
Tim Dixon  •  John O’Mahony

PEARSON ECONOMICS 11

2023

THE MARKET 
ECONOMY

M01_NSW_ECO_TME_2023_SB_Ch1-3_3PP.indd   1M01_NSW_ECO_TME_2023_SB_Ch1-3_3PP.indd   1 5/10/22   2:55 pm5/10/22   2:55 pm

Sample pages



Table of contents
TOPIC 1 INTRODUCTION TO ECONOMICS 

Chapter 1  What Is Economics About? 
1.1  The economic problem and the role of choices . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3
1.2  The production possibility frontier . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6
1.3  The future implications of choices . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9
1.4  The economic factors underlying choices . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11

Chapter 2  How Economies Operate 
2.1  The production of goods and services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16
2.2  The distribution and exchange of goods and services . . . . . . . . . . . . . . . . . . . . . . . 19
2.3  The business cycle. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21
2.4  An overview of the economy: the circular flow of income. . . . . . . . . . . . . . . . . . . . . 23

Chapter 3  How Economies Differ 
3.1  The market economy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30
3.2  Australia: a market economy with a role for government . . . . . . . . . . . . . . . . . . . . . 32
3.3  Comparing economies. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35

TOPIC 2 CONSUMERS AND BUSINESS

Chapter 4  Consumers in the Market Economy 
4.1  Consumer sovereignty . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 49
4.2  Decisions to spend or save . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50
4.3  Factors influencing individual consumer choice . . . . . . . . . . . . . . . . . . . . . . . . . . . . 54
4.4  Sources of consumer income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56

Chapter 5  Business in the Market Economy 
5.1  Business firms and industries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 60
5.2  Production decisions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 60
5.3  What business contributes to the economy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 63
5.4  Goals of the firm . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64
5.5  Efficiency and production . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 66
5.6  Investment, technological change and ethical decision making . . . . . . . . . . . . . . . . 71

TOPIC 3 MARKETS

Chapter 6  Demand 
6.1  Factors affecting market demand . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 80
6.2  Movements along the demand curve . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 82
6.3  Shifts of the demand curve . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 84
6.4  Price elasticity of demand . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 87
6.5  Factors affecting elasticity of demand. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 90

Chapter 7  Supply 
7.1  Factors affecting market supply . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 95
7.2  Movements along the supply curve. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 97
7.3  Shifts of the supply curve . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 98
7.4  Price elasticity of supply . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100
7.5  Factors affecting elasticity of supply . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101

Chapter 8  Market Equilibrium 
8.1  The concept of market equilibrium . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 105
8.2  Establishing market equilibrium . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 106
8.3  Changes in equilibrium. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 107
8.4  The role of the market . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 108
8.5  Government intervention in the marketplace. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 109
8.6  Competition and market power . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 112

M01_NSW_ECO_TME_2023_SB_Ch1-3_3PP.indd   3M01_NSW_ECO_TME_2023_SB_Ch1-3_3PP.indd   3 5/10/22   2:55 pm5/10/22   2:55 pm

Sample pages



TOPIC 4 LABOUR MARKETS

Chapter 9  Labour Demand and Supply
9.1  The demand for labour. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 119
9.2  The supply of labour . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 124
9.3  The Australian workforce . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 127
9.4  Extension: labour market equilibrium. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 131

Chapter 10 Labour Market Outcomes
10.1  Wage outcomes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 136
10.2  Trends in the distribution of income from work . . . . . . . . . . . . . . . . . . . . . . . . . . . 142
10.3  Non-wage outcomes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 143
10.4  The costs and benefits of inequality . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 145
10.5  Unemployment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 148
10.6  The movement away from full-time work . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 153

Chapter 11 The Changing Australian Labour Market
11.1  The role of trade unions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 158
11.2  The role of employer associations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 162
11.3   Australia’s current industrial relations framework . . . . . . . . . . . . . . . . . . . . . . . . . 164

TOPIC 5 FINANCIAL MARKETS

Chapter 12  Types of Financial Markets
12.1  The role of financial markets in the economy . . . . . . . . . . . . . . . . . . . . . . . . . . . . 171
12.2  Primary and secondary financial markets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 172
12.3  Financial market products . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 175
12.4  The share market . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 178
12.5  Domestic and global markets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 182
12.6  Regulation of financial markets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 184

Chapter 13 Money and Interest Rates
13.1  Borrowers: the demand for funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 193
13.2  Factors affecting the demand for funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 194
13.3  Lenders: the supply of funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 197
13.4  Money and money supply . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 198
13.5  Interest rates . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 199
13.6  The Reserve Bank of Australia and the cash rate . . . . . . . . . . . . . . . . . . . . . . . . . 201

M01_NSW_ECO_TME_2023_SB_Ch1-3_3PP.indd   4M01_NSW_ECO_TME_2023_SB_Ch1-3_3PP.indd   4 5/10/22   2:55 pm5/10/22   2:55 pm

Sample pages



TOPIC 6 GOVERNMENT AND THE MARKET ECONOMY

Chapter 14 The Limits of Markets 
14.1  Why governments intervene . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 210
14.2  Market failure in the provision of goods and services. . . . . . . . . . . . . . . . . . . . . . 211
14.3  Market failure in income distribution . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 213
14.4  Market failure in externalities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 214
14.5  Market failure in the abuse of market power . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 216
14.6  Market instability: the business cycle . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 217

Chapter 15  The Role of Government in Australia 
15.1  The structure of government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 221
15.2  The public sector . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 224
15.3  The reallocation of resources. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 226
15.4  The redistribution of income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 229
15.5  Stabilisation and sustainable growth . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 233
15.6  Public enterprises. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 234
15.7  Other roles in the economy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 235

Chapter 16  Government in Action 
16.1  The Budget. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 241
16.2  Revenue and expenditure . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 241
16.3  The impact of budget outcomes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 244
16.4  Influences on government policies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 246

SKILLS

Appendix A Key Economic Skills
A.1  Introduction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 254
A.2  Drawing and interpreting economics diagrams. . . . . . . . . . . . . . . . . . . . . . . . . . . . 256
A.3  Equations and calculations in economics . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 260
A.4  Interpreting economic data and information . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 261

Glossary 266

Index 283

M01_NSW_ECO_TME_2023_SB_Ch1-3_3PP.indd   5M01_NSW_ECO_TME_2023_SB_Ch1-3_3PP.indd   5 5/10/22   2:55 pm5/10/22   2:55 pm

Sample pages



Welcome
The Market Economy

You are standing on the starting block of your study of economics, about to dive into a world 
that uses special language, concepts and theories to build a complex understanding of how 
the economy works in the modern world. It’s a daunting task, there is a lot to learn, and a 
fair bit of it does not come naturally. It is, however, very rewarding.

Understanding economics will help you to unlock many of the mysteries of the modern world. 
You will better understand the issues involved in making personal choices – what kind of job 
to choose, what course to study, what to spend money on, and whether to borrow or save. You 
will better understand the forces around you – what makes indicators such as interest rates, 
share prices, unemployment and the Australian dollar move up and down. And you will better 
understand the forces that shape our world today – making better sense of issues discussed in 
the media every day, and how Australia fits into what we describe as the global economy. 

If it seems hard going at first, you should find that studying Economics gets easier as you 
go along. Initially, you need to understand the foundations and building blocks of modern 
economies – the technical aspects of how markets work, how consumers make decisions 
about what they want, and how businesses decide what to produce. This is the main focus of 
the Year 11 course and of this book. It is economics at the micro level (the level of individual 
agents and markets). The significance of what you learn here may not be immediately 
obvious, but once you have put these blocks together the bigger picture should become clear. 

In the Year 12 course, the focus is on the big picture: how the global economy works and 
how governments manage the economy and choose between competing policy goals. This 
is economics at the macro level. But to understand the bigger picture of how economies 
function in the real world, you need a solid grasp of the foundations of economics. And that’s 
what this book is about.

This is the twenty-second edition of The Market Economy, and we’re as enthusiastic about this 
edition as we were for the first one back in 2001. This textbook is a collaborative effort of a 
whole team of economic researchers. Each year, the book is comprehensively revised and 
refined to reflect feedback from students and teachers, as well as changes in global and 
domestic economic conditions and developments in the economic policy environment. Our 
thanks to all of the team involved in the production of this textbook, both for this year and 
previous years. 

The textbook team (L-R): Zain Ahmed, Ben Lorschy, Tim Dixon, Natalie Baker, Michael Pahos, 
Joel Bank, Michelle Mountford, Luke Goldman, John O’Mahony. 
Not pictured: Vanessa Li, Ben Robinson.
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How to use this book
Congratulations on choosing Pearson Economics 11: The Market Economy 
as your Year 11 Economics text. Before you use this book, we’d like to highlight 
some of its key features.

The text is divided into six Topics following the structure of the 
Year 11 Economics syllabus. Each Topic is introduced by a 
page that includes the relevant Focus, Issues and Skills for that 
Topic, reflecting the syllabus objectives. This is followed by an 
introduction to each chapter within the Topic. 

As well as case studies, quotations and 
summaries of key information, the 2023 edition of  

The Market Economy includes regular review questions 
throughout the text and margin definitions. 

Each Chapter concludes 
with a 10-point Chapter Summary 
and then 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. 

*

*
*

M01_NSW_ECO_TME_2023_SB_Ch1-3_3PP.indd   7M01_NSW_ECO_TME_2023_SB_Ch1-3_3PP.indd   7 5/10/22   2:55 pm5/10/22   2:55 pm

Sample pages



Chapter 1: What Is Economics About?

A unique feature of The Market Economy is the 
Appendix: Key Economic Skills, which gives you 
the opportunity to master the 26 skills of the Year 11 
Economics syllabus. The Appendix covers three main 
areas: drawing and interpreting economic diagrams, 
equations and calculations, and interpreting economics 
data and information. By working through this material 
you will develop and reinforce the key economic skills. 

*

The Market Economy Workbook Ninth Edition
The accompanying workbook The Market Economy Workbook Ninth Edition is a great 
resource to further help you in your study of the Year 11 Economics syllabus.

This year we have added enhanced answers to the workbook answers, including 
worked solutions for answers that require calculations and additional explanations for 
answers that require you to demonstrate a deeper understanding of key concepts and 
knowledge. These will allow you to not only confirm whether you arrived at the right or 
wrong answer, but to understand why.

How to access answers to the Workbook
You can download the answers to the multiple-choice and short-answer questions in 
the workbook by following these simple steps:

If you have Pearson Economics 11: The Market Economy 2023 Edition eBook:
After activating your code, you can find the workbook answers by clicking on the 
‘Explore resources’ tab in your eBook.

If you don’t have an eBook:
1. Go to: www.pearsonplaces.com.au

2. Login or sign-up (free)

3. Scroll down and click on ‘Check out our library of free resources and click on 
‘Explore now’ 

4. Search for ‘The Market Economy’ 

5. Click on ‘Workbook answers’ from the list. 

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 contemporary. *
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