CHECKSHEET:  AS90795 (Economics 2.2)

Title:	Describe international trade and its causes and effects using economic models

This achievement standard involves the description of international trade and its causes and effects using economic models.

Achievement Criteria

	Achievement
	Achievement with Merit
	Achievement with Excellence

	· Describe international trade and its causes and effects using economic models.
	· Explain international trade and its causes and effects using economic models.
	· Fully explain international trade and its causes and effects using economic models.



What do the verbs in the AS mean ?
Define + Describe: means to give details about, give an account of, relate, demonstrate knowledge of.  Students may give descriptions in words, diagrams, flow charts, graphs or other similar devices.   (Note) 
Note -	definitions should use synonyms and not repeat the word being defined.
	describe requires a fuller answer than identify
Using economic models: construct from data or sketch economic models to show aspects of economic issues or use models to show effect of changing events on economic issues
	 graphs need to be well presented (in pen*) with axes, curves clearly labelled.
	- changes to models should be shown using accepted conventions (ie. arrows, curves 	labelled and p’s + q’s identified on S/D model) 
	Note draw lines on models to show changes with a STRAIGHT ruler

Explain : means to identify a key idea and to say why or how, give reasons for, predict, interpret, compare, distinguish in the context given ((e.g. give reasons to explain why trade has the effect you have identified) 

Using economic models explain changes: give reasons why changing events will cause the changes shown on models or use model to predict effects on economic issues
	  clear precise economics required NOT waffle
Note it may be helpful to think I, E, Q when answering these questions
ie. Identify a key economic idea and then Explain why this occurs making sure you’re answering the specific Question set 
If resource material is provided read it carefully before answering questions and refer to it when answering questions
Remember partial correct answers earn Achieved so you must attempt every question in every paper.
Fully explain: means to explain in depth and/or breadth (e.g. correctly use an economic model to show the effects/causes of trade and explain the effects/causes)
Remember excellence may tie questions together so blank answers may cost a student excellence.

* answers written in pencil are not eligible for remarking so write all answers in pen 
Note twink should not be used, simply cross out answers and use extra pages at the back of answer booklets

  
	 when I can do it
	
	  if I need further practice

	The description of international trade will involve a selection from:

	· examples of international trade in goods and services
The student will need to be able to :

	
	1. Define the terms
· international trade 
	

	
	· goods 
	

	
	· services
	

	
	2. Identify examples of international trade in
· goods
 can list the top 5 NZ export and import goods
 can describe trends in trade statistics provided
Note must use evidence from statistics to support trend identified
 can describe reasons for changing patterns in international trade
ie.  range of exports diversified (growth of  manufacturing) but still large proportion of primary products 
	

	
	· services
 can list the top 3 NZ export and import services
 can describe trends in trade statistics provided
Note must use evidence from statistics to support trend identified
 can describe reasons for changing patterns in international trade
ie.  tourism is now a major earner of foreign exchange for NZ
	

	· sources of imports and export markets
The student will need to be able to :

	
	1. Define the terms
· import 
	

	
	· import payment 
	

	
	· export 
	

	
	· export receipt
	

	
	· EU (Economic Union)
	

	
	2. Identify NZ’s major
· export markets
 can list the top 5 NZ export markets
 can describe trends in trade statistics provided
Note must use evidence from statistics to support trend identified
 can describe reasons for changing patterns in international trade
ie.  major markets located in Pacific rim

	

	
	· import markets
 can list the top 5 NZ import markets
 can describe trends in trade statistics provided
Note must use evidence from statistics to support trend identified
 can describe reasons for changing patterns in international trade
ie.  dependence on Britain reduced as she joined EEC (now called EU)

	

	· the balance of payments
Note after completing this section go to the classifying items B of P (on p9)
The student will need to be able to :

	
	1. Describe the major items in the balance of payments
· balance on goods
	

	
	· balance on services
	

	
	· balance on income
	

	
	· balance on current transfers
	

	
	· Current account 
	

	
	· Capital account
	

	
	· NZ investment abroad
- portfolio
- direct
-other
reserve assets
	

	
	· Foreign investment in NZ
- portfolio
- direct
- other
	

	
	· Financial account
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	2. Understands
· the reasons why NZ continues to run current account deficits
	

	
	· the relationship between financial account and balance on income
eg.  o’seas investment into NZ   dividend payments o’seas so current a/c worsens 
or oseas borrowing   interest payments o’seas so current a/c worsens
	

	
	3. Recognise the importance of trade to the NZ economy
ie. Provides 30+% of our GDP and so is crucial as a source of income, jobs etc  
	

	The use of economic models to illustrate causes of international trade will involve a selection from:

	· basis of trade using production possibility frontier to show absolute and comparative advantage
The student will need to be able to

	
	1. Define the terms
· absolute advantage 
	

	
	· comparative advantage
	

	
	· opportunity cost
	

	
	· production possibility curve / frontier
	

	
	· consumption possibility curve
	

	
	2. Describe the basis for trading
ie. trade will only occur if pre-trade prices are different
· use comparative / absolute advantage to describe why NZ is able to export the products we do
	

	
	· use comparative / absolute advantage to describe why NZ has to import the products we do
	

	
	3. Determine the basis for trade, using a simple 2 country 2 goods model, by
· using cost tables to calculate the comparative opportunity costs of 2 products in 2 countries
 use these oppo costs to determine which country exports each product
ie. The one with the lowest oppo cost exports that product
 use these oppo costs to determine a mutually acceptable after trade price 
ie. Between the 2 countries opportunity costs
	

	
	· using the PPC model to illustrate
·  the before trade production possibilities
Note slope of PPC = before trade oppo costs
· the after trade consumption possibilities
Note slope of CPC = after trade exchange rate
· the products and quantities imported and exported
Note product where there is no gap between PPC + CPC at the axis is the product exported
· the potential gains from trade
ie. the gap between PPC + CPC
	

	
	4. Use evidence from PPC model to explain why a country is better off after trade
ie. After trade consumption possibilities are greater because it is cheaper to buy imports from oseas countries who can produce them at a lower comparative opportunity cost 
	

	· supply and demand analysis to show how the prevailing world prices, the cost of production, and domestic demand determine the quantities exported and imported, using the two country model and the model of New Zealand as a price taker
The student will need to be able to

	
	1. Define the terms
· price taker 
	

	
	· domestic [demand (consumption) / supply (production)]
	

	
	· world price
	

	
	2. On 2 country S/D graphs identify
· the price at which trade will take place
	

	
	· the quantities imported and exported
	

	
	· domestic production (quantity supplied by local producers before and after trade)
	

	
	· domestic consumption (quantity demanded by local consumers before and after trade)
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	3. On price taker S/D graph(s) identify
· the price at which trade will take place
	

	
	· the quantities imported and exported
	

	
	· domestic production (quantity supplied by local producers before and after trade)
	

	
	· domestic consumption (quantity demanded by local consumers before and after trade)
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	4. Use the 2 country S/D graphs to show and explain how changes in 
· World prices affect
· quantity imported or exported
	

	
	· domestic production and consumption
	

	
	· Costs of production affect
eg. changes in factor endowments, technology, costs of labour (o’seas), tariffs (or other types of protection)
· quantity imported or exported
	

	
	· domestic production and consumption
	

	
	· Domestic demand affect
eg. changing tastes, NZ becoming richer so more luxuries bought and many of these imported into NZ
· quantity imported or exported
	

	
	· domestic production and consumption
	

	
	5. Use price taker S/D graph(s) to show and explain how changes in 
· World prices affect
· quantity imported or exported
	

	
	· domestic production and consumption
	

	
	· Costs of production affect
eg. changes in factor endowments, technology, costs of labour (o’seas), tariffs (or other types of protection)
· quantity imported or exported
	

	
	· domestic production and consumption
	

	
	· Domestic demand affect
eg. changing tastes, NZ becoming richer so more luxuries bought and many of these imported into NZ
· quantity imported or exported
	

	
	· domestic production and consumption
	

	The effects of international trade will involve a selection from:

	· the classification of transactions in New Zealand’s Balance of Payments and International Investment Position 
Note this section could be completed after describing the B of P (on p6)
The student will need to be able to

	
	1. Identify and classify items to 
· current account
· exports receipt /import payments
	

	
	· service receipt/payments
	

	
	· international investment income receipt or payments
	

	
	· current transfers receipt/payments
	

	
	· capital account
· capital inflow / outflows
eg migrants transfer, purchase or sale of intangible assets like patents
	

	
	· financial account 
· portfolio investment inflows / outflows
	

	
	· direct investment inflows / outflows
	

	
	· other investment inflows / outflows
	

	
	· reserve asset inflows / outflows
	

	
	2. Explain the connections between different accounts in BOP such as
· Effect of an increase in overseas investment (direct or portfolio)
Overseas investment in NZ will financial account inflow but will international investment income payments therefore have a negative effect on balance on (international investment) income and therefore worsen the current account.
	

	
	· Effect of NZ paying back overseas debt
 NZ paying back overseas loan will other investment [financial account outflow] but will interest payments to overseas and have a positive effect on balance on (international investment) income and therefore improve the current account
	

	· links between fluctuations in trade and the growth and contraction of domestic industries
The student will need to be able to

	
	1. Define the terms 
· direct value added expenditure
	

	
	· indirect value added expenditure
	

	
	· induced value added expenditure
	

	
	2. Use the multiplier idea to establish and explain the flow on effect of an increase in trade to 
· the industries directly involved
eg. an increase in commodity prices (eg. Dairy prices) will encourage an increase in dairy farming
	

	
	· the industries indirectly involved
eg. an increase in commodity prices (eg. Dairy prices) will encourage an increase in dairy farming and this will result in increased demand for dairy farming inputs so fertiliser firms will increase their output
	

	
	· unrelated industries responding to induced changes in spending
eg richer dairy farmers will buy more luxury products so NZ firms supplying (for example spa baths) will hay an increased demand for their products and so they will expand
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	3. Use the multiplier idea to establish and explain the flow on effect of an decrease in trade to 
· the industries directly involved
	

	
	· the industries indirectly involved
	

	
	· unrelated industries responding to induced changes in spending
	

	· flow-on effects of these fluctuations in trade on growth and inflation.
The student will need to be able to :

	
	1. Identify and explain the flow-on effects of fluctuations in trade by
· 1st identifying the impact of the fluctuation on export receipts (X)+/or import payments 
 this will identify the effect net exports (X - M) and therefore AD
	

	
	· 2nd sketch an AS AD graph and then shift the AD curve to show the change in net exports 
 read off the AS AD graph the changes in inflation (∆ PL) and growth (∆ Y)
	

	
	· 3rd explain the change in 
· Inflation (as predicted by the AS AD analysis) by explaining how the change in trade flows through to prices of goods and services generally
· growth (as predicted by the AS AD analysis) by explaining how the change in trade flows through to the production of goods and services generally











eg. 1st . NZ wine more popular overseas    increase in NZ wine sales overseas  increased export receipts  increase net exports  increase AD 
 (
Effect of 
Demand
 for NZ Wine
 
)

2nd 








3rd 

Inflation explanation: Increased wine sales o’seas causes export receipts to increase causing AD to shift right, and demand pull inflation which is shown by the PL increase to PL1  

Economic growth explanation: increase in wine exports overseas  more production at wineries to satisfy this demand (as well as  more demand for transport operators / storage facilities / marketing services / etc) this production within economy is shown by the increase in Y(real output) to Y1 

	




Definition List AS 90795 INTERNATIONAL TRADE (Economics 2.2)

	2 country case - S/D + trade graph
	








	Absolute advantage
	Being able to produce a product using fewer resources

	Aggregate demand
	The total of all planned expenditure in an economy at each level of prices. Aggregate demand is the total level of demand in the economy. It is the total of all desired expenditure at any time by all groups in the economy. The main groups who spend are consumers (consumption), firms (who spend on investment), government (government expenditure) and overseas (exports). Total aggregate demand is therefore: 
AD = C + I + G + (X-M)

	Aggregate supply
	Aggregate supply is the total of all planned production at each level of prices. Aggregate supply is the total quantity supplied at every price level. It is the total of all goods and services produced in an economy in a given time period. 

	Appreciation
	Occurs when the NZ dollar increases in value
ie. a $NZ will buy more foreign currency
Note = $NZ getting stronger

	AS –AD model
	Is a model of the aggregate goods market and graphs Y (or GDP) on the horizontal axis and PL (or price level on the vertical axis)
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	Balance of payments
	An account that records transaction between one country another. 
Made up of Current a/c + Capital a/c + Financial a/c 
A deficit = more payments than revenues

	Balance on current transfers
	A balance in the current a/c. This is current transfers inflows less current transfers outflows.
Transfers occur when resources are provided with no exchange of goods or services - e.g. foreign aid, benefits + pensions received from o'seas govts.

	Balance on goods
	A balance in the current a/c. This is goods exports (credits) less goods imports (debits).
Sometimes called merchandise trade balance.

	Balance on income
	A balance in the current a/c. This is income (credits) less income (debits).
Income refers to earning from the use of factors of production (land, labour and financial capital). It includes investment income derived from ownership of international financial assets - e.g. dividends, interest earned or paid on foreign loans).

	Balance on services
	A balance in the current a/c. This is services exports (credits) less services imports (debits).
Includes transport services (e.g. shipping, land or aircraft transport between residents and non-residents - e.g. international airfares), travel (includes, all goods and services acquired for personal use by NZers travelling abroad or foreigners travelling to NZ i.e. accommodation, meals, transportation within the economy visited, gifts souvenirs ), communication (includes telecommunication + postal), royalties and licence fees.

	Capital account
	A balance in the balance of payment recording capital transfers
eg. Written off debt, migrants funds


	Comparative advantage
	Being able to produce a product / service for a lower opportunity cost


	Consumption possibility curve
	A line on the production possibility curve model showing the various consumption options after trade

	CPC / PPC showing basis for trade
	









	Cost push inflation
	Inflation caused by an increase in aggregate supply
ie. inflation caused by rising production costs.

	Cost push inflation on AS –AD model
	













	Current account
	A balance in the balance of payment recording current transfers
Calculated by adding
Balance of goods + Balance of services + Balance of Income + Balance of Current transfers

	Demand pull inflation
	Inflation caused by an increase in aggregate demand
eg.  C due to  household confidence.

	Demand-pull inflation on AS –AD model
	













	Depreciation
	Occurs when the NZ dollar decreases in value
ie. a $NZ will buy less foreign currency
Note = $NZ getting weaker

	Derived demand
	The demand for resources is dependent on the level of demand for the final goods and service they will be used to produce.

	Direct value added expenditure
	Changes in real spending directly related to an event
eg demand for NZ dairy exports causes increased dairy export receipts

	Domestic 
	Transactions within a country
eg. Domestic price = NZ price for g+s 
Domestic demand the consumption of g+s by NZ’ers 
Domestic supply the g+s produced by NZ’ers

	Economic Growth
	occurs when the total level of production and real income in an economy rises.
This means that people living in that economy are able to satisfy more of their needs and want

	Equality (equal)
	The same. If a primary school teacher and a secondary school teacher earn the same amount of money, then they have equality of income.

	Equity (equitable)
	Fairness. A doctor will be paid more than a labourer because that is as being fair due to the amount of training involved (and other issues).

	EU (Economic Union)
	European Union (formally EEC (European Economic Community))
Note: The most recent development of this group is the “euro”, i.e. a single currency used by all member countries


	Export
	Goods and services made in New Zealand but sold to buyers from another country

	Export receipt
	Payment received for goods and services sold overseas

	Financial account
	A balance in the balance of payment recording transactions affecting international assets and liabilities

	Foreign investment in NZ
- portfolio
- direct
- other
	Overseas investments into NZ
1. Direct Investment
- occurs if the investment gives 10% or more ownership (or voting power) in the enterprise.
2. Portfolio Investment
- occurs if the level of equity ownership is less than 10% ownership.
3. Other Investments
Consist of trade credits, o'seas loans / deposits, and o'seas currency. 


	Free trade
	Occurs when the sale or purchase of goods and services occurs without direct intervention by government

	Goods
	These are tangible things that you can touch
eg. Consumer goods = ice creams
       Capital goods = machines


	Gross Domestic Product
( GDP)
	Total market value of all final goods and services produced by an economy in a year

	Import
	Goods and services made overseas but sold to New Zealanders

	Import payment
	Payment made for goods and services purchased from other countries


	Increase production economic growth on PPC
	












	Increase productive capacity economic growth on PPC
	










	Indirect value added expenditure
	Flow on changes in spending to industries supplying resources (indirectly relate) to an industry affected by an event
eg increased demand for dairying will increase spending on fertilizer products for pastures

	Induced value added expenditure
	Flow on changes in spending to industries unrelated relate to an industry affected by an event due to changes in income that it causes in the economy
eg. increased demand for dairying will increase dairy farmers income who will then buy proportionately more luxury products so for example firms supplying spa pools may have increased demand / spending on their products

	Inequality (unequal)
	Not the same. If there are two lawyers and one gets paid more than the other, then they have unequal incomes 

	Inequitable
	Unfair. An accountant with ten more years experience gets paid the same amount of money as another accountant even though she has more responsibility.

	Inflation
	Inflation occurs if there is a rise in the general level of prices 
ie. If products rise on average by 10%, then there is 10% inflation.

	Inflation
	Inflation occurs if there is a rise in the general level of prices ie. If products rise on average by 10%, then there is 10% inflation.

	International trade
	Exchanging goods and services between  countries
eg. NZ sell wool to Japan

	Net exports
	The balance between receipts from exports and payments for imports.

	NZ investment abroad
- portfolio
- direct
-other
- reserve assets
	NZ investment into overseas markets
1. Direct Investment
- occurs if the investment gives 10% or more ownership (or voting power) in the enterprise.
2. Portfolio Investment
- occurs if the level of equity ownership is less than 10% ownership.
3. Other Investments
Consist of trade credits, o'seas loans / deposits, and o'seas currency. 
4. Reserve Assets
= NZ's official reserve assets are held by NZ Treasury & RBNZ  
e.g. RBNZ holds foreign currency to allow it to intervene in forex market in the event of a currency crisis.

	Opportunity cost
	The cost of one good or service measured in terms of the cost of the next best alternative foregone.
ie. it is the second ranked item you missed out on when you make a decision [obviously, the first ranked the one is the you choose]  

	PPC / CPC showing basis for trade
	









	Price taker
	An exporting or importing country that is so small it cannot influence the world price 
ie. If NZ increased demand for cars this would be so small an effect on the world market that the price wouldn’t change
Note 
Exporters who are price takers face a horizontal world demand curve for the exports they want to sell
Importers who are price takers face a horizontal world supply curve for the imports they want to buy.

	Production possibility curve (frontier)
	A line on the production possibility curve model showing the various output options that are possible is all resources and technology are fully utilised.

	Protection
	Occurs when government intervenes (creates barriers) in the exchange of goods (trade
eg. subsidy, tariff, quota

	Quota
	A number limit set on the quantity of a product that is permitted to be imported.

	S/D Forex graph
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	Services
	These are intangible things that someone does for you
eg. hair-cuts, swimming lessons

	Subsidy
	Payout by govt to producers that lowers the price to consumer / raises revenue received by producer

	Tariff
	Tax imposed on imports which raises their price making domestic products more competitive

	Trade (business) cycle
	The trade cycle is the fluctuations in the rate of economic growth that take place in the economy 
These fluctuations appear to occur around every three to five years








	World case - S/D + trade graph
	










	World price
	The price that countries agree to trade with each other at.
Note in 2 country case this occurs where X = M, in others (eg. price taker) it occurs at the world market equilibrium.  
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