TEACHING NOTES FOR AS 1.4 - The Market 
· Students need to say what they mean

Students need to know and use the following terms in the correct context

Money –anything used to settle a debt. Normally banks notes and coins

Rent –factor reward for natural resources

Income –factor reward for human resources

Disposable income –income after direct tax and transfer payments

Cash –bank notes and coins

Revenue –consumer spending paid to producer

Profit –revenue minus expenses

Expenses -costs of production for firms

Cost –something the producer pays (costs of production) –affects Q supplied

Price –something the consumer pays (price of a good or service) –affects Q demanded

· Students must be able to define all the key economic terms.

Definitions must be tight and clear. For example, the definition of market must include “place or situation” and should be backed up with a solid example where possible.

· Students need to know the difference between

Individual demand and market demand

Individual supply and market supply

Quantity demanded and demand

Quantity supplied and supply

Income tax (P.A.Y.E.) and indirect tax (excise tax, sales tax, Goods and Services tax)

Excess demand (shortage) and Excess supply (surplus)

Price floor (minimum price) and Price ceiling (maximum price)

· Students need lots of practice explaining changes:

 How the equilibrium is restored if the price is above or below the equilibrium. 

For example, if the price is below the equilibrium: “a situation of excess demand exists as quantity demanded is greater than quantity supplied. Consumers who think they will miss out bid up the price. As the price increases quantity supplied increases and quantity demanded decreases until they are equal. The new equilibrium is restored.

Calculating producers total revenue before and after a sales tax and subsidy

Calculating consumers total spending before and after sales tax and subsidy

· Students must label graphs and changes to graphs appropriately

Label new curves D1 or S1

Show arrows to illustrate shift direction

Show arrows on price and quantity axis for price changes

Label P, P1 and Q, Q1 for price changes

Dotted lines need to be drawn dotted (!)

· Students need to understand command words in assessment questions

State –memory recall

Define –precise economic definition with a clear back up example

Identify –show, draw, label, pick from the table, state

Show the effect –use dotted lines, arrows, P, P1, Q, Q1 on graph

Explain –define, discuss, use context from the question, link back to the question

Consequences- what will happen as a result of the change? E.g.: there is a shortage of the product so some consumers will have to purchase a substitute instead. Rather than describing a symptom or effect such as, “there is a shortage of the product so the price will rise”



Non economic example
E.g. Cause:           a student talks in class. 

      Effect:           student given detention

      Consequence: student can’t hang out with friends at lunchtime

Economic example

E.g. Cause            firms domestic supply decreases as they export

       Effect:          shortage results in domestic market

                           domestic consumers bid up price until equilibrium is restored

 Consequence: producers receive higher price for exports, domestic sales will decrease, domestic consumers face higher prices, domestic quantity demanded will fall, might only be able to buy lower quality products if first grade products are exported

Students need to be aware that the cause is different to the effect which is different to the consequence. 

STUDENT CHECKLIST AS 1.4
Title: Describe the market and market equilibrium 
This achievement standard involves the description of the market and market equilibrium.
Achievement Criteria

	Achievement
	Achievement with Merit
	Achievement with Excellence

	· Describe the market and market equilibrium.
	· Describe the market and explain market equilibrium.
	· Describe the market and fully explain market equilibrium.


Describe: means to recall, identify, give basic definitions, give examples, details about, an account of, relate, demonstrate knowledge of.  Students may give descriptions in words, diagrams, flow charts, graphs or other similar devices.        

e.g.
 [1]  Define a term  e.g. market - A place or situation where goods or services are exchanged    

[2]  Identifies a key element of a contract e.g. offer and acceptance

[3] The new equilibrium price and quantity correctly identified and labelled.

Explain: means to identify a key idea and to say why or how, give reasons for, predict, interpret, compare, distinguish in the context given i.e. using example given.

e.g. 
[1] Identify an excess demand on a supply and demand graph and explain the process by 
which equilibrium is restored e.g. due to a shortage, buyers bid up the price, as price rises the quantity supplied rises and quantity demand falls until price reaches equilibrium.
[2]  Identify and calculate changes on a supply and demand graph e.g. producers revenue 
was $60, but now they receive $62.50 from consumers and $25 from the government meaning revenue has increased $27 to $87.50.
Fully explain: means to explain in depth and/or breadth i.e. means to correctly use economic terms and concepts to explain the concepts related to the market and market equilibrium.
i.e.  get all merit answers correct for a particular question

e.g.
 part (a) identify new prices/quantities/ revenue received/subsidy on a supply 
all parts

  and demand  diagram 






correct to        
      
part (b ) explain why producers revenue might rise as a result of a subsidy     
merit

     
part (c)  explain the advantages and disadvantages of the subsidy  

level
Remember: partially correct answers may earn achieved so you should attempt every question in every paper. Excellence questions require you to attempt all parts of a question.

	I can do

(
	Revision Checklist

AS 1.5 The Market

Key Idea/Term
	I need further practice

(

	The assessment of the market will involve a selection from:

	· the definition of a market

	· 
	1. Define
	

	· 
	· Market
	

	· 
	2. Give examples of the market operating as a:

· a place
	

	· 
	· a situation 
	

	· alternatives to markets, eg self-sufficiency

	· 
	1. Define
	

	· 
	· non market allocation
	

	· 
	2. Describe how the following are non market ways of allocating goods and services 
	

	· 
	· self sufficiency
	

	· 
	· volunteer organisations e.g. salvation army
	

	· 
	· family/whanau
	

	· 
	· Government
	

	· 
	· community organisations e.g. sports clubs
	

	· the diversity of operation of goods and services markets, e.g. mail order, internet, face to face

	· 
	1. Give examples of the different ways the goods and services market can operate
	

	· 
	· mail order
	

	· 
	· Internet
	

	· 
	· face to face
	

	· the understanding that exchange usually occurs with the aid of money

	· 
	1. Define 
	

	· 
	· Money
	

	· 
	· Barter
	

	· 
	2. Describe 
	

	· 
	· how money simplifies the process of exchanging goods and services i.e. why   
it is better than barter.
	

	· 
	· the link between specialisation and exchange
	

	· 
	3. Describe/identify the 4 functions of money 
	

	· 
	· medium of exchange
	

	· 
	· store of value
	

	· 
	· measure/standard of value
	

	· 
	· means of deferred payment
	


	I can do

(
	Key Idea/Term
	I need further practice

(

	· 
	3. Describe the 6 characteristics of money 
	

	· 
	· Scarce
	

	· 
	· Acceptable
	

	· 
	· Recognisable
	

	· 
	· durable 
	

	· 
	· Portable
	

	· 
	· Divisible
	

	The assessment of market equilibrium will involve a selection from:

	· market demand as the sum of the demand of individual consumers

	· 
	1. Define 
	

	· 
	· individual demand
	

	· 
	· market demand
	

	· 
	2. Calculate market demand from given information 
	

	· 
	3. Construct a market demand graph from given information
	

	· market supply as the sum of the supply of individual producers

	· 
	1. Define 
	

	· 
	· individual supply
	

	· 
	· market supply
	

	· 
	2. Calculate market supply from given information 
	

	· 
	3. Construct a market supply graph from given information
	

	· identification of market equilibrium, excess supply and excess demand

	· 
	1. Define 
	

	· 
	· market equilibrium
	

	· 
	· excess supply / surplus
	

	· 
	· excess demand / shortage
	

	· 
	2.  Draw a supply and demand graph for a market from given data (e.g. schedules /    

    paragraph)

        Remember 
	

	· 
	· Title
	

	· 
	· axis labels        [watch for units e.g. $ per kg, quantity per week]
	

	· 
	· label curves
	

	· 
	· plot points
	

	· 
	· constant even scale
	


	I can do

(
	Key Idea/Term
	I need further practice

(

	· 
	3. Identify and label on graph
	

	· 
	· equilibrium price
	

	· 
	· equilibrium quantity
	

	· 
	· excess supply  [label distance]
	

	· 
	· excess demand [label distance]
	

	· how the market reacts to excess demand or excess supply to reach equilibrium

	· 
	1. Explain how market reacts to an excess demand
	

	· 
	· e.g. due to a shortage, buyers bid up the price, as price rises the quantity supplied rises and quantity demand falls until price reaches equilibrium 
	

	· 
	2. Explain how market reacts to an excess supply
	

	· 
	· e.g. due to a surplus, sellers drop the price to sell surplus, as price falls the quantity demanded rises and quantity supplied falls until price reaches equilibrium 
	

	· the effect of changes in supply and demand on price and quantity

	· 
	1. Show on a supply and demand graph the effect of  
	

	· 
	· increase in demand
	

	· 
	· decrease in demand
	

	· 
	· increase in supply
	

	· 
	· decrease in supply
	

	· 
	2. On these diagrams label   [indicate direction change using arrows]
	

	· 
	· original equilibrium price
	

	· 
	· original equilibrium quantity
	

	· 
	· new equilibrium price
	

	· 
	· new equilibrium quantity
	

	· 
	3. Explain the changes on the diagram i.e. demand increases because ….. and this   

    causes equilibrium price to ……. and equilibrium quantity to .……
	

	· the effect of price controls, taxes (direct and indirect) and subsidies on market equilibrium

	· 
	1. Define and give examples of
	

	· 
	· maximum price
	

	· 
	· minimum price
	

	· 
	2. On a supply and demand diagram show effect of a maximum price control set below equilibrium price on
	

	· 
	· Price
	

	· 
	· quantity demanded
	

	· 
	· quantity supplied
	

	· 
	· identify the situation in the market [i.e. shortage] and identify the distance
	

	· 
	· explain the changes to the diagram
	

	· 
	Note: if maximum price is set above equilibrium price then it has no effect – market forces return the market to equilibrium
	


	I can do

(
	Key Idea/Term
	I need further practice

(

	· 
	3. On a supply and demand diagram show effect of a minimum price control set above equilibrium price on
	

	· 
	· Price
	

	· 
	· quantity demanded
	

	· 
	· quantity supplied
	

	· 
	· identify the situation in the market [i.e. surplus] and identify the distance
	

	· 
	· explain the changes to the diagram
	

	· 
	Note: if minimum price is set below equilibrium price then it has no effect – market forces return the market to equilibrium
	

	· 
	4. Define and give examples of 
	

	· 
	· direct tax
	

	· 
	· indirect tax
	

	· 
	5. On supply and demand diagram show the effect of a increase/decrease in direct tax [note: direct tax affects demand]
	

	· 
	· demand 
	

	· 
	· equilibrium price
	

	· 
	· equilibrium quantity 
	

	· 
	· explain the changes to the diagram i.e. why an increase in direct taxes 
decreases demand and its effect on price/quantity
	

	· 
	6. On supply and demand diagram show the effect of a increase/decrease in indirect tax [note: indirect tax affects supply]
	

	· 
	· supply  [note: supply shifts vertically by the amount of tax]
	

	· 
	· equilibrium price
	

	· 
	· equilibrium quantity
	

	· 
	· explain the changes to the diagram i.e. why an increase in indirect taxes 
decreases supply and its effect on price/quantity
	

	· 
	· calculate values for 
	

	· 
	· consumer spending before and after tax
	

	· 
	· producer earnings before and after tax
	

	· 
	· total tax paid to Government
	

	· 
	7. Define and give examples of 
	

	· 
	· Subsidy
	

	· 
	8. On supply and demand diagram show the effect of a increase/decrease in 

     subsidy 
	

	· 
	· supply  [note: supply shifts vertically by the amount of subsidy]
	

	· 
	· equilibrium price
	

	· 
	· equilibrium quantity
	

	· 
	· explain the changes to the diagram i.e. why an increase in subsidy 
increases supply and its effect on price/quantity
	


	I can do

(
	Key Idea/Term
	I need further practice

(

	· 
	· calculate values for 
	

	· 
	· consumer spending before and after subsidy
	

	· 
	· producer earnings before and after subsidy
	

	· 
	· total cost of the subsidy to the Government
	

	· ways firms compete through price and non-price competition

	· 
	1. Define 
	

	· 
	· price competition
	

	· 
	2. Describe examples of price competition e.g. 
	

	· 
	· Discounts
	

	· 
	· buy one get one free
	

	· 
	· sale prices
	

	· 
	· interest free terms
	

	· 
	3. Show on supply and demand diagram the effect of price competition i.e. lower price will lead to greater quantity demanded 
	

	· 
	4. Define 
	

	· 
	· non price competition
	

	· 
	· product differentiation
	

	· 
	· product variation
	

	· 
	5. Identify and describe examples of product differentiation  e.g.
	

	· 
	· Advertising
	

	· 
	· Packaging
	

	· 
	· Sponsorship
	

	· 
	· Branding
	

	· 
	· Service
	

	· 
	· Location
	

	· 
	· Competitions
	

	· 
	· loyalty schemes 
	

	· 
	6. Identify and describe examples of product variation 




e.g. diet coke /sugar free coke/vanilla flavoured coke.
	

	· 
	7. Show on supply and demand diagram the effect of non price competition i.e. greater demand for the good/service. 
	

	· advantages and disadvantages to both consumer and producer of price and non-price competition.

	· 
	1. Explain the advantages of price and non price competition to 
	

	· 
	· Consumers
	

	· 
	· Producers
	

	· 
	2. Explain the disadvantages of price and non-price competition to 
	

	· 
	· Consumers
	

	· 
	· Producers
	


Terms and Definitions 90198 (1.4)

	Auction
	A form of market where buyers bid the price they are prepared to pay for a good or a service. An auctioneer accepts the highest bid

	A contract


	A contract is an agreement between at least two competent parties that creates an obligation on each that is enforceable by law. There are seven essential requirements of a contract: Is there intention to create a legal relationship? Are the offer and acceptance freely given? Is the object of the contract legal? Is there an offer by one party and an acceptance by another? Are both parties competent under law? Is the agreement in its proper form? Is there consideration given by each party when required?

	A Market


	Is a place or a situation where buyers and sellers meet to exchange goods and services? For a market to exist the buyers and sellers must know what is being traded and they must be able to communicate by some means

	Barter


	Barter is the swapping of goods /services for other goods/ services. Barter is limited in that it requires a double coincidence of wants and is difficult to value one good / service in terms of another.

	Black market
	Where goods and services are sold illegally (or without tax being paid)

	Capacity
	A person must be solvent, sober and sane to enter into a valid contract.

	Caveat Emptor
	A Latin phrase meaning “let the buyer beware”

	Consumer Guarantees Act
	A law that protects consumers after they have purchased a good or a service

	Consideration
	Something of value must be exchanged for a contract to be valid (eg money)

	Demand
	The quantity of a good or a service that a consumer is willing and able to purchase at a range of prices in a given time period, assuming ceteris paribus

	Direct Tax


	A tax paid directly to the Inland Revenue Department (IRD) by the person or the business levied.

e.g. income taxes like PAYE and RWT.

Note: since these affect income they cause the demand curve to SHIFT.

	Double coincidence of wants
	Main problem with barter. You must want what the other person has and they must want what you have.

	Duress
	When pressure is put on someone to enter into a contract

	Equilibrium Price
	The price where quantity demanded is the same as the quantity supplied.

	Equilibrium Quantity
	The quantity that is bought and sold at the equilibrium price.

	Excess Demand


	A situation in which the quantity demanded exceeds the quantity supplied at a given price. Note: Any price below the equilibrium price will create excess demand.

Eventually consumers bid up the price to guarantee purchases ( price rises to the equilibrium price)

	Excess Supply


	A situation in which the quantity supplied exceeds the quantity demanded at a given price. Note: Any price above the equilibrium price will create excess supply.

Eventually producers will lower the price to sell excess stock ( price falls to the equilibrium price)

	Fair Trading Act


	Consumers need to make informed choices when buying goods and services. Consumers get their information from advertisements, salespeople, packaging and labelling.

The act is designed to: prevent misleading 

& unfair practices by sellers, ensure adequate product information is available, to permit the establishment of product safety standards, to prohibit the sale of unsafe products & to permit their mandatory recall.

	Goods and Services Market
	The market for finished goods and services

	Functions of Money


	Money can be used as a standard of value, medium of exchange, store of value and as a   means of deferred payment.

	Imports
	When New Zealand consumers purchase goods and services from overseas producers. 

	Indirect Tax


	A tax on goods and services paid indirectly to the IRD by the sellers or producers of the goods or services on which the tax is levied.

Note: Since these affect cost of supplying g or s they cause the supply curve to SHIFT.

	Market Demand
	The total of all individual demand for a particular good or service.

	Market Supply
	The total of all individual producer's supply of a particular good or service.


	Market Equilibrium


	Occurs at the price where quantity demanded equals quantity supplied. Note:
1. graphically it occurs where the supply and demand curves intersect.

2. it is the only place a market can operate long run.

	Market Forces


	Result from producers and consumers operating in their own self interest. Above the equilibrium the market forces of excess supply results in producers lowering the price. Below the equilibrium the market forces of excess demand results in consumers bidding up the price.

	Maximum Price Control


	 A price ceiling set by government in an attempt to keep g and s affordable to those on low incomes. Price is not allowed to rise above this level this causes EXCESS DEMAND.

	Minimum Price Control


	A price floor set by the government in an attempt to keep producers in a market e.g. the minimum wage.

Price is NOT allowed to fall below this level normally creates EXCESS SUPPLY)

	Money
	Anything used as a medium of exchange or to settle a debt.

	Medium of Exchange


	Is anything that is accepted in exchange for goods and services e.g. money.

	Non Market Allocation of Goods and Service


	In a market driven economy the economic problem of scarcity is decided by the market. There are alternatives e.g. government, charity and communes.

	Non Price Competition


	Firms compete using product differentiation and variation to increase market share.

	Obligations
	Things that we have to do.

	Price Competition
	Firms compete on price to increase market share by using methods such as:” buy 1 get 1 free”, sales, interest free credit &loss leaders

	Product Differentiation


	Methods employed by producers to make consumers believe the product is different e.g. location packaging and sponsorship.

	Product Variation


	Real difference on the product e.g. deluxe, station wagon and economy etc.

	Qualities of Money


	Money has seven qualities that make it a good medium of exchange: money is Acceptable, Recognisable, Stable, Portable, Devisable, Durable and Scarce.

	Rights
	Things that we have

	Self sufficiency
	When a person producers all their own goods and services.

	Subsidy


	Payments to producers in order to encourage production of particular goods or services.

Note: Since these affect cost of supplying goods they cause the supply curve to SHIFT

	Shortage
	When quantity demanded is greater than quantity supplied. Occurs when price is below equilibrium. Also called excess demand

	Surplus
	When quantity supplied is greater than quantity demanded. Occurs when price is above equilibrium. Also called excess supply. 

	Supply
	The quantity of a good or service that a producer is willing and able to supply at a range of prices in a given time period. Assuming ceteris paribus. 

	Tender
	A form of price setting where buyers place their bid in writing. 

	The Consumer Guarantees Act


	The CGA gives consumers guarantees about the quality of goods and services they buy for their own use either by sale, hire purchase, lease, gift, exchange or hire. The act does not cover goods or services purchased at a garage sale or a private sale or goods purchased to be used by a business.

	What does the Consumer Guarantees Act

guarantee about goods?
	The Act guarantees that the seller of the goods has title, the goods are fit for the particular purpose, fit the description, if the price has not been agreed to that it is reasonable, repair facilities and spare parts exist and guarantees manufactures warranties 

	What does the Consumer Guarantees Act

guarantee about services?
	The CGA guarantees that the service will: be carried out with reasonable care, fit for the particular purpose, completed within a reasonable time and that if the price is not agreed that it is reasonable.


List of Practice Exam Questions - AS90198
The following is a list of practice questions that relate to each achievement criteria.

Achievement Criteria

	Achievement
	Achievement with Merit
	Achievement with Excellence

	A
	· Describe the market and market equilibrium
	M
	· Describe the market and explain market equilibrium
	E
	· Describe the market and fully explain market equilibrium.


	Criteria
	Exam Questions

	A
	· NCEA Exam 2007 Questions 1a, 1di, 2a, 2b, 2c, 2di, 3a, 4a, 4b, 4c, 4di, 5
· NCEA Exam 2006 Questions 1a, 1c, 1d, 2a, 2b, 2c, 3b, 3c, 3di, 4a, 5b
· NCEA Exam 2005 Questions 1a, 1b, 1e, 2a, 3a, 3b, 4b
· NCEA Exam 2004 Questions 1a, 1b, 1c, 1d, 2a, 2b, 4b, 4c, 

	M
	· NCEA Exam 2007 Questions 1b, 1c, 1dii, 2dii, 2diii, 3b, 3c, 3d, 4diii, 6a, 6b, 6ci, 6cii
· NCEA Exam 2006 Questions 3a, 4b, 5a, 5c, 6b, 6c, 6d
· NCEA Exam 2005 Questions 1c, 1d, 2b, 2c, 2d, 4a, 4c, 5a, 5b, 6a
· NCEA Exam 2004 Questions 5b

	E
	· NCEA Exam 2007 Questions 3, 4, 6
· NCEA Exam 2006 Questions 3, 6a, 6e
· NCEA Exam 2005 Questions 2, 4d, 5, 6b, 6c 
· NCEA Exam 2004 Questions 3b, 4a, 4d, 5a, 6a, 6b, 7a, 7b


For teachers who have purchased the CETA 2008 exams those questions can be added to this list.

If a copy of these exams and answers is required use the following web address 
www.nzqa.govt.nz/ncea/assessment/index.html      
and use the search function to find the exam and/or answer schedule you need. 
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