other
reasons

Dis-
couraged

job
seekers

Not
available to
start work

within
4 weeks

Not
available to
start work

within
4 weeks

Not
available
to start
work in

reference
week

Available
to start
work in

reference
week

Actively
looking
for work

Not
actively
looking
for work

Do not
want to

work

Want
to

work

Available to
start work

within
4 weeks

Available
to start
work
within

4 weeks

Not fully employed

In the labour force (economically active) Not in the labour force

Economic
reasons

Part time

Reasons for
working
less than
35 hours

Reasons not actively
looking for work

FIGURE 2  The structure of Australia’s Labour Force Survey
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The ABS de�nes the labour force as people who are older than 15 years and who are able and willing to work. 
This de�nition includes people who are classi�ed as employed, that is, they work full time (usually more than 
35 hours per week) or part time (more than one hour per week), work for payment or pro�t, are self-employed, 
work in a family business, or have a job but are prevented from working due to illness, strikes, holidays or 
other similar situations in the survey week.

The de�nition also includes people who are unemployed — that is, those who do not have a paid job but who 
are actively looking for work by completing job applications and/or registering with Centrelink as a job seeker, 
either on a full-time or part-time basis, in the week prior to the survey. It also includes those who were able 
and willing to start employment in the week prior to the survey week or are waiting to resume a job after being 
laid off or stood down without pay. This group of people is expressed as a percentage of the total labour force, 
and this percentage is called the unemployment rate.

We can see in FIGURE 3 that from 2012 to 2019, unemployment has remained above 5 per cent, peaking at just 
over 6 per cent in 2014 and 2015, with an overall downward trend since that point.

7.3.3 International comparison
As with economic growth, it is worthwhile comparing Australia’s employment performance with that of some 
of Australia’s trading partners. The graphs in FIGURE 4 show the recent unemployment rates of the United 
States, China, the United Kingdom and New Zealand.
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FIGURE 3  Australia’s unemployment rates, 2012–19
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7.3.4 Causes of unemployment
When examining our unemployment rate it is important to understand the causes of unemployment and the 
various types of unemployment that exist. It is possible to identify four key types of unemployment:

 • cyclical unemployment
 • structural unemployment
 • seasonal unemployment
 • frictional unemployment.

Cyclical unemployment
Cyclical unemployment occurs when the level of spending in the economy falls. When consumers or businesses 
feel pessimistic about the economy they tend to save rather than spend. This leads to reduced spending, reduced 
production and hence a reduced need for labour. If the pessimism persists, the economy can move into a period 
of negative growth. Two consecutive quarters of negative growth is referred to as a recession and this can cause 
further negativity about the state of the economy.

Cyclical unemployment can also occur because of a reduction in consumer incomes, 
higher interest rates leading to less money available for spending, poor economic 
conditions overseas among our trading partners, and a decrease in government 
spending to reduce budget de�cits and debt.
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FIGURE 4  Unemployment rate of other economies 2018–19: (a) United States, (b) China, (c) United Kingdom 
and (d) New Zealand

recession    a technical term 
referring to two consecutive 
quarters of negative growth in an 
economy
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Structural unemployment
Structural unemployment occurs as a result 
of changes in the way goods and services 
are produced. Generally, this takes place 
when production methods change, leading 
to a mismatch of skills; that is, the skills 
currently in use are outdated and are not 
transferrable to the new production methods. 
This causes job losses, often due to changes 
in technology. Another cause of structural 
unemployment is outsourcing. This is when 
one section or department of a business is 
closed and its work is done overseas.

Seasonal unemployment
Seasonal unemployment results from the termination of jobs at the same time each year due to the regular 
change in seasons. Common examples of these types of jobs include fruit-picking, tourism, working for 
holiday operators, sheep shearing and working in the ski �elds.

Frictional unemployment
Frictional unemployment occurs when people are unemployed between �nishing one job and starting another. 
This is common in the building trades and in some areas of rural industry.

7.3.5 Effects of unemployment
Unemployment has a number of negative effects on the economy, society and individuals. Let’s look at three of 
these effects:

 • deteriorating living standards
 • decreased national production
 • changed government budget position.

FIGURE 5  Structural unemployment can be caused by the 
outsourcing of jobs such as call-centre operators.

FIGURE 6  Fruit picking is one example of a seasonal job.
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Deteriorating living standards
Unemployment affects both material and non-material living standards. When an individual becomes 
unemployed, their standard of living is likely to deteriorate considerably because the average wage of $1659 
per week (as at November 2019) is replaced by an average unemployment bene�t of $277 per week (as at 
April 2020). This results in less spending on goods and services, and reduced savings as individuals re-adjust 
their spending patterns.

A reduced income can place stress on families and relationships as it often means cutting back spending on 
such things as children’s activities or family social outings. Unemployed people often develop a feeling of 
personal failure associated with the loss of status and friends. Knockbacks from unsuccessful job applications 
reinforce this feeling and individuals may lose their skills and possibly their work ethic if they are out of work 
for long periods.

Decreased national production
When some of a nation’s resources are not used or are lying idle, the economy does not produce at its optimum 
or productive capacity. Fewer goods and services are available and national output, or GDP, is lower than its 
potential level, causing lower material living standards.

Changed government budget position
Unemployment negatively affects government revenue and government payments. On 
the one hand, unemployment lowers the number of income earners, thereby reducing 
government tax revenues. At the same time, unemployment also raises government 
spending on welfare bene�ts, leaving fewer resources for other areas of need, such as 
health, education and infrastructure.

DISCUSS

Unemployment bene�ts are paid to job seekers to provide a minimum adequate standard of living to people who 
are temporarily out of the workforce. As of March 2020, the Newstart Allowance for a single person aged 22 or 
over with no children was a maximum of $555.70 per fortnight. During the COVID-19 crisis, this was changed 
temporarily to a Job Seeker allowance of $1115.70, which included a $550 coronavirus supplement. Do you 
think it was right to increase the payment? Do you think there should be a permanent increase to the Newstart 
Allowance, to match the COVID-19 Job Seeker amount, or should it be a higher or lower �gure?  
 General capability: Ethical understanding 

Resources

Weblinks Australia’s unemployment rate
Australia’s youth unemployment rate

material living standards    refers 
to the number of goods and 
services we can afford to buy

non-material living standards    
value-based elements of human 
wellbeing that are not connected 
to material possessions

204 Jacaranda Humanities and Social Sciences 10 for WA Second Edition

UNCORRECTED 

UNCORRECTED 

Unemployment bene�ts are paid to job seekers to provide a minimum adequate standard of living to people who 

UNCORRECTED 

Unemployment bene�ts are paid to job seekers to provide a minimum adequate standard of living to people who 
are temporarily out of the workforce. As of March 2020, the Newstart Allowance for a single person aged 22 or 

UNCORRECTED 

are temporarily out of the workforce. As of March 2020, the Newstart Allowance for a single person aged 22 or 
over with no children was a maximum of $555.70 per fortnight. During the COVID-19 crisis, this was changed 

UNCORRECTED 

over with no children was a maximum of $555.70 per fortnight. During the COVID-19 crisis, this was changed 
temporarily to a Job Seeker allowance of $1115.70, which included a $550 coronavirus supplement. Do you 

UNCORRECTED 

temporarily to a Job Seeker allowance of $1115.70, which included a $550 coronavirus supplement. Do you 
think it was right to increase the payment? Do you think there should be a permanent increase to the Newstart 

UNCORRECTED 

think it was right to increase the payment? Do you think there should be a permanent increase to the Newstart 

UNCORRECTED 

UNCORRECTED 

Allowance, to match the COVID-19 Job Seeker amount, or should it be a higher or lower �gure? 

UNCORRECTED 

Allowance, to match the COVID-19 Job Seeker amount, or should it be a higher or lower �gure? 

UNCORRECTED 

UNCORRECTED 

UNCORRECTED 
Australia’s unemployment rate

UNCORRECTED 
Australia’s unemployment rate
Australia’s youth unemployment rate

UNCORRECTED 
Australia’s youth unemployment rate

PAGE 
Unemployment negatively affects government revenue and government payments. On 

PAGE 
Unemployment negatively affects government revenue and government payments. On 
the one hand, unemployment lowers the number of income earners, thereby reducing 

PAGE 
the one hand, unemployment lowers the number of income earners, thereby reducing 
government tax revenues. At the same time, unemployment also raises government 

PAGE 
government tax revenues. At the same time, unemployment also raises government 
spending on welfare bene�ts, leaving fewer resources for other areas of need, such as PAGE 
spending on welfare bene�ts, leaving fewer resources for other areas of need, such as 

PROOFS
A reduced income can place stress on families and relationships as it often means cutting back spending on 

PROOFS
A reduced income can place stress on families and relationships as it often means cutting back spending on 
such things as children’s activities or family social outings. Unemployed people often develop a feeling of 

PROOFS
such things as children’s activities or family social outings. Unemployed people often develop a feeling of 
personal failure associated with the loss of status and friends. Knockbacks from unsuccessful job applications 

PROOFSpersonal failure associated with the loss of status and friends. Knockbacks from unsuccessful job applications 
reinforce this feeling and individuals may lose their skills and possibly their work ethic if they are out of work 

PROOFSreinforce this feeling and individuals may lose their skills and possibly their work ethic if they are out of work 

When some of a nation’s resources are not used or are lying idle, the economy does not produce at its optimum 

PROOFS
When some of a nation’s resources are not used or are lying idle, the economy does not produce at its optimum 
or productive capacity. Fewer goods and services are available and national output, or GDP, is lower than its PROOFS

or productive capacity. Fewer goods and services are available and national output, or GDP, is lower than its 



7.4  In�ation rates and Australia’s economy

7.4.1 Getting value for our money
As consumers, we are constantly looking for value for money — that is, for good-quality goods and services 
at reasonable prices. When the price of a good or service increases, we are naturally concerned because this 
represents a decrease in the value we are getting for our money for that particular good or service.

When the price of a good or service increases, we think of this as in�ation. However, in�ation is more than 
just the price of a good or service increasing. In�ation occurs when there is an increase in the general level of 
prices across the economy.

7.4.2 Measuring in�ation
In�ation in Australia is traditionally measured by calculating the Consumer 
Price Index (CPI). This index is calculated every quarter by the ABS. The CPI 
measures the average change in retail price of a basket of local and imported 

LEARNING INTENTION

By the end of this subtopic you will be able to identify how in�ation rates are an indicator of Australia’s 
economic performance.

in�ation    a general rise in the 
prices of goods and services 
within an economy 

7.3 EXERCISE

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.

Check your understanding

1. De�ne the term ‘labour force’.
2. Outline the groups that make up the labour force.
3. De�ne the term ‘unemployment’.
4. Describe seasonal unemployment. Use an example to illustrate your answer.
5. Explain what is meant by ‘structural unemployment’.

Apply your understanding

6. Explain how the trend in Australia’s unemployment rate may have affected the Australian economy over the 
last four years.

7. Explain how unemployment may affect an individual.
8. Analyse the effect of rising unemployment on material living standards.
9. Analyse the effect of rising unemployment on non-material living standards.

10. To what extent do you believe new technologies, such as self-scanning in shops, that cause structural 
unemployment are bene�cial to our living standards?

For sample responses for every question, go to www.jacplus.com.au.

Learning pathways

LEVEL 1
Questions
1, 2, 3, 5

LEVEL 2
Questions
4, 6, 7

LEVEL 3
Questions
8, 9, 10
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goods and services that represent a 
high proportion of expenditure by 
metropolitan households.

This basket of goods and services 
is referred to as the regimen and it 
includes only those items considered 
important to Australian households. The 
regimen comprises more than 80 000 
items, which can be grouped into the 
following 11 categories:

 • food
 • clothing and footwear
 • housing
 • household contents and services
 • transportation
 • recreation
 • �nancial and insurance services
 • communication
 • alcohol and tobacco
 • health
 • education.

Once the items are selected, they are 
weighted. Next, the relative importance 
of each item to the overall household 
budget is determined and a weighting 
is applied. Weighting is based on the 
frequency of purchase and the relative 
cost of the item.

With the regimen and categories 
determined, prices for the goods and 
services included are surveyed at a range 
of representative retail outlets such as 
supermarkets, fast-food shops, chemists, department stores and service providers. Prices are only surveyed at 
these outlets in the eight capital cities of Australia. These prices are then compared to the prices of the same 
items in what is termed a ‘base year’ to determine the change in price. For more information see the RBA 
in�ation weblink in the Resources tab.

7.4.3 Causes of in�ation
There are generally considered to be two main types of in�ation:

 • demand-side factors. These factors cause an increase in demand that exceeds the current level of goods 
and services.

 • supply-side factors. These factors lead to an increase in the cost of producing goods and services.

Demand-side factors
Demand-side factors are those factors that in�uence the level of spending or demand 
in the economy. If there is too much demand chasing too few Australian-made goods 
and services, the economy is operating ahead of productive capacity. This can lead to 
shortages of goods and services because businesses cannot produce more goods and 

FIGURE 1  In�ation causes the value of money to fall.

FIGURE 2  The ABS regularly conducts a survey of prices to 
calculate in�ation.

regimen    a basket of goods 
and services whose prices are 
surveyed to calculate in�ation
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services or access the resources needed to produce additional goods and services. As a result, the general price 
level will rise. This is called demand in�ation and it generally occurs when the economy is going through a 
period of strong growth and employment. A good way to think of this is as buyers at an auction who compete 
for only one property: the highest bidder will win the auction.

This excessive demand can result from a variety of factors, including:
 • an increase in consumer optimism about the future. Consumers are encouraged to spend more money 

because they don’t see a need to save for ‘a rainy day’.
 • an increase in business con�dence. This can lead businesses to spend and invest in new assets, hire more 

employees or replace old equipment.
 • an increase in income. If consumers have a higher income — either through wage increases determined 

by the government or through a reduction in income tax imposed by the government — they are likely to 
increase their spending on goods and services.

 • an increase in our exports. If the economies of our major trading partners are performing well and they 
are experiencing good economic growth, they may increase their demand for our goods and services.

Demand in�ation occurs periodically in our economy, as every economy goes through cycles. It is the 
Australian government’s role to manage these cycles and the effect of demand in�ation on the economy.

Supply-side factors
The supply of goods and services is the task of suppliers or producers. In producing goods and services for 
sale, producers and suppliers may experience an increase in their costs. When costs increase, some producers 
and suppliers may choose to absorb the cost increase themselves and operate with a smaller mark-up. 
However, not all businesses do this, choosing instead to pass on this increased cost to consumers in the form of 
higher prices. This is known as cost in�ation.

The most common supply-side causes of cost in�ation include:
 • an increase in wages paid to employees. Wages are often the main cost for a producer and rising wages 

represent a large cost increase, which is passed on to consumers.
 • an increase in interest rates. This raises the producer’s cost of �nance and borrowing. These costs are 

usually passed on to consumers.
 • an increase in government taxes, oil prices and prices for utilities (such as electricity, gas and water 

services). These costs are outside the control of the producer and are also usually passed on to consumers.
 • an increase in the cost of raw materials. One-off supply-side shocks due to a one-off event can cause this.
 • Australia’s trading partners experiencing a period of in�ation. Many 

component parts are imported so, if our trading partners are experiencing 
in�ation, that in�ation may be passed on to Australian producers and suppliers, 
who then pass the cost on to consumers.

The Australian government has worked hard to minimise the incidence of cost 
in�ation by making signi�cant changes to the way some industries are organised  
and structured.

Reducing tariffs means that imported goods and services have become cheaper and 
Australian producers have had to cut costs to remain competitive. This has led to 
lower prices in some industries, such as the motor vehicle industry.

The government has also opened up some industries to increased competition. 
Industries such as gas and electricity were previously dominated by one provider. 
By allowing more competition there has been a lowering of prices as these new 
providers seek to attract customers.

demand in�ation    price increases 
that result from an excess of 
demand over supply for the 
economy as a whole

mark-up    a �xed percentage or 
dollar �gure added to the cost 
price of goods and services to 
determine the selling price

cost in�ation    a sustained 
increase in the price of goods and 
services caused by producers 
passing on increased production 
costs to consumers

tariffs    taxes imposed on 
imported goods to make them 
more expensive
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7.4.4 Effects of in�ation
In�ation is considered to be an unfavourable 
occurrence for an economy. In�ation makes 
it dif�cult for the government to achieve 
any of its other economic objectives and it 
can negatively affect the living standards of 
consumers. This happens because, among 
other things, in�ation:

 • causes local producers to lose out 
to overseas competitors. In�ation 
raises the price of goods and services 
produced locally. This hurts Australian 
producers who wish to compete 
internationally as the prices they sell 
their products for cannot compete 
with the lower overseas prices. This 
inability to compete can cause business 
closures, resulting in higher rates of 
structural unemployment.

 • undermines economic growth. In�ation 
erodes consumer and business 
con�dence as consumers stop spending 
and producers stop investing in 
productive assets when prices are rising. 
This can reduce the level of spending, 
negatively affecting the rate of economic 
growth.

 • changes the allocation of resources. 
When in�ation occurs, people with 
excess income often invest in what is 
referred to as unproductive resources — 
that is, resources such as shares and property, which generally increase in value at a faster rate than 
in�ation. So, instead of being used to purchase productive resources that generate goods and services, this 
money goes into resources that only produce an income for those wealthy enough to invest.

 • affects income distribution. In�ation can reduce the purchasing power of the dollar and have a negative 
impact on income distribution. People on a �xed wage are not able to increase their income to cope with 
price increases, so their purchasing power declines.

7.4.5 Australia’s in�ation rate
The Australian government has set a target for in�ation of 2 to 3 per cent over the course of a business cycle. 
One business cycle is a period of �ve to seven years, during which time it is expected that the economy will go 
through certain stages such as a peak or boom, an economic downturn, a trough and an expansionary phase.

FIGURE 5 charts Australia’s in�ation performance from January 2016 to the end of December 2019. It shows 
that Australia’s in�ation rate stayed under 3 per cent per annum, which is the upper limit of the target rate for 
in�ation.

FIGURE 3  Drought in Australia causes higher production 
costs and lower level of supplies.

FIGURE 4  In 2009, in�ation in Zimbabwe saw its 
government produce a 100 trillion dollar banknote.
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FIGURE 5  Australia’s in�ation performance, January 2016–December 2019

7.4 EXERCISE

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.

Check your understanding

1. What is meant by ‘in�ation’?
2. Explain the difference between the two types of in�ation.
3. Explain why in�ation is bad for the economy.

Learning pathways

LEVEL 1
Questions
1, 3, 4, 6

LEVEL 2
Questions
2, 7, 8

LEVEL 3
Questions
5, 9, 10

7.4 ACTIVITY

Research and brie�y describe two situations when countries experienced extremely high rates of in�ation.

HASS skills: Questioning and researching 
Economics and Business concept: Economic performance and living standards

Resources

Weblink RBA in�ation
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7.5  Sustainability indices and Australia’s economy

7.5.1 Qualitative measures
Many measures of economic 
performance are quantitative; that is, 
they measure the dollar value or the 
percentage value change in an item. 
For example, unemployment measures 
the number of people unemployed as a 
percentage of the labour force. In�ation 
measures the percentage change in the 
price of goods and services.

While these measures provide useful 
information, this is not the only 
information available or relevant to an 
economy. There is a range of qualitative 
measures that can be calculated and 
examined to measure the performance 
of our economy. Qualitative measures 
determine or measure the quality of our 
life and the economy. We will examine 
two of these qualitative measures 
(or indices):

 • the Genuine Progress Indicator (GPI)
 • the Human Development Index (HDI).

LEARNING INTENTION

By the end of this subtopic you will be able to identify how sustainability indices are an indicator of Australia’s 
economic performance.

FIGURE 1  Deforestation is an issue for economies that wish to 
develop in a sustainable manner.

 4. Identify two groups in society that would be negatively affected by high in�ation and explain why.
 5. Identify one group who may bene�t from in�ation and explain why this may occur.

Apply your understanding

 6. How might rising prices affect material living standards?
 7. How might rising prices affect non-material living standards?
 8. How is in�ation measured?
 9. Can you identify any problems with the way in�ation is calculated?
 10. Prepare a list of all the items you have spent money on over the past week. Classify the items into the 

categories used by the ABS to calculate the CPI.
 a. Which category is most important to you?
 b. What percentage of your spending belongs to each category?
 c. Explain the item of expenditure that is most important to you. Is your spending re�ected in your response?
 d. Assuming your income remained constant, explain how a rise in prices of 5 per cent may affect your 

spending.

For sample responses for every question, go to www.jacplus.com.au.
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7.5.2 Genuine Progress Indicator (GPI)
The GPI was developed in the late 1980s to measure the overall progress of an economy in achieving improved 
living standards. In simple terms, it calculates GDP but then makes both negative and positive adjustments 
to the values to re�ect the good or bad effects on society’s welfare of some types of activity and spending. 
Deductions from the �gures are made to re�ect costs such as:

 • environmental damage due to pollution
 • depletion of non-renewable energy resources such as coal and petrol
 • reduced leisure time due to increased hours of work or travel times
 • inequality in the distribution of income
 • increased crime rates.

Some items that add to the GDP include:
 • ongoing services provided by public infrastructure
 • contributions made by the socially productive use of time, such as volunteer work and housework.

7.5.3 Human Development Index (HDI)
The United Nations’ HDI is a measure that compares the wellbeing of people in different countries. It re�ects 
and takes into account both positive indicators (such as long life expectancy at birth, educational attainment 
and average level of income per head per year) and negative ones (such as infant mortality and prevalence of 
child labour), combining these into a single statistical index number. When a country’s index rises, it is a sign 
that there has been progress and living standards have increased. The main weaknesses of the HDI include 
the subjective nature of the indicators used to compile the index and the unreliability of the statistical data for 
some countries.

7.5 ACTIVITIES

1. The most recent data for the HDI is available at the HDR UNDP weblink in the Resources tab. Based on 
this data:
a. List the three highest ranking countries.
b. Does having a high gross national income (GNI) mean a country will be at the top of the HDI, above all other 

countries? Use data from the table to support your answer.
c. Find the countries with the lowest HDI ranking. In what geographic region are these countries found? 

Brainstorm some reasons that might explain why this is the case.
HASS skills: Questioning and researching

Economics and Business concept: Economic performance and living standards
2. What things are important to you? Conduct a survey of the class to ascertain the three most important things 

for each member of the class. Using this information provide an explanation of what we should measure to 
determine our progress in terms of economic performance.  
 HASS skills: Questioning and researching, Analysing, Evaluating 

Resources

Weblink HDR UNDP
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7.6  Other indicators of economic performance  
and Australia’s economy

As we have already discovered, both quantitative indicators (such as unemployment) and qualitative 
indicators (such as the HDI) are useful in providing information about the performance of the economy. By 
using a combination of quantitative and qualitative indicators, we are able to get a clearer understanding of the 
state of the economy.

In addition to those already mentioned, there are a range of other indicators that give 
us information about how the performance of the economy is affecting the quality of 
people’s lives. Three examples that will be examined in this section are:

 • Business Con�dence Index
 • Liveability Ranking
 • World Happiness Report.

7.6.1 Business Con�dence Index
Imagine you had a casual job and the hours that you worked changed signi�cantly 
each week. One week you may work 18 hours and the next week you may only work 
four hours. This uncertainty about your working hours may affect your con�dence as 

7.5 EXERCISE

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.

Check your understanding

 1. What is meant by the term ‘sustainability’?
 2. Explain why sustainability is more than just reducing pollution.
 3. Explain how non-material living standards may factor into a measure of sustainability.
 4. Describe the Human Development Index .
 5. Describe the Genuine Progress Indicator.

Apply your understanding

6.  Why is it important to consider sustainability when measuring economic performance?
 7. Analyse why alternative measures of performance are needed.
 8. Why do you think statistics for material living standards (GDP) are published but data measuring  

non-material living standards are not? Explain your view.

For sample responses for every question, go to www.jacplus.com.au.

LEARNING INTENTION

By the end of this subtopic you will be able to:
 • identify other indicators of Australia’s economic performance
 • discuss how economic performance and living standards can mean different things to different people and countries
 • explain the ways in which income and wealth are distributed in the economy, using measures such as an 

income distribution histogram, the Lorenz curve or the Gini coef�cient.

Learning pathways

LEVEL 1
Questions
1, 4, 5

LEVEL 2
Questions
2, 6, 7

LEVEL 3
Questions
3, 8

qualitative indicators    subjective 
measures that cannot easily be 
calculated or measured; e.g. 
indices that measure a particular 
aspect of quality of life or that 
describe living conditions, such as 
freedom or security

quantitative indicators    objective 
indices that are easily measured 
and can be stated numerically, 
such as annual income or the 
number of doctors in a country
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a consumer. You may decide to save your money rather than 
spend it, just in case you don’t work many hours in the next 
week.

Businesses are no different. Their decisions are based on 
their con�dence in the performance of the economy. When 
businesses are con�dent that the economy is performing well, 
they are more likely to borrow money to invest and expand, 
increase their levels of production and hire more staff. Of 
course, when business con�dence is down, the reverse occurs.

The National Australia Bank (NAB) has developed a well-
respected and commonly used indicator to measure business 
con�dence. The NAB conducts a monthly business survey of more than 500 businesses to gauge how con�dent 
they are about the economy. In particular, data is gathered on the expectations of businesses in relation to 
matters such as their projected trading levels, pro�tability and employment. This data is then used to create an 
index that represents the level of business con�dence in the economy.

As FIGURE 2 shows, the level of business con�dence can change signi�cantly over time. Business con�dence 
is in�uenced by both domestic and global events. Examples of domestic factors that may affect business 
con�dence include a change of government, new laws or changes to the level of interest rates.

FIGURE 1  When business con�dence in the 
economy is high, more employees are hired.
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FIGURE 2  The NAB Business Con�dence Index for March 2016–March 2020

Source: NAB Monthly Business Survey, March 2020.
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Business con�dence in one industry sector (such as mining) may be very different to that of other industry 
sectors. As such, the Business Con�dence Index provides data about different industries. For example, the 
April 2020 NAB Business Survey indicated that business con�dence was negative in all industry sectors due to 
the negative economic affect of the COVID-19 pandemic.

7.6.2 Liveability Ranking
While economic indicators are very important, it 
is also necessary to consider if the bene�ts of a 
strong economy are improving our quality of life. 
A number of indicators such as the Liveability 
Ranking have been developed to try to measure 
this. The Liveability Ranking considers a wide 
range of factors (outlined in FIGURE 3) to determine 
which cities are the most desirable to live in.

The 2019 Liveability Ranking Report surveyed 
140 cities using the criteria set out in FIGURE 3. 
Overall, the report identi�ed a range of factors 
that had contributed to changing ‘liveability’ 
in cities throughout the world. In particular, 
economic crisis, civil unrest, acts of terror and 
violence have reduced stability throughout the 
world and caused many cities to become less 
‘liveable’. Cities such as Damascus (Syria), Lagos 
(Nigeria) and Tripoli (Libya) are all considered 
less liveable, owing to such factors.

7.6.3 The World Happiness Report
What use is a strong and productive economy if people are not happy? If an economy is strong because people 
spend the majority of their lives working, with little time to enjoy themselves or see their family and friends, is 
it really of any bene�t? The main aim of having a strong national economy is to ensure that people can bene�t 
from it and enjoy a higher standard of living.

Stability
(25%)

Health care
(20%)

Education
(10%)

Infrastructure
(20%)

Culture and
environment
(25%)

FIGURE 3  The major categories used to determine the 
Liveability Ranking (and the weighting of each)

FIGURE 4  In recent time, Australia’s major cities have always ranked well in liveability rankings. Perth is 
currently ranked 14th. Melbourne topped the list of the world’s most liveable cities for seven years in a row from 
2011 to 2017. In 2018 and again in 2019, Vienna, Austria took the top spot, with Melbourne in second place.
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The World Happiness Report is a survey that was �rst 
conducted in 2012. It collects data on more than 150 
countries and ranks them based on the level of happiness 
of their citizens. Increasingly, governments are interested 
in ‘happiness’ data because it not only tells them about 
the performance of the economy, but also the bene�ts that 
people derive from the performance of the economy.

Some of the major areas used to calculate the ranking in 
the World Happiness Report are:

 • gross domestic product (GDP) per capita
 • social support
 • healthy life expectancy
 • freedom of life choices
 • generosity
 • perceptions of corruption.

FIGURE 5  The main aim of having a strong 
economy is to ensure that people can bene�t 
from it and enjoy a higher standard of living.

DISCUSS

Happiness is usually reported as the primary goal in individuals’ lives; however, many people believe there is 
much more to a rewarding life than just seeking happiness. What else do you think people should pursue in life? 
Discuss in groups or as a class.  General capability: Personal and social capability 

7.6 ACTIVITY

Choose one country that is not listed in the top ten or bottom ten of the 2020 World Happiness Report.
a. For your chosen country, undertake research in relation to its possible happiness levels.
b. Use your research to predict where your chosen country would be ranked on the latest World Happiness 

Report. Check to see how close your estimated ranking was with the actual ranking for your country on  
the report.  HASS skills: Questioning and researching, Evaluating 

Economic and Business concept: Economic performance and living standards

TABLE 1  The top ten and bottom ten countries according to the World Happiness Report, 2020

Top ten countries Bottom ten countries

Rank Country Rank Country

1 Finland 153 Afghanistan

2 Denmark 152 South Sudan

3 Switzerland 151 Zimbabwe

4 Iceland 150 Rwanda

5 Norway 149 Central African Republic

6 Netherlands 148 Tanzania

7 Sweden 147 Botswana

8 New Zealand 146 Yemen

9 Austria 145 Malawi

10 Luxembourg 144 India

Resources

Weblink World Happiness Report
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7.7  SkillBuilder — Calculating in�ation

7.7.1 Tell me
Calculating the in�ation rate for Australia involves 
collecting data about changes in the prices of 
goods and services. This information is not readily 
available and requires time to collect and the ability 
to conduct surveys at regular intervals. However, 
on a smaller scale, we can gain an idea of in�ation 
rates through monitoring the changes in price of 
particular everyday items.

7.6 EXERCISE

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.

Check your understanding

 1. De�ne ‘business con�dence’.
 2. Identify one international and one domestic factor that may in�uence business con�dence.
 3. De�ne ‘liveability’.
 4. What are the �ve major categories used to determine the liveability ranking?
 5. According to the 2019 World Happiness Report, what are the:
 a. three happiest countries
 b. three least happy countries?

Apply your understanding

 6. Explain why business con�dence may vary between industry sectors.
 7. Explain how the level of business con�dence can have an impact on economic growth and employment.
 8. Explain why the World Happiness Report is a useful indicator for governments.
 9. Imagine the Australian government has asked you to design a new index or indicator that provides 

information about the economy and standard of living in Australia. What would you call your index/indicator 
and how would it be calculated?

 10. Media reports throughout 2019 referred to the ‘housing affordability crisis’ in Australia. Explain what you 
think is meant by this term and explain why this is a key indicator for non-material living standards, liveability 
and happiness.

For sample responses for every question, go to www.jacplus.com.au.

Learning pathways

LEVEL 1
Questions
1, 3, 4, 5, 6

LEVEL 2
Questions
4, 7, 8

LEVEL 3
Questions
2, 9, 10

LEARNING INTENTION

This SkillBuilder shows you how to calculate in�ation. Calculating in�ation is part of the Questioning and 
researching HASS skill.

FIGURE 1 Monitoring the prices of everyday 
items can give us an indication of in�ation rates.
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7.7.2 Show me
Monitoring and recording the changes in price of a single product can give us an indication of what is 
occurring in the economy. For example, you could monitor the changes in the price of petrol or some other 
frequently used commodity.

Calculating changes in the price of petrol over a period of time can give an insight into how in�ation is 
calculated and the effect the change in price may have on other areas of the economy.

7.7.3 Let me do it
Complete the following activity to practise this skill.

7.7 ACTIVITIES

1. To gain an idea of in�ation rates, carry out the following task.
Identify a two-week period and a location you pass regularly where the price of petrol can be observed on a 
daily basis. (If there is more than one location available, select one and use that same location each day.)
Each day for the two-week period record the price at your chosen service station of:
• unleaded petrol
• premium petrol
• diesel
• LP gas.

Record the date and time you visit the location and then record the price advertised for each of the four 
products listed above.

(Note: When recording the price per litre ensure the price is the ‘actual’ price and not the price available to 
customers using discount offers or supermarket dockets.)

Once you have collected this information, calculate the percentage change in price for each product each 
day. Use this calculation formula:

% increase on day 2 = 
price day 2 − price day 1

price day 1
 × 

100

1

It should be noted that the changing price of one item does not constitute in�ation — in�ation is where the 
overall price level increases. At the end of the survey period, calculate the overall in�ation rate for the four 
products using this formula:

% increase over the period = 
price on last day price on day 1

price day 1
 × 

100

1
 

 2. Write a report outlining the in�ation rates for the four types of fuel and then explain how the change in 
price of these may affect individuals, families and other businesses. Comment on the reliability of the data 
collected. What could be done to make the data more reliable?

Resources

Weblink RBA in�ation calculator
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7.8  Living standards related to economic 
performance

7.8.1 Getting the balance right
Economies measure their economic performance to determine how well the economy is providing for its 
citizens. Measures such as unemployment rates, in�ation rates and the rate of economic growth, however, do 
not provide information about living standards.

Changes in the performance of an economy as measured by indicators such as in�ation and unemployment 
rates and the rate of economic growth can have an impact on both material and non-material living standards. 
As such it is important that the government — which is responsible for managing economic performance — 
takes changes to living standards into consideration when implementing policies and strategies to improve 
economic performance.

As we will see, this can require a delicate balance in policy implementation as some policies may improve 
material living standards but may negatively affect non-material living standards, and vice versa.

Let’s examine the link between the indicators of economic performance and material and non-material living 
standards. As mentioned in section 7.3.5, living standards refer to how well off a nation or country is overall. 
Material living standards relate to the level of economic wellbeing, in�uenced by annual levels of gross 
domestic product (GDP) per capita, incomes, and consumption of goods and services. The second type of living 
standard is referred to as non-material living standards. Non-material living standards are value-based elements 
of human wellbeing that are not connected to material possessions. They affect the quality of our daily lives. 
Elements of non-material living standards include our level of personal happiness and self-ful�lment, crime and 
death rates, the absence of pollution and political freedom. Many of these are dif�cult to measure.

FIGURE 1  Living standards can be improved by economic growth.

LEARNING INTENTION

By the end of this subtopic you will be able to de�ne ‘living standards’ and explain their relationship to economic 
performance.
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7.8.2 Living standards and economic growth
Improvements in material living 
standards are most often measured by 
changes in GDP, the same measure 
used to calculate the economic growth 
rate of an economy. The difference in 
the calculation is that the value of GDP 
is then divided by the number of people 
in the economy (GDP per capita). This 
measure aims to calculate the value of 
goods and services each member of the 
economy has access to. If there is an 
increase in the value of GDP per capita, 
it is assumed that the material living 
standards of each individual in the 
economy have improved. However, this 
is not always the case.

Strong and sustainable 
economic growth
It is expected that economic growth will be both strong and sustainable. Strong economic growth is de�ned 
as a growth rate of between 3 per cent and 4 per cent on average per year. At this rate of economic growth, 
goals such as low in�ation, full employment and external stability should be achievable. However, a higher rate 
of growth — such as 5 per cent — would lead to economic problems, and living standards would ultimately 
suffer. At a rate of 5 per cent per year, the pace of the economy would be pressed beyond its productive 
capacity. The producers of goods and services would not be able to keep up with the demand. This would 
cause cost and demand in�ation due to general shortages of resources and of �nished goods and services. It 
would also cause spending on imports to grow quickly.

However, an economic growth rate of less than 2 per cent per year would also endanger the government’s 
economic goals. The unemployment rate would rise since there would not be enough jobs and incomes created 
for a growing labour force. Higher unemployment would lead to poverty and falling material living standards, 
because living standards suffer unless economic growth takes place at the right speed.

Growth should also be sustainable. Sustainable growth refers to the rate at which Australia’s economy can 
grow its production of goods and services without jeopardising the living standards of future generations. The 
obvious problem in this context is that our demand for non-renewable natural resources is creating serious 
environmental problems such as pollution, global warming, resource depletion and loss of biodiversity. For 
example, clearing old growth forests and land, discharging waste into our waterways and the atmosphere, 
building in sensitive areas, building more freeways and encouraging excessive consumerism may maximise our 
short-term living standards and lifestyles, but what future will our children have? Will they be able to enjoy 
the same material and non-material living standards as we do? So, in this sense, the rate of economic growth is 
only sustainable in the long term if it does not deplete non-renewable resources, degrade the environment and 
reduce the ability of future generations to meet their needs and wants. In some ways, a trade-off exists between 
economic growth and some aspects of current and future living standards.

DISCUSS

Many non-renewable natural resources are being used up to maintain our current living standards. As a class, 
discuss whether tighter restrictions should be placed on using these resources even if it means that economic 
growth will be damaged as a result.  General capability: Ethical understanding 

FIGURE 2  Material and non-material living standards can 
be improved by owning your own home.
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7.8.3 The weaknesses of GDP per capita as a measure of  
living standards
An increase in the value of goods and services produced per year divided by the number of people in the 
economy does not necessarily mean that people are better off or that their standard of living has improved. 
There are a number of things to consider when using GDP per capita as a measure of living standards.

GDP per capita is an average
GDP per capita gives only a rough 
idea about average material living 
standards, provided there is also a 
fairly even distribution of the goods 
and services produced, and provided 
the extra production makes people 
happier. There is no evidence to 
suggest that an increase in GDP is 
shared equally among the people in the 
economy. These are assumptions that 
can make rises in GDP per capita quite 
meaningless.

GDP per capita assumes 
improvements in living standards
It is assumed that an increase in GDP per capita results in better employment opportunities, an increased life 
expectancy, increased consumer choice, improved provision of government services, and better health and 
education services. These improvements should help to raise both material and non-material living standards. 
However, there is no information that tells us whether these improved GDP �gures and employment �gures 
have resulted from people working longer hours or from machinery and computers being introduced to replace 
labour in performing some jobs.

These factors can reduce our leisure time and perhaps the quality of family life, as well as resulting in 
increased unemployment and an increased need for welfare.

GDP per capita doesn’t measure the environmental impact
Pollution and environmental damage, resource depletion, stress, urban problems, overcrowding and possible 
increases in crime and divorce rates are not measured by GDP per capita, yet they have a signi�cant impact on 
our living standards. Money spent on combatting crime, legal fees involved in family divorce and the costs of 
dealing with pollution are actually recorded as additions to GDP’s value. GDP does not distinguish between 
good economic activity and bad activity or negative external events.

FIGURE 3  An increase in GDP doesn’t necessarily mean a 
reduction in poverty rates.

Resources

Weblink Australia GDP annual growth rate

Resources

Video eLesson Clearing forest for an oil well in the Amazon (eles-2437)
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7.9  Measuring living standards

7.9.1 Alternative ways to measure living standards
GDP is the total value of goods and services produced by the economy in a given period (usually a year). By 
calculating GDP per capita (per head of population) we can use this �gure as a measure of changes to living 
standards. If this �gure rises, it can be argued that living standards have risen because we all have more goods 
and services.

However, GDP has limitations as a measure of living standards because some production is not included, no 
measure is taken of the quality of changes considered, and GDP provides no information on how the goods and 
services are distributed. In addition, non-material living standards are not accounted for.

There are alternative measures that can be used to better measure living standards.

7.9.2 Genuine Progress Indicator (GPI)
As discussed in section 7.5.2, the GPI index of overall living standards identi�es some of the same 
consumption data involved in calculating GDP, but it then makes both negative and positive adjustments to 
some of the values calculated. The changes are designed to re�ect the positive or negative effects on society 
and our living standards of certain types of activity and spending. Supporters of the measure argue that these 
adjustments make the statistics a far better indicator of the sustainable level of economic welfare or living 
standards than simply using GDP.

LEARNING INTENTION

By the end of this subtopic you will be able to identify ways living standards can be measured.

7.8 EXERCISE

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.

Check your understanding

1. De�ne ‘economic growth’.
2. Explain what is meant by ‘GDP’.
3. De�ne ‘GDP per capita’.
4. Distinguish between economic growth being strong and being sustainable.
5. Distinguish between material and non-material living standards.

Apply your understanding

6. Explain why economic growth may be considered a good measure of living standards.
7. Explain why GDP per capita may not be considered an appropriate measure of living standards.
8. Explain why GDP per capita may be a better measure of material living standards than economic growth rates.
9. Explain why GDP per capita is not a useful measure of changes in non-material living standards.

For sample responses for every question, go to www.jacplus.com.au.

Learning pathways

LEVEL 1
Questions
1, 2, 3, 6

LEVEL 2
Questions
5, 7, 8

LEVEL 3
Questions
4, 9
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  7.9.3  Human Development Index (HDI) 
 Earlier in the topic you were introduced to the United Nations’ Human Development Index. The HDI is a 
measure that compares the wellbeing of people in different countries. It is a composite statistic of positive and 
negative indicators. These indicators are combined into a single statistical index number. When a country’s 
index rises, it means there has been progress and living standards have increased. 

 In 2019 Australia was ranked sixth in the HDI with an index of 0.938, a similar value it has had since 2013. 
The two main weaknesses of the HDI are the subjective nature of indicators used to compile the index and the 
unreliability of the statistical data for some countries. 

  7.9.4  Quality-of-life index 
 The quality-of-life index is a measure calculated by a private organisation that attempts to measure which 
country will provide the best opportunity for a healthy, safe and prosperous life in the future. It is based on a 
method that links subjective life-satisfaction surveys and objective determinants of the quality of life across 
countries. 

 The index was calculated in 2019 for 71 countries and territories using ten quality-of-life factors along with 
forecasts of future GDP per capita to determine a nation’s score. 

  FIGURE 1    Factors to consider when determining living standards  
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The ten quality-of-life factors are:
 • material wellbeing as measured by GDP per capita
 • life expectancy at birth
 • the quality of family life based primarily on divorce rates
 • the state of political freedoms
 • job security as measured by the unemployment rate
 • climate, measured by two variables: the average deviation of minimum and maximum monthly 

temperatures from 14 °C and the number of months in the year with less than 30 millimetres of rainfall
 • personal physical security ratings based primarily on recorded homicide rates and ratings for risk of crime 

and terrorism
 • the quality of community life, based on membership in social organisations
 • governance, measured by ratings for corruption in public of�ce
 • gender equality, measured by the share of seats in parliament held by women.

In 2019 Australia was ranked fourth with a score of 191.13 out of 200. Denmark, Switzerland and Finland 
�lled the top three places.

7.9.5 Other indicators
A range of other indicators are used by some countries to measure the changes in living standards of society. 
These include:

 • Green Gross Domestic Product (GGDP)
 • Happy Planet Index (HPI).

Green Gross Domestic Product (GGDP)
The GGDP is an index of economic growth with the environmental consequences of that growth factored into a 
country’s conventional GDP. The GGDP places a price/cost on the loss of biodiversity, environmental damage 
and climate change. When calculating the GGDP the net natural capital consumption — including resource 
depletion, environmental degradation, and protective and restorative environmental initiatives — is subtracted 
from the traditional GDP.

Happy Planet Index (HPI)
As mentioned in subtopic 7.6, the HPI is an index designed to measure human wellbeing and environmental 
impact. It was introduced by the New Economics Foundation (NEF) in July 2006, with the aim to give 
progressively higher scores to nations with lower ecological footprints. It was developed in response to the 
belief that measures such as GDP and HDI were seen as not taking sustainability into account.

The index is made up of three components:
 • experienced wellbeing
 • life expectancy
 • ecological footprint.

In 2016, 140 countries were surveyed, with some ‘poor’ countries scoring high due to their low ecological 
footprint and high life expectancy. Australia ranked one hundred and �fth, with a score of 21.2. Costa Rica 
ranked �rst with a score of 44.7. Switzerland ranked 24th with a score of 34.3. Use the Happy Planet Index 
weblink in the Resources tab to explore the data and the methodology used.

Resources

Weblink Happy Planet Index
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7.10  Macroeconomic policy options

7.10.1 The bigger picture
Macroeconomics refers to the branch of economics that involves the level of expenditure (the amount) or 
aggregate demand (total demand for goods and services in an economy). It involves looking at the general 
in�uences on national spending, national output, national income, employment and overall material living 
standards. It emphasises the need for some degree of government involvement and manipulation of aggregate 
demand and economic activity demand-side policies.

Macroeconomic policies involve two key areas of in�uence by the government: 
budgetary/�scal policy and monetary policy. Each of these policy areas attempts 
to manipulate the level of demand and spending in the economy to achieve the 
economic goals of the government. Let’s examine each of these policies.

LEARNING INTENTION

By the end of this subtopic you will be able to identify macroeconomic policy areas: budgetary/�scal policy and 
monetary policy.

7.9 EXERCISE

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.

Check your understanding

 1. Describe why measuring living standards is important.
 2. Identify a traditional measure of living standards.
 3. Outline three limitations of the measure identi�ed in question 2.
 4. Identify one alternative measure of living standards.
 5. What does it mean if a country’s HDI score has gone down?

Apply your understanding

 6. Explain why alternative methods of measurement are necessary.
 7. Prepare a list of �ve factors that are important to you and should be included in a calculation of your living 

standards.
 8. Rank the �ve factors you identi�ed in question 7 and explain which one you consider most important and 

why. Share your rankings with the rest of the class.
 9. Analyse why your list is different from others in the class.
 10. ‘When measuring living standards, material living standards are more important than non-material living 

standards.’ Write a response, either agreeing or disagreeing with this statement.

For sample responses for every question, go to www.jacplus.com.au.

Learning pathways

LEVEL 1
Questions
1, 2, 4, 7

LEVEL 2
Questions
5, 6, 8

LEVEL 3
Questions
3, 9, 10

macroeconomic    the branch of 
economics that emphasises the 
central role played by the level of 
expenditure or aggregate demand
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7.10.2 Budgetary/�scal policy
Budgetary policy (also called �scal policy) is a 
government economic policy that involves altering 
the level of government spending and government 
receipts. Each year the government prepares its 
budget, which outlines its priorities for the coming 
year and, in some cases, for the years ahead. The 
budget is a document outlining where the government 
plans on receiving money from (receipts) and where it 
intends to spend that money (expenditure).

The difference between the receipts of the government 
and the expenditure by the government is known as 
the budget outcome. There are three possible budget 
outcomes:

 • budget de�cit, where the level of government 
receipts is less than the level of government 
expenditure

 • budget surplus, where the level of government 
receipts is greater than the level of government 
expenditure

 • balanced budget, where the level of government 
receipts equals the level of government expenditure. 
This is a rare event, and the government usually 
aims for a �scal balance, where the value of budget 
de�cits equals the value of budget surpluses over 
the business-cycle period (seven years).

To better understand how the government uses the 
budget to achieve its economic goals, it is important to 
understand the two components of the budget: budget 
receipts and budget spending.

Government budget receipts
Budget receipts are the government’s incoming receipts of money that pay for 
budget spending. The most common form of government receipt is taxation. There 
are generally considered to be two types of taxes:

 • direct taxes — those that refer to levies imposed directly onto the incomes of 
individuals and companies.

 • Indirect taxes — those placed on the sale of goods and services and added onto 
the price of items.

A third type of government receipt is non-tax revenue — that is, receipts from a 
source other than taxation, such as asset sales, interest, the repayment of HECS 
debts by university students and pro�ts from government business enterprises such 
as Australia Post.

Direct taxes

Examples of direct taxes include:
 • personal income tax. This is a direct tax paid by individuals who earn incomes 

in the form of wages, salaries, rent, interest and dividends. For most people, 
income tax is deducted by their employer from their pay packet before they 

FIGURE 2  Budgets can have a negative impact on 
some members of society.

FIGURE 1  The budget is delivered to parliament 
annually by the Treasurer.

budgetary policy    a 
macroeconomic or aggregate 
demand management strategy 
involving the government’s 
estimates of the expected value 
of its receipts and the expected 
value of its outlays

�scal policy    a macroeconomic 
or aggregate demand 
management strategy involving 
the government’s estimates of the 
expected value of its receipts and 
the expected value of its outlays

budget    a plan for the future; 
in economics it is a plan about 
the government’s �nancial 
performance and framework 
for the coming �nancial year, 
and is estimated by calculating 
its expected revenues and 
expenditures

taxation    a government levy or 
revenue measure that can be used 
as part of the budget to affect the 
level of prices, the growth rate and 
the distribution of income
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are paid (pay-as-you-go or PAYG). However, for self-employed individuals, a different system exists for 
estimating income and tax that must be paid.

 • capital gains tax (CGT). This tax is levied on the real pro�ts made from the sale of capital assets such as 
land and shares purchased after 1985.

 • the Medicare levy. This direct tax is designed to provide medical insurance to help cover the basic costs of 
family health care. It is normally levied at a rate of 2 per cent of personal taxable incomes.

 • withholding tax. This is applied to individuals who fail to register their tax �le number when receiving 
income such as dividends and interest. It is currently levied at the top tax rate of 47 per cent (including 
the Medicare levy).

 • company tax. This is a �at or proportional tax levied directly on business pro�ts. In 2018 the government 
passed a law to reduce this tax to 25 per cent by 2021–22.

 • fringe bene�ts tax (FBT). This represents a direct tax paid by �rms on the value of ‘perks’ provided to 
employees, such as a company-provided car or house. It is currently levied at 47 per cent of the taxable 
bene�t.

 • superannuation fund tax. This tax is levied at 15 per cent of most contributions as well as on the interest 
from fund investments. People aged over 60 can currently withdraw their super tax-free.

 • petroleum resource rent tax (PRRT). This is levied at 40 per cent of the pro�ts made from petroleum 
operations.

Indirect taxes

Examples of indirect taxes 
include:

 • excise duty. This is an 
indirect tax imposed on 
selected, locally produced 
goods such as petrol, 
LPG, beer, spirits, wine 
and tobacco. It is a �at 
percentage added to the cost 
of the product. For example, 
the excise on unleaded 
petrol is about 30 per cent 
of the price of each litre 
sold. The precise rates 
applied are adjusted twice 
a year and are generally 
linked to changes in the 
Consumer Price Index.

 • customs duties. These are 
taxes levied on certain 
imported goods to raise revenue and protect local producers from foreign competition. Since the 1970s 
governments have had a policy of reducing tariffs to increase competition in Australia and to reduce prices 
for consumers.

 • goods and services tax (GST). This tax was introduced in July 2000. It is a broad-based, indirect tax 
levied at the rate of 10 per cent on many goods and services in the economy.

FIGURE 4 summarises the sources of government revenue in 2019–20. Income tax on individuals is easily the 
main source of receipts, followed by revenues from company and resource rent taxes.

FIGURE 3  The tax on petrol provides the government with a signi�cant 
source of revenue.
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Government budget spending
Budget spending is how the government uses the 
receipts it collects to provide certain goods and services 
for the community. Government spending is designed 
to affect the incomes of consumers, the level of demand 
and economic activity in the economy, in�ation, trade 
and living standards. Government budget spending is 
allocated mainly to:

 • social security and welfare. These payments 
go to the neediest groups in society including 
the unemployed, aged pensioners and people 
with disabilities. The main aim is to redistribute 
income, thereby helping to reduce poverty and 
improve general living standards.

 • health. This involves providing medical attention 
to consumers, paying the wages and salaries of 
hospital staff, and outlays on building and furnishing hospitals.

 • defence. This money is used for the payment of staff and day-to-day running expenses for the armed 
services, which includes payments for peacekeeping activities.

 • education. Public education is provided by paying staff at universities, supporting state and non-
government schools; vocational education and training; and building programs.

 • transport and communications. This involves spending on government infrastructure such as roads, 
shipping, aviation and rail services.

 • housing and community amenities. This includes spending on public housing and the First Home Owner 
Grant.

 • public-debt interest. This is the cost to the government of paying interest on its debts or borrowings. Much 
of the debt incurred by the government comes from having to �nance a budget de�cit.

 • net payments to other governments. These are federal payments to state and local governments to enable 
them to provide community services including public education, health, housing and transport.

Individuals’ income tax $234.1 billion

Company and resource rent taxes $101.9 billion

Sales taxes $71.4 billion

Non-tax revenue $37.2 billion

Fuel excise $20.5 billion

Customs duty $21.1 billion

Superannuation taxes $9.8 billion

Other taxes $10.2 billion

Fringe bene�ts tax $4.0 billion

Other excise $3.7 billion

FIGURE 4  Sources of government budget revenue for 2019–20

FIGURE 5  A part of government spending goes 
to the provision of welfare.
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Other areas to which government budget spending is allocated include mining, manufacturing and construction, 
other economic affairs, agriculture, forestry and �shing, recreation and culture, public order and safety, and 
fuel and energy.

FIGURE 6 shows the relative importance of the government’s main areas of spending in 2019–20.

Impact of the budget outcome
When the government delivers its budget it has an outcome in mind.

Budget de�cits are designed to be expansionary; they encourage spending through tax reductions and increased 
government spending. It is expected that the increase in spending by the government and by consumers (due to 
lower taxation payments) will lead to increased economic growth and consequently increased living standards.

Budget surpluses are designed to be contractionary; they discourage spending through tax increases and 
decreased government spending. It is expected that the decrease in spending by the government and by 
consumers (due to higher taxation payments) will lead to a slowing of the economy.

7.10.3 Monetary policy
In addition to altering the level of spending in the economy through taxation and direct government spending, 
the government can also manage the economy through monetary policy. The government may announce 
major changes during times of dramatic economic events. For example, both during the GFC in 2008 and 
the COVID-19 pandemic of 2020, the government announced special ‘stimulus packages’, which led to large 
amounts of government spending in order to prevent the economy from crashing and causing high levels of 
unemployment.

Monetary policy is a policy operated by the Reserve Bank of Australia (RBA) 
that seeks to manage the level of spending in the economy. It involves controlling 
the money in the economy and the rate at which money �ows around the 
economy. The primary instrument of monetary policy is the manipulation of 
interest rates to alter the cost, availability and demand for borrowing money. 
Because interest rates have the capacity to alter the level of spending in the 
economy, they can help to achieve the government’s goals of low in�ation, 

Social security and
welfare $180.1 billion

All other functions $48.5 billion

Health $81.8 billionEducation $36.4 billion

General public services
$23.6 billion

Other purposes $98.3 billion

Defence $32.2 billion

FIGURE 6  Allocation of government spending for 2019–20

monetary policy    a major 
category of government 
aggregate demand management 
or macroeconomic policy. It is 
implemented by the RBA and is 
designed to in�uence the cost, 
availability and demand for credit 
and money.
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strong and sustainable economic growth and full 
employment, ultimately improving Australia’s living 
standards. Monetary policy operates without the 
approval of parliament and can be altered quickly 
through changes to the cash rate by the RBA at its 
monthly meetings.

The RBA has three means of in�uencing the �ow 
of money, which affects how money is spent in the 
economy. These are:

 • changing interest rates. It does this through 
market operations.

 • in�uencing the exchange rate. It achieves this 
by buying and selling Australian dollars.

 • persuasion. It uses its in�uence to achieve the 
desired direction of lending activities.

Changing interest rates
Interest rates represent the cost of borrowing money. 
Whenever you borrow money you are required to 
repay that money, generally with interest. There 
is a price for borrowing money and that price can 
change. An increase in the price of borrowing money 
will generally see a decrease in the demand for 
money. The opposite is also true.

The of�cial price of borrowing money is called 
the cash rate. The cash rate is the interest rate that 
applies to a specialised market called the short-term 
money market. This cash rate depends on the overall 
deposits of cash in the short-term money market, 
which, in turn, is controlled by the RBA through its 
market operations. Market operations involve the RBA either buying back or selling second-hand government 
bonds through the short-term money market. Whether the cash rate rises or falls depends on the RBA’s 
decision to either buy back or sell these bonds.

Increasing interest rates — a contractionary stance
If the RBA wanted to increase economic growth and in�ation, it would encourage interest rates to decrease. 
This would encourage borrowing and spending. How would this happen? First, the RBA would announce a fall 
in the cash rate target at its monthly meeting (held on the �rst Tuesday of each month) and provide the reasons 
for its decision. This sends a signal to the market of the direction in which the RBA believes the economy 
is heading. It would then set out to achieve this target by buying government bonds in the short-term money 
market. Financial institutions such as banks — which are keen to make a pro�t — would enter the short-term 
money market and sell these bonds because they are selling at a higher price. This creates a situation where 
�nancial institutions receive payments from the RBA for the bonds, meaning banks 
are holding a lot of money, much more than they need to. To make more pro�t, they 
lend out this money, but because they have large amounts of cash on hand they do so 
at a lower interest rate to attract lenders. They also lower the interest for depositors 
as they do not need to attract deposits to fund their lending.

FIGURE 7  The Reserve Bank of Australia controls the 
amount of money in the economy.

FIGURE 8  Interest rates are the cost of borrowing 
money.

cash rate    the of�cial price of 
borrowing money; the interest 
rate that applies to the short-term 
money market
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The opposite is true if the RBA wishes 
to raise interest rates to reduce demand. 
Selling bonds to the banks and other 
�nancial institutions provides less funds 
for the banks to lend, which would raise 
interest rates and discourage borrowing 
from consumers.

Lower interest rates make borrowing 
less expensive because the amount of 
interest to be repaid decreases. This 
means a lower percentage of a person’s 
income is required to repay debt — and 
that’s more money that can now be 
used to buy goods and services. This 
is particularly true for home loans. Because of the high amounts borrowed, interest-rate reductions can mean 
less income is needed to maintain repayments on home loans, decreasing the �nancial stress on families. Plus, 
those with excess cash have less incentive to save due to the lower return, so this helps to encourage spending, 
create jobs and boost economic growth.

Higher rates will do the opposite. With larger repayments, households will devote more of their income to loan 
repayments and less to spending on goods and services. At the extreme end, it can lead to mortgage defaults 
and families losing their homes. Those with excess cash may choose to save rather than spend in order to take 
advantage of the higher returns on offer.

Overall, spending falls, aggregate demand falls and economic growth slows down. The negative impact can 
be a decline in material living standards as consumers have less access to goods and services. Unemployment 
can also result from decreased spending, leading to negative effects on non-material living standards through 
�nancial stress, marriage breakdowns and increased bankruptcies.

In�uencing the exchange rate
The exchange rate is the price at which the Australian dollar is traded against other currencies. When the 
Australian dollar appreciates in value, our currency is able to buy more of another currency. In effect, this 
means imported goods and services become cheaper as fewer Australian dollars are needed to buy the same 
quantity of imports.

The RBA can in�uence the value of the exchange rate by entering the foreign exchange market and buying 
or selling Australian dollars. If the RBA wanted to increase the level of economic activity and employment 
it would sell Australian dollars, increasing the supply and lowering the price. Imports would become more 
expensive and consumers would switch to locally produced goods and services. The opposite is also true.

While in�uencing the exchange rate is an instrument of monetary policy, it is seldom used now and is 
generally reserved for times when the value of the Australian dollar is changing erratically.

Persuasion
Persuasion is a strategy used by the RBA to talk up or down the level of 
borrowing, spending and economic activity. As a result of this, consumers and 
investors react and change their level of spending and borrowing. Statements 
by the RBA that suggest the economy is performing well will see an increase 
in consumer and business con�dence and therefore an increase in the level of 
economic activity.

FIGURE 9  Higher interest rates can lead to mortgage defaults, 
causing families to lose their homes.

mortgage    a loan used to �nance 
the purchase of a house or 
property
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7.11  Microeconomic policy options

7.11.1 The smaller picture
Microeconomics involves 
examining the operation of 
the smaller fragments or units 
making up the whole economy, 
such as a particular business, an 
industry or a speci�c market or 
small sector of the economy.

Microeconomic policies involve 
government actions to assist 
industries or markets improve 
their productivity to make them 
more competitive and to improve 
outcomes for consumers through 

LEARNING INTENTION

By the end of this subtopic you will be able to identify microeconomic policy areas.

7.10 EXERCISE

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.

Check your understanding

1. Explain what is meant by the term ‘budget’ now.
2. What are the two main possible budget outcomes?
3. Explain what is meant by a ‘balanced budget’. Why do you think it is very unlikely we would ever have a 

balanced budget?
4. What is a ‘cash rate’?
5. What is meant by ‘interest rates’?

Apply your understanding

6. Explain what is meant by ‘budgetary policy’.
7. Explain how a smaller budget de�cit may affect economic growth and spending in the economy.
8. Explain the difference between a direct tax and an indirect tax.
9. Explain how monetary policy works.

10. In 2018 and 2019 banks raised interest rates without waiting for the RBA to change the cash rate. Explain 
how this may affect the government’s published monetary policy position.

11. In early 2020 the cash rate had fallen to 0.5%. What impact would you expect this to have on both 
borrowing and saving?

For sample responses for every question, go to www.jacplus.com.au.

FIGURE 1  Microeconomics involves attempting 
to improve productivity.

Learning pathways

LEVEL 1
Questions
1, 2, 4, 5, 6

LEVEL 2
Questions
7, 8, 9

LEVEL 3
Questions
3, 10, 11

microeconomic    the branch 
of economics that studies the 
smaller fragments or units making 
up the whole economy
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lower prices, greater choice and increased employment opportunities. All of these outcomes should lead to 
an improvement in the living standards of Australians. This is generally known as microeconomic reform. In 
recent years the microeconomic reform policy has centred on four main areas:

 • trade liberalisation
 • labour market reforms
 • market deregulation
 • the national reform agenda.

In addition to these areas, microeconomic policies have also been speci�cally directed at small areas of the 
economy such as:

 • immigration
 • the environment.

Let’s look at these areas in more detail.

7.11.2 Trade liberalisation
Trade between nations has often been subject to protection from governments. The imposition of tariffs and 
quotas and the provision of subsidies have all worked to protect local industries from overseas competitors.

Tariffs are a tax on imports that raise the price of those imported goods, making the locally produced goods 
more price competitive. Quotas are a limit on the number of goods allowed into Australia. This meant at some 
point locally produced goods had to be purchased as there were no imports available to purchase. Subsidies 
were an amount given to local producers to help them lower their price and compete with imports.

Trade liberalisation works to reduce these protection mechanisms, making it necessary for local businesses 
to improve their productivity so they can lower their costs and improve their ability to compete with overseas 
products on a level playing �eld. The result should be reduced prices for locally made goods and services so 
consumers bene�t from choice options and lower prices. This enables more goods and services to be purchased 
and so material living standards are raised.

Trade liberalisation operates through:
 • cutting tariffs
 • reducing subsidies
 • abolishing import quotas
 • increasing the number of bilateral free-trade agreements.

FIGURE 3 summarises changes made to Australia’s level of protection since 1970.

FIGURE 2  Trade liberalisation has had some negative effects on Australian manufacturers, particularly in the 
motor-vehicle industry.

quotas    quantity limits or targets 
for production or imports

subsidy    a cash payment by the 
government designed to help 
producers compete by enabling 
them to sell their product at a 
lower price than would otherwise 
occur
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Reducing the level of protection has had some negative 
impacts. Industries where local manufacturers were 
unable to signi�cantly change have ceased to operate, 
causing unemployment (the motor vehicle industry is an 
example). The rise in unemployment has negative impacts 
on non-material living standards because stress, �nancial 
pressures, mortgage defaults and marriage breakdowns 
often result.

7.11.3 Labour market reforms
The labour market is the market in which wage 
levels and working conditions, such as hours of work, 
leave and terms of dismissal, are determined. Since 
the 1980s, various governments have introduced major 
microeconomic reforms by reducing their control over wages and wage determination. In tandem with trade 
liberalisation, these policies were aimed at lifting labour ef�ciency (a higher level of GDP per hour worked), 
keeping labour costs down and increasing Australia’s productive capacity.

This was done by shifting from the centralised wage system to one involving greater 
deregulation of wages based on collective bargaining or individual workplace 
agreements. In most cases this created a situation where wages were linked to 
ef�ciency and determined at the workplace level, rather than by the government. Since 
2010 more than 85 per cent of workers have been covered by enterprise bargaining or 
other arrangements.
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FIGURE 3  Indicators of the Australian government’s adoption of trade liberalisation measures between  
1970 and 2019

Year 1970 1980 1990 2000 2010 2019

Number of free-trade agreements 0 0 1 1 5 11

General rate of manufacturing tariffs (percentage) 36 23 16 5 5 5

Rate of agricultural tariffs (percentage) 28 12 13 6 0 0

Estimated value or gross subsidies ($ billion) 25 20 18 6 4 9

FIGURE 4  Labour market reforms have 
resulted in many employees signing individual 
contracts with their employers.

labour market    the place, region 
or institution where buyers and 
sellers of labour negotiate wages
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The deregulation of the labour market enabled some workers to access wage increases as a result of their 
increased productivity. This bene�ted both employer and employee as increased productivity meant lower costs 
and improved competitiveness. Wage increases could then be sourced from improved pro�ts.

Improved competitiveness can also lead to increased employment levels and improved material living 
standards. On the other hand, non-material living standards may fall because increasing productivity usually 
means working more hours.

7.11.4 Market deregulation
Deregulation is the removal of unnecessary government controls, restrictions and supervision in various areas 
of the economy. In Australia this has seen progressive changes to key markets such as telecommunications, 
airlines, ports, shipping, primary produce and retail. Because economists believe that markets allocate 
resources most ef�ciently, a deregulated market should lead to lower prices due to stronger competition.

Market deregulation is seen as an important area of government microeconomic reform because it is a way of 
promoting many government economic goals including:

 • lower cost in�ation through lower prices due to competition between �rms
 • strong and sustainable economic growth through increased spending on goods and services due to lower 

prices (meaning higher demand)
 • higher employment in the long term because new businesses will open in 

markets previously blocked, creating new jobs
 • external stability through increased exports and less reliance on imports as 

locally produced goods become price competitive.

The result is that both material and non-material living standards will improve over 
time as the new competitors establish a share of the market.

FIGURE 5  Market deregulation has led to increased competition in markets previously dominated 
by one company.

deregulation    the removal of 
unnecessary direct government 
controls, restrictions and 
supervision in various areas of the 
economy
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7.11.5 National reform agenda
Microeconomic reform in Australia is currently undertaken as 
part of a national reform agenda designed to improve the lives 
of all Australians. From 1995 to 2005, reform occurred under 
the National Competition Policy (NCP), a broad collection of 
microeconomic reform measures designed to strengthen the level 
of competition and ef�ciency in markets. Strong competition 
results in greater ef�ciency, lower costs of production, cheaper 
prices and better quality of service and product.

In 1995, as part of the NCP reforms, the Australian 
Competition and Consumer Commission (ACCC) was 
established to help prevent powerful companies from 
arti�cially raising prices to exploit consumers. The ACCC now 
enforces the Competition and Consumer Act 2010, under which 
a number of anti-competitive practices are illegal, including:

 • price �xing. This is when �rms collaborate to set common 
or similar prices that are higher than normal.

 • exclusive dealing. This occurs when companies refuse to 
supply their products or services to one or more �rms.

 • collusive bidding. This is when supposedly competing 
�rms that are submitting a tender or quote for the 
completion of works or to supply goods or services meet secretly beforehand to agree whose tender 
should be most attractive, cheapest and likely to win the contract.

 • predatory pricing. This is when dominant �rms conduct a price war involving big cuts in selling prices 
with the intention of driving rival �rms bankrupt, then later enjoying the market without competition.

 • market zoning. This happens when competing �rms in a region divide the market into zones, areas or 
regions within which they agree not to compete with each other over prices.

In 2006, the Council of Australian Governments, which represents all of the state and territory governments 
and the federal government, adopted a national reform agenda to continue competition and regulatory reform.

7.11.6 Immigration policy
Australia’s immigration policy has been used as an approach to 
managing the number and composition of migrants coming to 
Australia from overseas. In other words, apart from important 
humanitarian and family considerations, the federal government’s 
current immigration program tries to attract young and suitably 
skilled people who are likely to make a valuable and ongoing 
contribution to the labour force and the Australian economy.

By prioritising skilled persons as the majority of our yearly 
immigration intake, Australia is able to �ll vacancies in industries 
where local skills are lacking. This can result in improved 
productivity, leading to expansion in those industries as they 
increase their pro�ts.

FIGURE 6  Firms should be able to 
compete on a level playing �eld without 
one �rm getting an unfair advantage 
because of its size or power.

Resources

Weblink Anti-competitive behaviour

FIGURE 7  Skilled migrants can improve 
the productivity of local businesses.
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These migrants also assist in improving non-material living standards as they further develop our multicultural 
society, bringing elements of their culture to Australia.

It can be argued, however, that if money was spent on training within Australia, we could �ll these skill 
vacancies with people who are currently unemployed, raising their incomes and living standards.

7.11.7 Environmental policy
Environmental policy refers to speci�c policies 
created by the government to improve the 
quality of our environment and move away 
from traditional power generation methods by 
promoting industries that offer an alternative. 
Some measures introduced include:

 • a government scheme that provides rebates 
for households that install domestic water 
tanks to collect rainwater and cut down on 
water usage from dams

 • a government scheme that provides rebates 
for households that install insulation in 
their homes to reduce power bills

 • a government scheme that provides rebates 
to households that install solar panels to 
provide their household with solar power 
and possibly return unused energy into the 
power grid, reducing reliance on fossil-
fuel generated power

 • the creation of the Renewable Energy Target (RET) scheme, whereby 23.5 per cent of Australia’s 
electricity now comes from renewable energy sources

 • the signing of the Kyoto agreement in 2008 to commit Australia to reduce emissions
 • the imposition of a carbon tax (repealed in 2014).

These policies, among others, aimed to create new industries and provide a cleaner environment for future 
generations — a means of improving our non-material living standards. They also create jobs in new industries 
and make it important for traditional energy providers to become more ef�cient to remain competitive.

FIGURE 8  Our environmental policy has led to the creation 
of a number of new industries.

7.11 ACTIVITIES

 1. Complete the following table to compare the sole providers of services during the 1980s with the range of 
providers available today. Conduct research or consult an adult you know to help you with this task. The �rst 
item has been completed for you.  HASS skills: Analysing, Evaluating 

Economics and Business concept: Allocation and markets

Service Previous provider Providers today

Telecommunication Telecom Telstra, Optus, Vodafone

Electricity

Water

Gas

 2. Describe two anti-competitive behaviours that businesses may not engage in. Use the Anti-competitive 
behaviour weblink in the Resources tab to help you answer the question.
 HASS skills: Questioning and researching 
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7.12  Direct government intervention in the market

7.12.1 Reasons for government intervention
So far we have identi�ed the economic goals of the government, how it measures its performance in relation to 
those goals and the impact that achieving or not achieving those goals has on the living standards of Australians.

Setting economic goals and implementing policies to achieve them is one key way the government is actively 
involved in the economy. However, the government also intervenes in other areas.

LEARNING INTENTION

By the end of this subtopic you will be able to describe direct government intervention in the market, and identify 
the reasons for this.

7.11 EXERCISE

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.

Check your understanding

1. De�ne the term ‘microeconomic reform’.
2. Outline two key areas of government microeconomic policy.
3. Explain what is meant by a ‘subsidy’ and how it may assist businesses.
4. Explain how one microeconomic reform can assist the government in achieving one economic objective.
5. How may reducing tariffs negatively affect one government economic objective?

Apply your understanding

6. In 2018 and 2019 the US government and the Chinese government both introduced tariffs on imported 
goods from each other. Analyse how these tariffs may affect the Australian economy.

7. In your opinion, should Australia follow the lead of the US government and impose tariffs on Chinese 
imports? Justify your answer.

8. De�ne what is meant by environmental policies, listing two important examples of such measures.
9. How can our immigration policy work to improve both material and non-material living standards?

10. Government policies can overlap — the government has offered subsidies (or rebates) to consumers who 
install water tanks, home insulation and solar power panels. Describe how these subsidies form part of a 
government’s environment policy.

For sample responses for every question, go to www.jacplus.com.au.

FIGURE 1 The government plays an important role in the market.

Learning pathways

LEVEL 1
Questions
1, 2, 4, 7

LEVEL 2
Questions
5, 6, 8

LEVEL 3
Questions
3, 9, 10
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The reasons governments directly intervene in the market are:
 • to stabilise the economy
 • to reallocate resources
 • to distribute income.

7.12.2 Stabilisation of the economy
The level of economic activity involves 
the overall pace or speed at which the 
economy is performing and production 
is growing. The speed at which this 
occurs can affect:

 • in�ation. If the economy is moving 
too quickly, in�ation will result as 
demand will pull prices upwards.

 • unemployment. If the economy is 
moving too slowly, demand will 
fall and businesses may be forced 
to lay off workers or close down, 
leading to rising unemployment.

If the economy is unregulated, it can 
be very unstable and it can sometimes 
experience large and sudden changes 
to production and activity. It is the 
government’s job to directly intervene 
in the market to stabilise the level of 
economic activity. As we have seen, 
the government does this through the 
implementation of budgetary, monetary 
and microeconomic reform policies.

7.12.3 Reallocation of 
resources
If left to itself, a market can be an 
ef�cient allocator of resources. This is 
because the owners of those resources 
are always seeking to maximise their 
pro�ts and incomes. They do this 
by producing only those goods and 
services that are likely to deliver the most pro�t because they are the most in demand.

However, this is not always the case and there are a number of circumstances where the market does not use 
resources ef�ciently, for example:

 • The market may not produce enough socially desirable goods and services. The government intervenes to 
ensure an adequate supply of these products. The private sector may under-produce these goods because 
they are expensive to produce and it is dif�cult to make a pro�t from them. Such items include products 
related to health care, education, public housing and public transport.

 • The government may intervene to provide goods that the private sector won’t supply. These are services 
such as defence, public toilets and street lighting, which are not pro�table because it is not possible to 
make users pay for such services.

FIGURE 2 The government is responsible for stabilising the 
economy to ensure economic goals are met and living standards 
are maintained.
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 • The market may produce socially 
undesirable items. Some products 
are deemed to be undesirable but 
can still be pro�table. For example, 
the existence and availability of 
certain guns and other weapons 
can have negative effects on 
communities, so the government 
tries to shift resources away from 
the production and provision of 
these things. The government has 
passed laws banning speci�c types 
of guns and weapons so there is 
less production of these items, 
meaning resources will be used in 
the production of other goods.

 • The government may, in some 
instances, intervene to allocate 
resources. These resources may 
be used for producing goods and 
services that compete with the 
private sector to ensure the product is available to everyone, not just to those who can afford it. One example 
is the ABC (Australian Broadcasting Corporation). This company initially provided television and radio 
services to all Australians because commercial television channels (7, 9 and 10) did not provide a service to 
remote areas. The same applied to telephone services through Telecom (now Telstra) and banking services 
(the Commonwealth Bank was originally established to compete with private banks before it was privatised).

7.12.4 Distribution of income
In a market economy, people earn an income according to the demand and supply of the labour they offer. 
Some people earn high incomes and some earn low incomes. We also know that because of changes in the 
level of economic activity some people lose their jobs and spend some time earning no income.

The private sector does not provide for people who don’t, can’t or are limited in their ability to earn an income. 
In these circumstances the government intervenes to provide these people with a minimum level of income 
through welfare payments.

Modern Australia (and society in 
general) recognises that it has an 
obligation to look after the more 
vulnerable in our society and that those 
who can most afford to should carry 
the majority of the burden for providing 
for these vulnerable people. As a result, 
the following government measures are 
used to redistribute income and provide 
support to some groups in society.

 • Welfare bene�ts. The government 
provides direct payments through 
its welfare system to vulnerable 
Australians. Unemployment 
bene�ts are the most visible 
payment made, but the government 

FIGURE 3 The government will intervene to provide services such 
as public toilets, which offer no pro�t appeal to the private sector.

FIGURE 4 The government uses taxation and its budget to ensure 
a minimum level of income for all Australians.
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also makes welfare payments to aged pensioners, disabled people, veterans and Indigenous Australians. The 
government also makes payments to certain groups for various reasons from time to time. Examples include:

 • the First Home Owner Grant. This helps young people move into their �rst home and out of renting or 
public housing.

 • an extra Family Tax Bene�t payment. This is an extra amount for eligible families when a child is born. 
It helps with the cost of raising children.

 • Progressive taxes. Income tax is applied progressively. Higher income earners pay a larger percentage of 
their income in tax than low-income earners. The money collected from this taxation can be used to pay 
for welfare bene�ts to those in need and to provide necessary government services such as health care, 
education and housing. Taxation rates change periodically according to government policy and aims for 
the economy.

 • Provision of essential services. The government does not only pay money directly to underprivileged 
people. It also redistributes income by providing services to low-income earners, giving them bene�ts 
such as health care, public education, concession travel cards for school children and rental assistance.

 • Compulsory superannuation. To protect the future of Australians and reduce future reliance on 
government pensions, the government introduced a compulsory national superannuation scheme for all 
employees through a levy (currently 9.5 per cent of wages earned) on employers. The objective is for 
workers to be able to live off this superannuation and have less need for welfare when they retire.

DISCUSS

Income inequality has risen substantially in Australia over the past two decades, even with the current 
distribution-of-income methods in place. Do you think the Australian government should do more to try to reduce 
income inequality?  General capability: Personal and social capability 

7.12 EXERCISE

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.

Check your understanding

 1. What are the three main reasons the government intervenes in the market?
 2. How can the pace at which the economy is performing affect:
 a. in�ation
 b. unemployment?

 3. How does the government act to stabilise the level of economic activity?
 4. For what reasons might the government need to reallocate resources?
 5. Why might the market not provide all the goods and services Australians need?

Apply your understanding

 6. Explain why the government needs to allocate resources.
 7. Why does the government need to redistribute income?
 8. Explain what is meant by a ‘progressive tax system’.
 9. Explain what is meant by ‘compulsory superannuation’ and why it is needed.
 10. Explain why government welfare bene�ts are needed in the economy.

For sample responses for every question, go to www.jacplus.com.au.

Learning pathways

LEVEL 1
Questions
1, 3, 5, 6

LEVEL 2
Questions
2, 7, 8

LEVEL 3
Questions
4, 9, 10
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7.13  Thinking Big research project — How does 
Australia measure up?
7.13.1 Scenario
You have considered data showing Australia’s performance in terms of economic measures such as in�ation, 
unemployment and economic growth, and have made comparisons with four other countries of importance 
to Australia’s economy: China, New Zealand, the United Kingdom and the United States. But these are not 
the only countries of importance to Australia, and the economic measures identi�ed above are not the only 
measures that are important to the citizens of a country.

But how does Australia measure up when compared with many other countries, and on measures beyond pure 
economic performance?

7.13.2 Task
Your task is to research and create a report or PowerPoint presentation on the recent economic performance of 
a country with which Australia has a relationship — a country other than the four already considered in this 
topic (China, New Zealand, the United Kingdom and the United States). In addition to economic performance, 
your research should include information about material and non-material living standards experienced in this 
country, and make comparisons with Australia across all measures.

7.13.3 Process
 • Open the ProjectsPLUS application in the Resources for this topic. Click on the Start new project button 

to enter the project due date and set up your project group if you wish to. You can work independently 
or with a partner, which will allow you to swap ideas and share responsibility for the project. Save your 
settings and the project will be launched.
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 • Select a country that has a relationship with Australia. Such relationships are usually trade related. 
Navigate to the Research forum, where you will �nd starter topics loaded to guide your research. 
You can add further topics to the Research forum if you wish. In the Media centre you will �nd an 
assessment rubric and some weblinks that will provide a starting point for your research.

 • Your research should cover the following aspects and include recent statistics on:
 • in�ation
 • unemployment
 • GDP, real GDP, real GDP per capita
 • education and literacy
 • health measures — life expectancy, maternal mortality, infant mortality, etc.
 • any other measures that you think are relevant and appropriate.

 • Research the relationship between Australia and your selected country. In this section:
 • provide information on the trade relationship (what is traded, by whom and in what quantities?)
 • include trade statistics
 • outline any other relevant information about the relationship.

 • Make notes of your research and remember to record details of your sources so you can create a 
bibliography to include in your report. Add your research notes and source details to the relevant topic 
pages in the Research forum. When you have completed your research, you can print out the Research 
report in the Research forum to easily view all the information you have gathered, if you wish.

 • Include relevant table data, images and graphs to illustrate your report and present data in a clear, 
understandable format.

 • Check your report or PowerPoint presentation thoroughly, ensuring you have used correct spelling and 
grammar, and when satis�ed, submit it to your teacher (along with your bibliography) for assessment.

Resources

ProjectsPLUS Thinking Big research project — How does Australia measure up? (pro-0223)
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7.14  Review
7.14.1 Key knowledge summary
7.2 Economic growth and Australia’s economy

 • Assessing the performance of an economy is important because it enables a country to evaluate how it is 
performing its role as ‘manager’.

 • Measuring an economy’s performance also enables us to assess the wellbeing of a country’s citizens.
 • Economic growth is one important area that can be used to measure economic performance.

7.3 Employment trends and Australia’s economy
 • Unemployment is one important area that can be used to measure economic performance.
 • In Australia, the unemployment rate is measured using the monthly Labour Force Survey.

7.4 In�ation rates and Australia’s economy
 • In�ation is one important area that can be used to measure economic performance.
 • In�ation occurs when there is an increase in the general level of prices across the economy.
 • In�ation in Australia is measured quarterly by calculating the Consumer Price Index (CPI).
 • In�ation can have a negative impact on the living standards of consumers.

7.5 Sustainability indices and Australia’s economy
 • Sustainability indices and other indicators of economic performance provide a lot of information about  

the economy.
 • The Human Development Index (HDI), the Genuine Progress Indicator (GPI) and the World Happiness 

Report are alternative measures of an economy’s performance.
 • Quantitative measures are those that measure the dollar value or the percentage value change in an item.
 • Qualitative measures determine or measure the quality of our life and the economy.

7.6 Other indicators of economic performance and Australia’s economy
 • By using a combination of quantitative and qualitative indicators, we are able to get a clearer 

understanding of the state of the economy.
 • It is important to understand how these indicators are measured and the effects these problems have on 

our living standards.
 • The Liveability Ranking and the World Happiness Report are used to determine whether a strong 

economy improves our quality of life.

7.8 Living standards related to economic performance
 • How an economy performs in terms of achieving its economic goals will affect the living standards of 

citizens of that country.
 • There are two types of living standards: material and non-material.

• Material living standards relate to the acquisition of material goods and services.
• Non-material living standards relate to the qualitative elements of human wellbeing, which in�uence 

the aspects of living standards unconnected with material possessions.

7.9 Measuring living standards
 • Living standards are very important to individuals and families.
 • By calculating GDP per capita, we can use this �gure as a measure of change in living standards.
 • Achieving full employment, low in�ation, strong economic growth and external stability through balanced 

trade will work to improve our living standards.
 • The government is involved in assisting the economy in order to improve living standards.
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7.10 Macroeconomic policy options
 • Macroeconomic policies aim to keep in�ation under control, minimise unemployment, create a sustainable 

level of economic growth and keep our trade situation balanced by looking at the general in�uences on 
national spending, national output, national income, employment and overall material living standards.

 • Macroeconomic policies involve two key areas of in�uence by the government: budgetary/�scal policy 
and monetary policy.

 • Budget spending is how the government uses the receipts it collects to provide certain goods and services 
for the community.

7.11 Microeconomic policy options
 • Microeconomic policies aim to keep in�ation under control, minimise unemployment, create a sustainable 

level of economic growth and keep our trade situation balanced by examining the operation of the smaller 
fragments or units making up the whole economy.

7.12 Direct government intervention in the market
 • Governments directly intervene in the market to:

 • stabilise the economy
 • reallocate resources
 • distribute income.

 • In a market economy, people earn an income according to the demand and supply of the labour they offer.

7.14.2 KEY TERMS

budget    a plan for the future; in economics it is a plan about the government’s �nancial performance and framework for the 
coming �nancial year, and is estimated by calculating its expected revenues and expenditures

budgetary policy    a macroeconomic or aggregate demand management strategy involving the government’s estimates of the 
expected value of its receipts and the expected value of its outlays

cash rate    the of�cial price of borrowing money; the interest rate that applies to the short-term money market

consume    to purchase goods and services for direct use or ownership

cost in�ation    a sustained increase in the price of goods and services caused by producers passing on increased production 
costs to consumers

demand in�ation    price increases that result from an excess of demand over supply for the economy as a whole

deregulation    the removal of unnecessary direct government controls, restrictions and supervision in various areas of the 
economy

economic growth    a measurement of the increase in a country’s gross domestic product (GDP)

�scal policy    a macroeconomic or aggregate demand management strategy involving the government’s estimates of the 
expected value of its receipts and the expected value of its outlays

income    the reward earned from supplying productive resources. Providing labour earns income in the form of wages or 
salaries.

in�ation    a general rise in the prices of goods and services within an economy

labour market    the place, region or institution where buyers and sellers of labour negotiate wages

macroeconomic    the branch of economics that emphasises the central role played by the level of expenditure or aggregate 
demand   

mark-up    a �xed percentage or dollar �gure added to the cost price of goods and services to determine the selling price

material living standards    refers to the number of goods and services we can afford to buy    

microeconomic    the branch of economics that studies the smaller fragments or units making up the whole economy

monetary policy    a major category of government aggregate demand management or macroeconomic policy. It is implemented 
by the RBA and is designed to in�uence the cost, availability and demand for credit and money.

mortgage    a loan used to �nance the purchase of a house or property

negative externality    a production outcome that was not intended and that negatively affects our economy and/or society    

non-material living standards    value-based elements of human wellbeing that are not connected to material possessions

qualitative indicators    subjective measures that cannot easily be calculated or measured; e.g. indices that measure a particular 
aspect of quality of life or that describe living conditions, such as freedom or security
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7.14.3 Re�ection
Complete the following to re�ect on your learning.

7.14  Review exercise
Multiple choice

1. Which of the following is used to measure economic growth?
A. Gross domestic product
B. Genuine progress indicator
C. Unemployment rate
D. Consumer Price Index

2. What growth rate does the Australian government hope to achieve?
A. Between 1 and 2 per cent
B. Between 2 and 3 per cent
C. Between 3 and 4 per cent
D. Between 4 and 5 per cent

quantitative indicators    objective indices that are easily measured and can be stated numerically, such as annual income or 
the number of doctors in a country

quarterly    every three months    

quotas    quantity limits or targets for production or imports

recession    a technical term referring to two consecutive quarters of negative growth in an economy

regimen    a basket of goods and services whose prices are surveyed to calculate in�ation

subsidy    a cash payment by the government designed to help producers compete by enabling them to sell their product at a 
lower price than would otherwise occur

sustainable    able to last or continue for a long time

tariffs    taxes imposed on imported goods to make them more expensive

taxation    a government levy or revenue measure that can be used as part of the budget to affect the level of prices, the growth 
rate and the distribution of income

Revisit the inquiry question posed in the Overview:

What can our purchases and level of happiness tell us about the health of the economy?

1. Now that you have completed this topic, what is your view on the question? Discuss with a partner. Has your 
learning in this topic changed your view? If so, how?

2. Write a paragraph in response to the inquiry question, outlining your views.

Resources

eWorkbooks Customisable worksheets for this topic (ewbk-6069)
Re�ection (ewbk-6068)
Crossword (ewbk-6067)
Student Learning Matrix (ewbk-6064)

Interactivity Economic performance and living standards crossword (int-7681)
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 3. The government considers the economy to be at full employment when the unemployment rate is approxi-
mately what percentage?

 A. 2 per cent
 B. 3 per cent
 C. 4 per cent
 D. 5 per cent

 4. What type of unemployment results from a downturn in the level of economic activity?
 A. Cyclical unemployment
 B. Hidden unemployment
 C. Seasonal unemployment
 D. Structural unemployment

 5. To be considered unemployed, during a survey period a person must do paid work for less than how long?
 A. One month
 B. One week
 C. One day
 D. One hour

 6. Which of the following are not considered a sustainability indices?
 A. Genuine Progress Indicator
 B. Current Account De�cit
 C. Business Con�dence Index
 D. Human Development Index

 7. Which of the following is not an indicator of a non-material living standard?
 A. GDP per capita
 B. The crime rate
 C. The divorce rate
 D. Working hours per week

 8. Which of the following is not an assumed result from an increase in GDP?
 A. Better employment opportunities
 B. Better health and education services
 C. Increased life expectancy
 D. Decrease in crime rates

 9. Which of the following is not an alternative measure of living standards?
 A. Genuine Progress Indicator
 B. Quality-of-life index
 C. The social wage
 D. Human Development Index

 10. What type of system is Australia’s personal income tax system? 
 A. Proportional system
 B. Progressive system
 C. Regressive system
 D. Indirect system

 11. Which of the following is not a quality-of-life factor according to the quality-of-life index?
 A. Life expectancy at birth
 B. Job security
 C. Access to health care
 D. Gender equality
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12. Which of the following is not a budget outcome?
A. Budget de�cit
B. Budget receipts
C. Balanced budget
D. Budget surplus

Short answer
13. What is the most common measure of economic growth and what is Australia’s target growth rate per year?
14. Explain how being unemployed can negatively affect a person’s material and non-material living standards.
15. What is the Gini coef�cient?
16. There are two broad factors affecting prices in Australia: demand factors and supply factors. Describe two 

demand factors and two supply factors that could negatively affect the rate of in�ation in Australia.
17.  Identify one measure of living standards and describe how it works.  
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RESOURCE SUMMARY Resources

This is a summary of the digital resources you will �nd online for topic 7 to help support your learning and deepen 
your understanding. When you see these icons next to an image or paragraph, go to learnON to access video 
eLessons, interactivities, weblinks and other support material for this topic.

7.1 Overview
 eWorkbook 

 • Customisable worksheets for this topic (ewbk-6069)

 Video eLesson 
 • Living standards around the world (eles-2382)

7.2 Economic growth and 
Australia’seconomy

 Weblinks 
 • Australia GDP growth rate
 • International growth rates

7.3 Employment trends and  
Australia’s economy

 eWorkbook 
 • Unemployment (ewbk-6065)

 Video eLesson 
 • Job numbers (eles-2435)

 Weblinks 
 • Australia’s unemployment rate
 • Australia’s youth unemployment rate

7.4 In�ation rates and  
Australia’s economy

 Weblink
 • RBA in�ation

7.5 Sustainability indices and  
Australia’s economy

 eWorkbook 
 • Measures of economic performance (ewbk-6066)

 Weblink
 • HDR UNDP

7.6 Other indicators of economic perfor-
mance and Australia’s economy

 Weblink
 • World Happiness Report

7.7 SkillBuilder — Calculating in�ation
 eWorkbook

 • SkillBuilder — Calculating in�ation (ewbk-xxxx)

 Weblink
 • RBA in�ation calculator

7.8 Living standards related to economic 
performance

 Video eLesson
 • Clearing forest for an oil well in the Amazon (eles-2437)

 Weblink 
 • Australia GDP annual growth rate

7.9 Measuring living standards
 Weblink

 • Happy Planet Index

7.11 Microeconomic policy options
 Weblink 

 • Anti-competitive behaviour

7.13 Thinking Big research project — How 
does Australia measure up?

 ProjectsPLUS
 • Thinking Big research project — How does Australia 

measure up? (pro-0223)

7.14 Review
 eWorkbooks 

 • Customisable worksheets for this topic (ewbk-6069)
 • Re�ection (ewbk-6068)
 • Crossword (ewbk-6067)
 • Student Learning Matrix (ewbk-6064)

 Interactivity 
 • Economic performance and living standards crossword 

(int-7681)

To access these online resources, log on to www.jacplus.com.au.
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