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 Assessment Schedule – 2011

Economics: Describe international trade and its causes and effects using economic models (90795)

Evidence Statement

	Q
	Evidence
	Achievement
	Merit
	Excellence
	Code

	ONE

(a)
	See appendix 1
	One of:

¾ items correct for the graph but the Pw must be correct

Or

Sates a negative impact of exporting on consumers
	General explanation of the negative impacts of exporting on consumers

No reference to article or graph required
	An In Depth answer which clearly links to the graph and article and shows the impact of exports on domestic price, and consumption
	A / M / E

	(b)
	As commodity prices rise the domestic price will rise also to Pw , as the producers will not supply to local consumers at a price less than what they can sell it for overseas. So the consumer will reduce the quantity they consume to Qd. The result is as the article said consumers are paying more for basics like meat and dairy products, and are having to reduce their consumption. 
	
	
	
	

	(c)
	· New Zealand farmers 

As the World Price increases, New Zealand farmers receive more revenue for their production, resulting in higher profits. It is likely that they will increase their output 

· producers providing services for farmers

Since farmers increase their output, they will need to increase their use of services such as farm transport and banking. This will increase revenue and profits of these producers

· the inflation rate
The increase in production and exports will result in higher income from profits, and wages for extra work carried out. This will lead to higher consumption. As AD increases, the Price Level will increase resulting in inflation/demand pull inflation.

(not just Agricultural prices rising, as these are single markets)

	Two of

· States that farmers will be better off with higher profits

· States that service firms will benefit from extra revenue and profit as well

· States that there will be an increase in inflation
	General

explanation that

gives one positive and one negative consequence of the higher commodity prices
	An In Depth explanation which addresses positive impacts for farmers and their support firms and the negative consequences in terms of higher inflation is appropriately explained. 
	A / M / E

	TWO

(a)
	The Current Account
	Any Two of:

· Current ac

· States current account deficit will increase financial account inflows
· States one valid pt about impact on producers
	One of:

A general discussion on how the deficit in the current account will lead to an increase in borrowing from overseas, and this will increase the inflows to the financial account
Or

A general discussion about the impact of the lower exchange rate on producers, which explains idea of price taker, and increased revenue when converted to NZ$
	In Depth explanation which covers how lower exchange rate results in higher revenue and profits as well as the likely reactions of the producer to this in terms of output and pricing decisions. Must make reference to the news story.
	A / M / E

	(b)
	 A current account deficit will mean the country has to borrow from overseas, which will result in an increase in inflows to the financial account 
	
	
	
	

	(c)
	· If the exchange rate decreases, the New Zealand producer will get more NZ$ when the exports receipts are converted to NZ currency. 

· As a result exporters revenue will increase as will their profits. 

· This is what happened to Temperzone who found their profit margins on products sold in Australia increased due to the lower dollar. 

· As a result it is likely that the producers will increase their output and supply more to the export market. 

· It is likely that they will supply less to the domestic market, and that prices will rise for exported products in NZ
	
	
	
	

	(d)
	Overseas students who perceive a greater risk of earthquakes in New Zealand may decide to go to alternative countries such as Australia or the USA. This will mean less students coming to NZ and the export receipts for education will decrease. Firms providing education will receive lower revenue and lower profits, and as a result will decrease their production providing less places in the schools. State schools will have less funds to support their education programmes and may have to cut back on the services they provide to NZ students.

This will impact on the wider economy. While students are in New Zealand they use a range of other services such as accommodation and entertainment etc. These industries are likely to see a downturn in demand and revenue as well. As profits and wages fall the loss of income to households will further reduce consumption. The decrease in AD will result in a fall in Real GDP, decreasing Economic Growth
	One of

· States that the education sector will see a drop in revenue

· States that Economic growth will decrease due to the drop in exports receipts/fall in incomes
	General

explanation of

the negative impacts of the earthquake on the education sector

and 

how this impacts directly on economic growth

or has flow on effects that effect economic growth
	In-depth

explanation of the impact on the education sector in terms of revenue and how this will impact on their future operations

plus 

how this will impact on economic growth both directly in terms of less exports, and the flow on effects.
	A / M / E

	THREE

(a)
	China has the Absolute advantage in both clothing and Dairy products as it is able to produce more of both  
	Two of:

· States China has the Absolute Advantage 

· Correctly calculates the opp.costs

· States that NZ should trade Dairy products for Clothing with China 


	One of:

A general explanation of why NZ should trade with China with reference to the concept of comparative advantage. Calculations need not be accurate
	In-depth

explanation of

comparative advantage, with reference to the accurately calculated values, and why NZ should trade with China, and the likely price range that will result
	A / M / E



	(b)
	Opp Cost  Dairy Clothing            

NZ               ¼       4 

China           2      1/2
	
	
	
	

	(c)
	New Zealand has the comparative advantage in producing Dairy products as our opportunity cost is only ¼ of a unit of clothing. China’s opportunity cost is 2 units of clothing. This means that New Zealand is relatively more efficient in producing Dairy Products as we forgo only ¼ of a unit of clothing to produce 1 unit of dairy compared to China’s 2.

China has the comparative advantage for producing clothing, as it has an opportunity cost of only ½, while NZ’s opportunity cost to produce clothing is 4. These differing costs provide the basis for trade with a price between ¼ and 2 for Dairy Products.
Trade will be mutually beneficial to both countries if NZ specialises in producing Dairy Products and trades them for Clothing which China can produce more efficiently.
	
	
	
	

	(c)
	·  Impact on New Zealand consumers

NZ consumers will benefit from the Trade Deal in that NZ tariffs on imported manufactured goods from China will be reduced or removed all together. This means that NZ consumers will pay a lower price for imported consumer goods. It is also likely that NZ competitors will lower their prices in order to compete. Consumers will be able to consume more manufactured goods as a result and will be better off.

· Impact on New Zealand manufacturers

NZ producers will be forced to lower their prices in order to compete with imported good prices as the tariffs are lowered or removed. This will reduce revenue and profits for producers who are likely to decrease their production/output or leave the market
· Impact on New Zealand’s Current Account Balance

The increased importing that results from increased access to Chinese manufactured goods will result in a worsening of the current account deficit. However, this does not take into account the gains that will be made by exporters as result of the trade deal so impact on current a/c not certain

	States Two of:

· Consumers made better off due to lower prices

· Producers worse off as they lower their process to compete

· Current Account Deficit will increase
	A General Discussion that covers one negative aspect and one positive aspect on the increased access to Chinese Manufactured goods
	An In Depth discussion that covers why consumers are better off, how producers are worse off and their likely response, at why the Current Ac deficit will may increase or decrease depending on the magnitude of changes to exports and imports
	A / M / E


Judgement Statement
	Achievement
	Merit
	Excellence

	4A 
	3 M 

1 A
	3E

1A
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