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	Level 2 Economics, 2011

90795 (2.2) Describe international trade and its causes and effects using economic models




Credits: Four

You should answer all questions in this booklet.

If you need more space for any answer, use the page(s) provided at the back of this booklet and clearly number the question

Check that this booklet has pages 1 – 8 in the correct order and that none of these pages are blank.

YOU MUST HAND THIS BOOKLET TO THE SUPERVISOR AT THE END OF THE EXAMINATION
	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.



	
Overall Level of Performance (all criteria within a column are met) 



You should spend 40 minutes answering this paper.

QUESTION ONE 

Kiwis squeezed as exports prices rise

At the moment we're paying it on the nose for the cost of strong commodity prices………

The effect at the checkout was Kiwis have to pay a lot more for the basics, Mad Butcher chief executive Michael Morton said.

17 Apr 2011, The Herald 

One Country Model with New Zealand as a Price Taker
Market for Lamb








(a)  On the graph above, clearly show:

i. a world price for lamb that would lead to exports, using the label Pw

ii. the level of lamb that would be consumed in New Zealand after trade occurs, using the label Qd

iii. the quantity supplied after trade occurs, using the label Qs

iv. the quantity of lamb exported, using the label X
(b) Fully explain, with reference to the news story and the graph above, the effects of increasing world commodity prices on New Zealand consumers. 
	

	

	

	

	

	

	

	

	

	


"The country can't have it both ways - they can't have cheap milk and meat and then have all the money coming back into the economy getting spent."


17 Apr 2011, The NZ Herald 

(c) Fully explain how an increase in the world price for meat has positive and negative effects on the New Zealand economy. Explain the impact on 
· New Zealand farmers
· producers providing services for farmers
· the inflation rate
	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	


QUESTION TWO


Lower aussie dollar boon for exporters

A kiwi dollar reaching record lows against the Australian currency is providing benefits for New Zealand exporters……….. Les Kendall, chief executive of air conditioning and ventilation equipment manufacturer Temperzone, said the firm's profit margins on products exported to Australia had improved since the kiwi's value dropped against the aussie.
10 Mar 2011, The Herald 

(a) The export of ventilation systems to Australia would be recorded in which Balance of Payments Account?
_______________________________________________________________

(b) New Zealand has had a persistent Current Account deficit. Explain the effect of a Current Account deficit on the Financial Account.
	

	

	

	

	


(c) Fully explain the impact of the lower Kiwi Dollar on exporters, with reference to the news story above.

	

	

	

	

	

	

	

	


Christchurch earthquake: Students pull out of study in NZ

The effects of the Christchurch earthquake are being felt in the export education industry as students are cancelling plans to study in New Zealand.
28 Mar  2011,The Herald 

(d) Fully explain the effect that fee-paying students from other countries deciding not to come to New Zealand will have on 

· the education industry
· current account
· economic growth in New Zealand
	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	


QUESTION THREE


New Zealand has a Free Trade Agreement with China. New Zealand currently exports its dairy products to China while importing clothing from China.






(a) Explain which country has an absolute advantage in the production of both dairy products and clothing
	

	


(b) Calculate the opportunity costs for producing dairy products and clothing in each country record them in the table below. (The opportunity cost of New Zealand producing Dairy products has been done for you).
	Country
	Opportunity Cost of producing 1 unit of Dairy Products
	Opportunity Cost of producing 1 unit of Clothing

	New Zealand
	= ¼     unit of Clothing
	= ¼     unit of Dairy Product

	China
	= ¼     unit of Clothing
	= ¼     unit of Dairy Product


(c) Use the opportunity cost table to fully explain why New Zealand should trade with China and the range of prices for dairy products that could result. 
	

	

	

	

	

	

	

	

	


82 per cent of New Zealand’s clothing imports, 72 per cent of imported footwear, 58 per cent of toys and sports goods and 52 per cent of imported furniture come from China.
The Herald Thursday Apr 14, 2011

(d) Fully explain the impact of the increasing access for Chinese manufactured goods, due to the New Zealand - China Free Trade Agreement, on the New Zealand economy. In your explanation you should refer to:

· Impact on New Zealand consumers

· Impact on New Zealand manufacturers

· Impact on New Zealand’s Current Account Balance

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	


	Extra paper for continuation of answers if required.

Clearly number the question
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New Zealand’s production possibility curve for dairy products and clothing�(per 1000 labour units)








China’s production possibility curve for dairy products and clothing�(per 1000 labour units)
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