
AUSTRALIA
IN THE  

GLOBAL ECONOMY 
2018 Edition

YEAR 12 ECONOMICS

tim dixon
john o’mahony



Table of contents
TOPIC 1 THE GLOBAL ECONOMY 

Chapter 1  Introduction to the Global Economy 
1.1 The global economy 4
1.2 Globalisation 5
1.3  The international and regional business cycles 17

Chapter 2  Trade in the Global Economy 
2.1  Advantages and disadvantages of free trade 23
2.2 Reasons for protection 25
2.3 Methods of protection 28
2.4 Trade agreements 31
2.5 International organisations 38
2.6 Government economic forums 44

Chapter 3  Globalisation and Economic Development 
3.1  Introduction 48
3.2  Differences in income and economic growth 49
3.3 Differences in economic development 51
3.4  Categories of development in the global economy 54
3.5  Causes of inequality in the global economy 56
3.6 The impact of globalisation 64

Case Study: Brazil 75

Case Study: Indonesia 89

TOPIC 2 AUSTRALIA’S PLACE IN THE GLOBAL ECONOMY

Chapter 4  Australia’s Trade and Financial Flows 
4.1  Understanding Australia’s place in the global economy 104
4.2  Trends in Australia’s trade patterns 105
4.3  Trends in Australia’s financial flows 109
4.4 The balance of payments 110
4.5  Trends in Australia’s balance of payments 116
4.6  The consequences of a high CAD 124

Chapter 5  Exchange Rates 
5.1 Introduction 129
5.2  Australia’s floating exchange rate system 130
5.3  Reserve Bank intervention in the foreign exchange market 136
5.4 Fixed exchange rate systems 138
5.5  Exchange rates and the balance of payments 139

Chapter 6  Protection in Australia 
6.1 Introduction 144
6.2  Government initiatives to reduce protection 145
 6.3 Australia’s free trade agreements 146
6.4  Implications of a reduction in protection levels for the Australian economy 149
6.5  The impact of international protection levels on Australia 154
6.6  The future of Australian industry in the global economy 156



TOPIC 3 ECONOMIC ISSUES 

Chapter 7 Economic Growth
7.1 Introduction 162
7.2  Economic growth and aggregate demand and supply 163
7.3  The components of aggregate demand 164
7.4  Changing levels of growth: the multiplier process 167
7.5 The role of aggregate supply 170
7.6 The effects of economic growth 172
7.7 Recent economic growth trends 173
7.8  Policies to sustain economic growth 177

Chapter 8  Unemployment 
8.1 Introduction 181
8.2  Measuring the level of unemployment 181
8.3 Recent unemployment trends  184
8.4 The main types of unemployment  185
8.5 The non-accelerating inflation rate of unemployment 188
8.6 The causes of unemployment  189
8.7 The impacts of unemployment  194
8.8 Policies to reduce unemployment 197

Chapter 9  Inflation 
9.1 Introduction 202
9.2 Measuring the rate of inflation 202
9.3 Recent trends in inflation 204
9.4 The main causes of inflation 205
9.5 The effects of inflation 208
9.6 Policies to sustain low inflation 210

Chapter 10  External Stability 
10.1 Introduction 214
10.2  Australia’s current account deficit 215
10.3 Australia’s foreign liabilities 219
10.4  Australia’s exchange rate 222
10.5  Policies to achieve external stability 225

Chapter 11 Distribution of Income and Wealth 
11.1 Introduction 229
11.2  Measuring the distribution of income and wealth 230
11.3 Sources of income and wealth 233
11.4  Trends in the distribution of income and wealth 234
11.5  The costs and benefits of inequality 243
11.6 Government policies and inequality 247

Chapter 12  Environmental Sustainability 
12.1 Introduction 253
12.2  Ecologically sustainable development 254
12.3  Market failure: private benefits and social costs 256
12.4 Public and private goods 258
12.5 Major environmental issues 259
12.6  Government policies and environmental sustainability 264



TOPIC 4 ECONOMIC POLICIES AND MANAGEMENT

Chapter 13  The Objectives of Economic Policy 
13.1 Introduction 270
13.2  The objectives of economic management 270
13.3  The goals of government policy in 2018 273
13.4  Conflicts in government policy objectives 276
13.5 The economic policy mix 277

Chapter 14  Fiscal Policy 
14.1 The meaning of fiscal policy 281
14.2 Budget outcomes 282
14.3 Changes in budget outcomes 284
14.4 Methods of financing a deficit 287
14.5 The current stance of fiscal policy 291
14.6 The impact of recent fiscal policy 294

Chapter 15  Monetary Policy 
15.1 Introduction 302
15.2 The objectives of monetary policy 303
15.3  The implementation of monetary policy 305
15.4  The impact of changes in interest rates 308
15.5  The current stance of monetary policy 309

Chapter 16  Microeconomic and Environmental Policies 
16.1  Microeconomic policies and aggregate supply 314
16.2   Microeconomic policies and individual industries 317
16.3  Environmental management policies 325

Chapter 17  Labour Market Policies 
17.1 Introduction 333
17.2  The role of national and state industrial systems 334
17.3  Australia’s wage determination system 335
17.4 Dispute resolution 340
17.5  Decentralisation of the labour market 342
17.6  Education, training and employment programs 344
17.7  Evaluating labour market outcomes in Australia 347

Chapter 18  Effectiveness and Limitations of Economic Policy 
18.1  An overview of the effectiveness of economic management 351
18.2  Limitations of economic policy 356
18.3  Evaluating the effectiveness of specific policies 361

APPENDICES 

Appendix A  Key Economic Skills 
A.1 Introduction 370
A.2  Drawing and interpreting economics diagrams 372
A.3 Equations and calculations in economics 377
A.4  Interpreting economic data and information 379

Appendix B  Advanced Economic Analysis 
B.1  Comparative advantage and gains from trade 382
B.2 Income-expenditure diagram 386
B.3 Long-run Phillips curve 388
B.4 Limitations of macroeconomic policy 390

Glossary   393

Index   406



How to use this book
Congratulations on choosing Australia in the Global Economy as your  
text for HSC Economics. Before you use Australia in the Global Economy, 
we’d like to highlight some of its key features.

The text is divided into four Topics, following the structure of the 
HSC Economics syllabus. Each Topic is introduced by a page 
which includes the relevant Focus, Issues and Skills for that 
Topic, reflecting the syllabus objectives. This is followed by a 
clear introduction to each chapter within the Topic.

Each Chapter concludes with 
a 10-point Chapter Summary and 10 
Chapter Review questions. The Chapter 
Summary is a good starting point for your 
notes on each Chapter, and the review 
questions are a great way to test your 
understanding of the Chapter.

The comprehensive Glossary at the 
back of the text provides a ready 
reference for over 350 key economics 
terms and concepts.

*

Throughout the text, you will find 
references to useful websites relevant  
to that area of study. 

*

*

*



A unique feature of Australia in the Global Economy is  
its two appendices, located at the back of the book.

Appendix A: Key Economic Skills gives you the 
opportunity to master the 23 skills outlined in the HSC 
Economics syllabus. The appendix covers three main 
areas: drawing and interpreting economic diagrams, 
equations and calculations, and interpreting economic data 
and information. By working through this material you will 
develop and reinforce the key economic skills.

Appendix B: Advanced Economic Analysis provides 
extension material beyond the HSC Economics Syllabus  
for students seeking an extra challenge.

*

*

Australia in the Global Economy Workbook Eighth Edition 
The accompanying workbook Australia in the Global Economy Workbook  
Eighth Edition is a great resource to further help you in your study of  
HSC Economics. 

How to access answers to the Workbook 

You can download the answers to all multiple choice questions and ex-
ample responses to short answer questions by following these  
simple steps:
1. Go to www.pearsonplaces.com.au
2. Log in, or sign up (free)
3. Click Secondary Student ProductLink in the Toolkit section – toward 

the bottom of the screen of your Passport
4. Click Business Studies/Economics and Legal Studies
5. Click Australia in the Global Economy
6. Under Menu, click Suggested answers
7. Choose the answers for the chapter or practice exam you need and download.
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Trade in the  
Global Economy

Multiple Choice
1 B
2 B
3 A*
4 D
5 B*

6 B
7 B
8 B
9 B
10 1D

11 B
12 B
13 A
14 B
15 D

16 B
17 D
18 A
19 B
20 A

Short Answers
Question 1

(a)  A regional trade agreement involves three or more economies within a geographic region to 

lower protection levels to encourage increased trade flows.
(b)  ASEAN-Australia-New Zealand Free Trade Area (AANZFTA) is an agreement between Australia, 

New Zealand and the ten ASEAN member nations. It came into force in 2010 and commits to 

lower or eliminate tariffs on 96 per cent of Australian exports to ASEAN nations. AANZFTA is 

Australia’s largest regional trade agreement as it includes 20 per cent of Australia’s trade in 

goods and services and covers economies with a combined GDP of over $3 trillion.

(c) The G20 includes the world’s nineteen largest economies and the European Union. Since the 

Global Financial Crisis, it has emerged as the premier forum for economic policy co-ordination. 

During the GFC, the G20 held meetings to ensure macroeconomic policy settings were aligned 

and to improve supervision of the global financial system. This ensures that G20 meetings 

have profound impact on the direction of global economic growth. Furthermore, the G20 is 

important because it includes many of the world emerging economies. These economies have 

become the driving force of globalisation. The membership of these nations ensures the G20 

can co-ordinate global economic policy with the opinions and needs to the biggest drivers of 

globalisation taken into account. (d) There is ongoing contention about whether bilateral trade agreements act as ‘stepping stones’ 

or ‘stumbling blocks’ to creating a situation of global free trade. On one hand, bilateral trade 

agreements have been made between advanced and emerging economies. This creates a 

barrier towards pursuing global free trade, as advanced and emerging nations engaged in 

bilateral agreements have no incentive to reduce barriers with developing nations. This causes 

developing nations to be excluded from the global trade system, further entrenching their 

poverty. On the other hand, bilateral trading agreements require economies to reduce the 

artificial barriers against foreign imports from certain economies, thus will encourage them to 

eventually reduce the level of protection against all imported goods. 

*

We really hope that this text makes your study of Economics more enjoyable 
and rewarding. The book is revised and updated each year to make sure it stays 
sharp and up to the minute – and to save you from having to spend time chasing 
down information when you should be focusing on understanding the content 
and developing your skills as an economist.

*


