
 

 

Economic Growth 

 

Economic Growth: an increase in the volume of g+s that an economy produces over a period of time. This is measured by 

the annual increase in real GDP. 

Aggregate Demand: represented by the symbol AD – the total level of expenditure in the economy over a given period of 

time. It includes consumption; investment; government spending; and net export spending (export spending minus 

import spending) 

AD = C + I + G + (X – M)  

C = consumer spending by households 

I = investment spending by businesses 

G = government spending 

X = export revenue 

M = spending on imports 

Aggregate Supply: represented by the symbol Y – the total level of income in the economy over a given period of time. 

This can also include government taxation and the rest is either spent on consumption or saved. 

Y = C + S + T 

Y = aggregate supply 

C = consumer spending by households 

S = saving by households 

T = taxation by the government 

The economy reaches equilibrium when the level of aggregate demand and aggregate supply are equal. 

AD = Y 

C + S + T = C + I + G + (X – M)  

Also rearranged to form:  

S + T +M = I +G + X 

Leakages = Injections 

The Multiplier Process 

The multiplier can be defined as the number of times an increase in national income exceeds the increase in aggregate 

demand that caused it. 

It explains the difference in national income that is effected by an increase in aggregate demand (be it investment or 

consumer spending) proportional to the consumers propensity to save or consume. 

K =  1  

           1 – MPC 

OR 

K =  1  

   MPS 

Measurement of growth through changes in real GDP: 

Economic Growth (%) = real GDP [current year] – real GDP [previous year]      x      100 

                                                                   real GDP [previous year]                                      1 

Sources and Effects of Economic Growth 



 

 

Living Standards: Faster growth generally leads to an increase in real GDP per capita and therefore real wages mean 

households enjoy a higher disposable income and therefore higher living standards. 

Employment: growth creates jobs and a strong level can help to ensure that everyone who is willing and able to work is 

able to find employment. Countries with high levels of growth tend to create more highly skilled jobs. 

Inflation: high levels of growth tend to mean a price increase and larger wage claims therefore pushing inflation up. This 

is particularly true when the economy is close to full capacity and aggregate supply cannot keep up with aggregate 

demand. 

External Stability: strong growth tends to associate with increased consumer/business spending and as a result a higher 

level of imports. This means that economic growth could force an increase in the CAD. 

Income Distribution: Sometimes the benefits of economic growth (higher living standards) only flow to a specific group in 

society and therefore create an uneven distribution of income in the economy. 

Environmental Impacts: If short term economic growth is pursued with little regard for the environment, it will result in 

pollution, depletion of non-renewable natural resources and damage to the local environment. In the long term this may 

severely stunt economic growth. Sustainable Economic Growth 

Economic Growth Trends [Business Cycle] 

The market economy of Australia is subject to ups and downs according to the business cycle as caused by changes in the 

level of aggregate demand and supply. The macroeconomic management of the economy by the government through 

policies etc. help to minimize the fluctuations in the business cycle and in turn experience a low rate of inflation, low 

rates of unemployment and a stable economic growth. 

Unemployment 

Unemployment refers to the proportion of people in the labour force actively seeking work but are unable to find it. It is 

measured by the unemployment rate. 

Labour Force & Unemployment Rate 

The Labour force or workforce is the section of the population above 15 years of age who are either working or actively 

seeking work. 

Labour Force Participation Rate  

(%) =                Labour Force      x    100 

  working age population (15+)                       1 

Unemployment Rate  

(%) =              number of persons unemployed     x   100 

                           total labour force                                  1 

Types of Unemployment 

Structural: because of structural change within the economy caused by technology or changes in patters of production 

(demand for g+s). Workers cannot apply their skills to those required in job opportunities in emerging industries. 

Cyclical: occurs because of downturn in level of economic activity. Falling demand and production means fewer 

employment opportunities. 



 

 

Frictional: represent the people who are temporarily unemployed as they change jobs. Improving the efficiency of job 

matching services through job and skills databases can help to reduce frictional unemployment. 

Seasonal: occurs at predictable and regular times throughout the year because of the seasonal nature of some kinds of 

work. (e.g. fruit picking) 

Hidden: includes people who can be considered as unemployed but do not fit the ABS definition of unemployed because 

they include individuals who have been discouraged from seeking employment and are no longer actively seeking a job. 

Long Term: those out of work for 12 months or longer, usually a result of structural unemployment. Because of newly 

unemployed tend to be re-absorbed quickly because of up-to-date skills, long term suffer from structural unemployment 

and do not possess the skills required for jobs, lose their enthusiasm to find work after numerous rejections, lose contact 

with paid work and do not have new skills. 

Natural Rate of Unemployment 

The Natural Rate of Unemployment is the rate of unemployment consistent with full employment in the labour market. 

The natural rate of unemployment consists of frictional, seasonal, structural and hard-core unemployment. It does not 

include cyclical or classical unemployment. 

Once the natural rate is reached, any further cuts in wages or stimulus to aggregate demand will not lead to reductions 

in the rate of unemployment and will instead cause high inflation. This is why It is also known as the non-accelerating 

inflation rate of unemployment (NAIRU). 

Phillips curve 

The Phillips curve illustrates the short term inverse relationships between unemployment and the inflation rate. It shows 

that when unemployment is high, the inflation tends to be low, while low levels of unemployment are often associated 

with rising inflation. Therefore, there is a trade-off between inflation and unemployment and therefore both cannot be 

simultaneously satisfied. 

Causes of unemployment 

Level of economic growth: demand for labour is a derived demand (from the demand for goods and services labour help 

to produce). If there is a downturn in the level of aggregate demand in the economy, this will reflect similarly in the 

demand for labour and an increase in the level of unemployment. 

Stance of macroeconomic policies: Australian government’s settings for macroeconomic policy can influence the level of 

unemployment in the short to medium term through their influence on the business cycle. For e.g. a cycle of interest 

rate increases through 1999, slowed down the economy during 2000/01 and therefore led to increased unemployment. 

Constraints on economic growth: CAD and foreign liabilities and inflationary concerns tend to constrain the economic 

growth levels and therefore affect unemployment levels. 

Rising participation rates: an increase in labour force participation rate tends to create a higher unemployment rate in 

the short term because there are more people actively seeking work. 

Structural change: changing patterns of production because of differing demands for g+s often means significant short 

term costs in terms of job losses. For e.g. large tariff cuts tend to contribute to the loss of jobs in the manufacturing 

industries. However, the long term effects of structural change prove to be beneficial to the labour market. 



 

 

Technological change: short term unemployment as a result of replacement of manual labour with capital equipment. 

(change in work skills required) 

Productivity: low labour productivity tends to discourage employers to employ more workers and in some cases 

substitute for capital equipment. 

Main Groups affected by Unemployment 

New entrants to the labour force: younger possibly unskilled entrants to the labour market tend to have a higher 

unemployment rate as that compared to older generations.  

Less skilled and lower educational attainments: tend to have it worse off because they are less skilled. Those who had 

completed secondary school 6.5%, those who had not completed secondary school averaged 10.5% in 2003. 

Foreigners born outside of Australia: male and females born outside Australian tend to have higher unemployment rates, 

possibly because of language impairments and lack of skills. 

Indigenous Australians: include some of the highest rates of unemployment in Australia. Participation rate for indigenous 

Australians from a census in 2001 showed a disturbing 52% and even higher in remote areas. Reasons for high 

unemployment are complex, resulting from social disadvantage relating to such areas as education, health, incarceration 

and discrimination. 

Impacts of Unemployment 

Economic Costs 

Opportunity Cost: unemployment means that the economy’s resources are not being used to their full capacity 

(operating at below its production possibility frontier). 

Lower living standards: unemployed people consume but do not contribute to the production process and therefore the 

employed must shoulder these costs, which in the long run will lead to a reduction in an economy’s living standards. 

Costs to the government: government receives less taxation revenue and must pay out more unemployment benefits 

(welfare) to the unemployed. 

Lower wage growth: excess of supply of labour in country which will lead to a fall in the equilibrium level of wages (more 

competing for same job). 

Social Costs 

Increased inequality: unemployment tends to occur more frequently to low income earners. This means that the loss of 

income for these people will make them become relatively worse off compared to higher income earners. 

Other Social Costs:  

- severe financial hardship and poverty 

- increased levels of household debt 

- homelessness and housing problems 

- family tensions and breakdown 

- boredom 

- increased social isolation 

- increased levels of crime 

- erosion of confidence and self esteem 

- loss of work skills 



 

 

Inflation 

Inflation is the sustained increase in the general level of prices of goods and services in the economy. 

The accepted, most widely used measure of inflation is the percentage change in Consumer Price Index.  

The CPI summarises the movement in prices of a regimen (basket of goods and services), weighted according to their 

significance for the average Australian household. 

Inflation Rate (%) = 

CPI [current year] – CPI [previous year]   x   100 

       CPI [previous year]      1 

Headline & Underlying Inflation 

Headline inflation is the rate of inflation released by the ABS which has not been adjusted for one-off, abnormal or 

distorting factors. 

Underlying inflation is the rate of inflation having allowed for one-off, abnormal or distorting factors; an adjusted 

measure of inflation that removes some of the distortions in the Retail Price Index. (RBA uses underlying rate of inflation) 

Causes of Inflation 

Demand-Pull: prices are determined by the interaction of demand and supply in the market economy. If aggregate 

demand exceeds the productive capacity of the economy (aggregate demand), prices must rise as output cannot expand 

any further, ie. Consumers force prices up by fierce bidding against each other. 

Cost-Push: prices are determined by businesses and firms who produce products. Should costs of production rise, firms 

may choose to pass on this expense by raising prices for their goods. This is why wages and labour is such an important 

issue. 

Inflationary expectations: key participants in the economy such as consumers and businesses may expect an increase in 

the inflation in the economy and therefore attempt to protect themselves from it. This act of protecting themselves in 

turn increases demand for goods and services in the short term and therefore raises aggregate demand which may or 

may not stimulate inflation (demand-pull). If workers expect an inflation rise, their demands for wage increases will 

eventuate to cost-push inflation. 

Imported inflation: Inflationary pressures in foreign countries may affect our economy through international transactions 

(rising import prices). A depreciation in the currency will increase import prices and therefore lead to imported inflation. 

Government policies: By increasing indirect taxes, the government can have a significant impact on the general level of 

prices. E.g. GST, deregulation of industries, tariff rates. 

Effects of Inflation 

Economic growth and Uncertainty: excessive economic growth tends to raise inflationary pressures through increased 

wage demands and consumer demand bidding up price levels. A sustained low inflationary level tends to promote strong 

economic growth. Positive impact on investment (low inflation). High inflation also tends to discourage consumers from 

saving as their purchasing power is being reduced over time. 

Wages: during periods of high inflation, employees tend to demand larger wage increases in order to compensate for 

lost purchasing power of their nominal wages. Low inflation tends to sustain lower wage demands. 



 

 

Income distribution: high inflation tends to have a negative impact on the distribution of income because low income 

earners often find that their incomes do not rise as quickly as prices do. Also, low income earners that owe debt will find 

that higher interest rates on their borrowings will further differentiate them from high income earners in times of high 

inflation. 

Unemployment: low inflation means that Australia’s international competitiveness will improve making our exports 

more attractive to other countries to purchase as well as making local goods more competitive with imports. This may 

eventuate to an expansion of our export base and the replacement of imports by domestic substitutes, therefore 

reducing our Current Account Deficit. 

Exchange rate impacts: high inflation is a major cause of depreciation of a currency over time. Low inflation tends to 

drive greater international confidence in the Australian economy which may boost investment, financial flows and 

therefore strengthen the value of the dollar. 

Interest Rates: Lower inflation tends to bring about reductions in nominal interest rates since nominal rates are based on 

real rate plus inflation. 

External Stability 

External Stability is the term used to describe a situation in the economy where external indicators such as the current 

account deficit, foreign liabilities and the exchange rate are at a sustainable level (long term without negative economic 

consequences). Financing import expenditure with export income. 

External Stability 

Current Account Deficit 

Net foreign liabilities 

Australian Dollar 

Net foreign liabilities reflect Australia’s total financial obligations to foreigners minus the total financial obligations 

foreigners owe to Australians. 

These liabilities take form as either Net foreign debt or Net foreign equity. 

Net foreign debt – is the total stocks of loans owed by Australians to foreigners, minus the loans owed to Australians by 

foreigners. 

Net foreign equity – is the total value of assets in Australia such as land, shares and companies in foreign ownership, 

minus the total value of assets overseas owned by Australians. 

Debt trap scenario 

A high foreign debt may lead to a vicious cycle known as the debt trap scenario. This starts with a high current account 

deficit (developed through strong foreign debt or Australians selling assets to foreigners). Eventually this leads to a larger 

foreign debt and Australia’s interest payments on that debt become greater and greater; which is why interest payments 

constitute a large part of our current account. Therefore, today’s foreign debt adds to future CAD. 

Measures of External Stability 

CAD as a percentage of GDP – this measure clearly defines at what point the CAD is too high for the economy to service 

(pay back) easily. 

Net foreign debt as a percentage of GDP – because his measure takes into account the amount owing overseas by 

Australians, it clearly depicts the level of change that net foreign debt has taken over time and whether it is more or less 

difficult to service this debt. 



 

 

Net foreign liabilities as a percentage of GDP – shows the total financial commitment Australia has to foreigners over 

time and whether we can sustain this effectively. 

Debt servicing ratio: major economic measure of a country’s capacity to service its foreign debt. This figure indicates the 

proportion of export revenue that must be spent on interest payments on foreign debt. The debt servicing ratio in 

Australia peaked at just under 20 percent in the late 80s, but has since fallen back due to lower worldwide interest rates 

as well as Australia’s export growth. 

Trends in External Stability 

Growth of Australia’s CAD: has grown significantly and consistently since deregulation of Australia’s financial sector in 

the 1980s. Some argue it is a result of our exported goods and services being incompetent in the world market. Others 

attribute it to the Australian economy growing faster than its major trading partners or the fact that the level of 

domestic savings compared to domestic spending is another problem. 

Growth of Australia’s net foreign debt: Australia’s net foreign debt in 2005 was eight times higher than what it was in 

1985. The servicing of our foreign debt is recorded as an income debit in the current account and an inflow in the capital 

account. Increased foreign debt has contributed to the growth of Australia’s CAD since the 1980s 

Fluctuations in the Aussie Dollar: these are considered to have an impact on Australia’s external stability because they 

control the competitiveness of our exports. A higher dollar will mean our exports become more expensive to foreign 

buyers and make us less competitive. However, at the same time, this means the servicing of our foreign debt becomes 

‘cheaper’ in effect or ‘easier to pay’. 

In the long term, our foreign debt may lead to a debt sustainability problem. This means that it becomes increasingly 

difficult for Australia to service our debt. 

In recent years, the size of our debt is rising faster than national GDP and therefore in the future, interest payments will 

take up an even greater proportion of our GDP. 

Causes of External In/Stability 

Terms of Trade: is an index to show us a country’s export prices relative to its import prices. When the terms of trade 

begins to deteriorate, this means that there are not enough exports being sold to cover the amount of imports being 

purchased. Our terms of trade has fluctuated significantly over the past three decades as our main export base 

(agriculture and mining) are quite volatile. However, in recent years price of imports have fallen which has had a 

favourable impact on the terms of trade and in turn our external stability. 

Economic Activity: the level of economic activity in Australia and its major trading partners has a significant effect on our 

external stability. Higher economic growth in Australia compared with our trading partners will tend to increase our 

imported goods and hence worsen the CAD. If our trading partners experience a decline in economic activity, this means 

that their demand for our exports will decline and therefore again, worsen our CAD. 

Net foreign debt: the progressively worsening CAD and the need to service it has forced Australia to make larger interest 

payments and these are recorded in the current account. The fluctuations of the aussie dollar have also an effect on the 

cost of its debts. 

Savings and investment gap: low levels of domestic savings contribute to external instability as it fails to finance the 

level of domestic investment. This results in the CAD. 

Effects of External Instability 



 

 

Debt servicing: if the external sector becomes less stable, debt increases. This increased debt creates an additional 

burden of debt servicing and sometimes forces Australia to borrow more from overseas lenders to fund debt repayments 

which worsen our future CAD. However, this can also be positive as many of our domestic large investment projects are 

funded by overseas and therefore without it; we would lose the opportunity for major economic development. 

Vulnerability to external shocks: this can often occur in the form of a sudden collapse in our terms of trade. Export 

income is reduced quickly or the cost of servicing debt may increase sharply or both. This may force overseas investors to 

lose confidence and act to prevent from losing money and therefore they may increase interest rates on existing loans or 

withdraw completely. 

Distribution of Income and Wealth 

Mean income – the average income of the population 

Median income – the income received by the middle members of the population when it is divided in half 

 

 

Lorenz Cure Measure of Distribution of Income 

Lorenz Curve is an effective way to show how income is unevenly distributed within and between countries. The 

cumulative population is plotted along the horizontal axis and the cumulative percentage of income is shown along the 

vertical axis. The curve outlines the relationship between income recipients and the percentage of income that they 

receive. The 45 degree line shows us the situation of perfectly even income distribution. 

Gini Coefficient Measure of Distribution of Income 

Gini coefficient is a mathematical calculation that is derived from using the Lorenz Curve. The Gini coefficient represents 

the ratio of the two areas between the line of perfect equality, the Lorenz curve and the horizontal axis. If both areas are 

equal, the coefficient would be zero, and therefore indicating perfect equality. The closer the Gini coefficient is to 1, the 

more in equally distributed the income is. 

 

Gini Coefficient =   _      Area A        

                                 Area A + B 

Sources of Income 

Income is the money received by individuals and firms in the form of wages and salaries, rent interest and profit. 

Wages and Salaries: are payments received by an individual as a result of selling their ability to work in the labour 

market. A wage refers to a certain amount paid per hour for labour. A salary is an amount paid per year for a worker, 

usually broken down into fortnightly or monthly payments. 

Rent: When property is rented out, the payment for use of the property by another (a tenant) is a source of income to 

the owner. 

Interest: If extra income is invested in a financial institution, the returns to the individuals are in the form of interest. 

Profit: profit is the money received in return for investment in business ventures. 



 

 

Welfare payments: payments received from the government in order to help lower-income earners. This is raised 

through taxation by the government and is redistributed to those in need. 

Sources of Wealth 

Wealth is the total stock of net assets owned by an individual minus financial liabilities. 

Financial liabilities refer to debt for example loans. Therefore, our income is simply a part of our wealth which includes 

other things such as houses, cars, jewellery, artworks, antiques etc. Items that contribute to a person’s wealth need not 

necessarily earn income on a regular basis. Income is dependent on your flows of money whereas wealth is dependent 

on your stock of net assets. 

Dimensions and trends in the distribution of income and wealth 

The distribution of income and wealth continues to be a major problem in the 21st century. 

Age: income tends to be the highest at the ages of 2554. It is higher for those at 4554 than those at 1519. 

Therefore, most people tend to earn higher income at older ages. But, younger generations tend to find it easier to stay 

out of work than older people do. 

Gender: full-time earnings of women are still comparably lower than that of full-time earnings of males even in 2004. 

The attitudes of society towards women at work have changed significantly however it is still largely the case that 

women earn less than men even in the same profession. 

Ethnic Background: Migrants from ethnic backgrounds who do not speak English tend to be more disadvantaged when it 

comes job-seeking and as a result, income distribution. Factors associated include lack of recognition of qualifications, 

language difficulties, lack of cultural understanding and discrimination. Migrants from English-speaking backgrounds 

tend to receive similar income earnings over here. 

Family Structure: Single parent families are much disadvantaged in terms of weekly income. $286 median weekly 

income for a single parent family in 2001 compared to $406 for two. 

Economics and Social costs and benefits of Inequality 

Economic Costs 

Reduction in utility: most consumers tend to satisfy their most important or immediate needs before moving on to the 

less important. 

Reduction in economic growth: when income distribution is poor, the economy tends to be constrained because lower-

income earners are unable to spend freely. Since there are a large proportion of low-income earners, this can be seen as 

a significant economic cost to economic growth. 

Increased need for social welfare payments: low-income earners often become dependent on social welfare benefits in 

order to maintain a standard of living acceptable to society. Unequal distribution of income often leads to governments’ 

necessity to intervene and assist with welfare payments. 

Economic Benefits 

Encouragement to increase education and skill levels: some argue that low-income earners will be motivated to 

increase their skill levels in order to gain access to better-paying jobs. 



 

 

Increased mobility of labour: some argue that income inequalities will encourage workers to move to areas where a 

labour shortage exists. This also results in an efficient allocation of labour resources that is provided there is a match 

between jobs and the skill levels of potential workers. 

Social Costs 

Poverty: often the result of severe inequality. Often those stuck in it find it even harder to pull out of it (poverty cycle), 

unable to find opportunities, increased levels of debt and demotivation over time. 

Class divisions: some claim that Australia continues to be characterized by social class. 

No Social Benefits of Inequal income distribution. 

Environmental Management 

Environmental Management refers to ways in which government and other agencies can improve the quality of the 

environment and reduce the negative impacts of economic activity. 

Ecologically sustainable development (ESD): refers to economic activity that uses resources in a way that satisfied needs 

and wants in the present but also conserves them for future generations to be able to use. Successful ESD can help to 

ensure intergenerational equity (fair allocation of resources between future and present generations). 

Market Failure 

Market Failure refers to any situation whereby the price mechanism does not yield the most socially desirable allocation 

of resources (aka social optimum). Basically, the interaction of supply and demand has some unwanted results. 

Price Mechanism is where prices act as a signal to firms and consumers to adjust their economic behavior. 

A situation of market failure would exist if say for example a toy factory makes profits by manufacturing toys and selling 

them to children, but also emits pollution into the atmosphere and local creek. 

Market failure arises due to the nature of environmental goods; they are difficult to measure physically and difficult to 

place a monetary value upon. 

The market fails because the economic policies and markets fail to value biodiversity or the conservation of our 

ecosystem. 

Private and Social Costs and Benefits – market failure 

The social cost of producing a product is the total cost of production and it includes private as well as external or 

environmental costs. 

The private cost are those costs paid by the manufacturer which would include wages, material prices etc. 

The private benefits would be the dividends going to the shareholders of the company or the enjoyment of the goods by 

the consumers. 

If businesses do not take into account for external costs and only private costs, they do not compensate for the damage 

to the waterways through the dumping of chemicals or pollution into the air etc. These are environmental, external 

costs. 

If the factories sell their goods without taking into account the external, environmental costs associated with production, 

it causes an inefficient shift in funds. This is because, someone in society ends up having to pay for them, be it the 

government or a local fishery that loses potential income because of the contaminated waterways. 



 

 

Social Costs = Private Costs + Environmental Costs 

Public and Private Goods – free riders 

Public goods are those for which each person’s consumption equals the total availability of the goods and one’s 

consumption does not reduce the capacity of another to consume it. For e.g. the air 

Public goods have the following properties:  

- non-exclusivity: use of the public good is not and cannot be restricted to anyone. 

- non-transferability: since it is difficult or impossible to assign rights to it, it cannot transfer or exchange ownership. 

- non-enforceability: since ownership cannot be proven, any claim to property rights are not enforceable. 

Hence, it is easy to set a price for a private good and therefore ration their use, but it is impossible to do so for public 

goods and the result is market failure. Many public goods such as beaches, rivers, the air are unpriced and over-used and 

abused. 

When consumers are able to use public goods without paying for them, we call them free riders. 

Not all public goods are environmental goods. National defense is a public good as all people residing in a certain area 

benefit from the security of this provision. No individual can be excluded from this protection and if one is added to the 

population, the rest of the population does not experience a reduction in security. 

Issue: Preservation of natural environments 

This means leaving the environment intact. There is a trade-off between preservation of the natural environment and 

economic growth; as some level of economic growth will cause damage to the environment and the same is true is 

environmental protection went up, economic activity would be reduced. Societies must choose a compromise between 

economic growth and environmental protection that allows for sustainable economic development into the future. 

In Australia, this preservation is conducted through national reserves, state parks, state forests and world heritage areas. 

Issue: Pollution Control 

Pollution control refers to policies and measures designed to reduce the amount of pollution created by economic 

activity. These measures can be divided into monetary and non-monetary measures. 

Monetary measures include:  

- fines: maximum pollution level, if a firm exceeds it, they will be fined 

- taxes: pollution creating businesses such as penalty tax on output, tax on pollution, resource rent tax. 

- tax concessions or subsidies: to firms who reduce pollution output. 

Problem with taxes and fines are they are difficult to establish and measure the socially optimum level of pollution. 

Non-monetary include:  

- tradable pollution permits / licenses: licenses that allow you to pollute a certain amount 

- bubble licensing: certain areas allowed polluting to an acceptable level 

- cap and trade: government sets a cap on allowed pollution and then introduces a tradable pollution permit market 

within the area, e.g. Kyoto protocol. 

 

 



 

 

Externalities 

Externalities refer to the unintentional side effects of economic activity. These can be positive or negative. Negative 

externalities are more common and more obvious and attract the concern of economists and environmentalists. 

Examples include noise, water and air pollution, habitat destruction, desalination etc. 

Issue: Depletion of renewable and non-renewable resources 

The renewable resources are those components of the environment that can regenerate. The biological components 

such as animals, plants etc. 

Non-renewable resources are those which once used cannot be replaced. These include the mining of minerals, fossil 

fuels etc. Some resources can be recycled. 

It must be noted that renewable resources can also become non-renewable through extensive or abusive use. As 

economic activity continues to expand, it is clear that all natural resources, renewable or non-renewable, need to be 

managed carefully to ensure a sustainable future. 


