Topic A10 - The International Market (Trade)

New Zealand is a price taker in the world market; therefore it has a perfectly elastic (or horizontal) supply and demand curve for exports and imports at the world price (PW). New Zealand must accept or take the price that is set in the world market. New Zealand is too small to influence the world price as its exports or imports are a very small part of the world market.

New Zealand as an Exporter

When the world price (PW) is higher than the New Zealand price (PNZ), New Zealand will be an exporter.
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New Zealand as an Importer

When the world price (PW) is below the New Zealand price (PNZ), New Zealand will be an importer.
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Establishing the Trade Price – Two Country Model

Assuming trade is only between two countries for a particular good, the trade price is established where the exports from one country are equal to the imports from the other country.  

Example – Assume New Zealand only exports apples to Singapore, and Singapore only imports apples from New Zealand. 
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· Label the axis and curves.

· Label the equilibrium price (PNZ) and quantity (QNZ) of apples in NZ before trade. 

· Label the equilibrium price (PS) and quantity (QS) of apples in Singapore before trade.

· New Zealand should export / import apples to the Singapore. Why?

· Find the world price (Pw) where amount of apples exported from NZ is exactly equal to the amount of apples imported by Singapore (NB - this model assumes that NZ only exports apples to Singapore and Singapore only imports apples from NZ)  

· Label the new quantity of apples produced in NZ after trade (A)

· Label the new quantity of apples consumed in NZ after trade (B)

· Label the amount of exports to Singapore from NZ (Qx)

· Label the new quantity of apples produced in Singapore after trade(C)

· Label the new quantity of apples consumed in Singapore after trade(D)

· Label the amount of imports into Singapore from NZ (Qm)

· Which groups in NZ and Singapore benefit from trade in the example above?

· Which groups in NZ and the UK lose from trade in the example above?

Tariffs and Trade

A tariff is a tax on an imported good. The effect of a tariff on a market is shown below.
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Topic 10 - The Labour Market
The labour market is a resource (or factor) market. Like any market, it is the buyers (demand) and sellers (supply) who determine the price and quantity of labour.  The price of labour is the wage rate, the demand for labour comes from employers, and the supply of labour comes from those who are in the workforce.

Workforce (labour force) – those people who are of working age (between 15 and 65) and are willing and able to work. 
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· The supply of labour curve (SL) slopes upwards, as people are encouraged to work more as wages increase. People require higher wages as compensation for giving up their leisure time.

· The supply of labour curve (SL) becomes vertical at the level of full employment. There is a limit to the quantity of workers available. 

· The demand for labour curve (DL) slopes down, as workers’ wages are a cost of production for employers. If wages fall, employers will be able to afford to hire more workers.

· The price of labour is the real wage rate (W/P). The nominal wage rate (W) is the current dollar value of wages. The real wage rate (W/P) is adjusted for inflation, and show the purchasing power of wages. 

· When the market is in equilibrium (W/P, QL) there is no involuntary unemployment – everyone who wants to work at the existing wage rate has a job (QSL = QDL). However, voluntary unemployment is equal to QL( f. These are people who have no job but are not seeking employment, as the existing real wage rate is too low. 
Factors Affecting the Supply of Labour (SL)

· Population size (births vs. deaths and net migration).

· Labour force participation rate (the ratio of the labour force to the working-age population). This is influenced by the school leaving age, retirement age, number of students going on to study at university, the number of parents returning to work after having children, etc. 

Factors Affecting the Demand of Labour (DL)

· The demand for labour is called a derived demand. This means the demand for labour comes from the demand for the good or service workers produce. For example, the demand for teachers comes from the demand for education, the demand for builders comes from the demand for housing. Therefore the demand for labour is derived from the demand for the final goods and service. 

· Changes in productivity. A more productive worker is a more profitable worker to an employer. Increases in productivity increase the demand for labour.

Minimum Wage Legislation

The government may intervene in the labour market to ensure a fair or equitable wage rate for workers. If the government sets a minimum wage above the equilibrium wage rate, employers may not legally offer employment at a wage rate below the level set. 
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As a result of the minimum wage:

· employment has decreased from O – QL to O – QDL.

· involuntary has increased from zero to QDL – QSL.

· voluntary unemployment has decreased from QL – f to QSL – f.  

Topic 10 - Incidence (burden) of an Indirect Tax 
The incidence or burden of a tax refers to how much and what portion of the tax is paid to the government by the consumer or producer.

1)
A Tax and Inelastic Demand  
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2)
A Tax and Elastic Demand 
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Incidence of a Subsidy

The incidence or burden of a subsidy refers to how much and what portion of the subsidy is received by the consumer or producer. 

1)
A subsidy and Inelastic Demand  
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2) A Subsidy and Elastic Demand  
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A) Before trade





The price of family cars is $30,000 and 70,000 cars are sold. All of these cars were assembled in New Zealand.





B) With trade





The price of family cars falls to $20,000. Consumers now buy 140,000 cars. All of these cars are imported; no cars are assembled in New Zealand at this price. 





C) With a tariff 





A tariff of $5,000 increases the price of imported family cars to $25,000. The amount of cars purchased by New Zealand consumers falls to 105,000. 35,000 cars will be assembled in New Zealand and 70,000 cars will be imported at this price.
































The local price of cars will fall to match the world price. 





The quantity demanded of cars by New Zealand consumers will rise, the quantity supplied by local car manufacturers will fall and the shortage can be imported at the world price. 








The local price of apples will have to rise to match the world price. 





The quantity demanded of apples by New Zealand consumers will fall, the quantity supplied by local apple growers will rise, and the surplus can be exported at the world price. 




















































































































































































































An inelastic demand curve has a relatively steep slope.





The equilibrium price before the tax is P1 and the quantity is Q1.





The tax increases producer’s costs and shifts the supply curve up vertically by the amount of tax.





Consumers now pay P2 and buy Q2 units. Total tax paid by consumers is the area P1P2XZ. This is the incidence or burden of the tax on consumers.





Producers receive P3 and sell Q2 units. Total tax paid by the producer is the area P1ZYP3. This is the incidence or burden of the tax on producers.

















The area P2XYP3 is the total tax revenue received by the government from the tax. 





Consumers pay a greater proportion of the total tax compared with producers, therefore the incidence of a tax on a good with inelastic demand falls more heavily on the consumer.














An elastic demand curve has a relatively flatter slope.





The equilibrium price before the tax is P1 and the quantity is Q1.





The tax increases producer’s costs and shifts the supply curve up vertically by the amount of tax.





Consumers now pay P2 and buy Q2 units. Total tax paid by consumers is the area P1P2XZ. This is the incidence or burden of the tax on consumers.





Producers receive P3 and sell Q2 units. Total tax paid by the producer is the area P1ZYP3. This is the incidence or burden of the tax on producers.











The area P2XYP3 is the total tax revenue received by the government from the tax. 





Producers pay a greater proportion of the total tax compared with consumers, therefore the incidence of a tax on a good with elastic demand falls more heavily on the producer.











An inelastic demand curve has a relatively steep slope.





The equilibrium price before the tax is P1 and the quantity is Q1.





The subsidy decreases producer’s costs and shifts the supply curve down vertically by the amount of subsidy.





Consumers now pay P2 and buy Q2 units. Total subsidy received by consumers is the area P1ZYP2. This is the incidence or burden of the subsidy for consumers.





Producers receive P3 and sell Q2 units. Total subsidy received by the producer is the area P1P3XZ. This is the incidence or burden of the subsidy for producers.











The area P2P3XY is the total value of the subsidy paid by the government. 





Consumers receive a greater proportion of the total subsidy compared with producers, therefore the incidence of a subsidy of a good with inelastic demand falls more heavily on the consumer.











An elastic demand curve has a relatively flatter slope.





The equilibrium price before the tax is P1 and the quantity is Q1.





The subsidy decreases producer’s costs and shifts the supply curve down vertically by the amount of the subsidy.





Consumers now pay P2 and buy Q2 units. The total subsidy received by consumers is the area P1ZYP2. This is the incidence or burden of the subsidy to consumers.





Producers receive P3 and sell Q2 units. The total of the subsidy received by producers is the area P1P3XZ. This is the incidence or burden of the subsidy to producers.











The area P2P3XY is the total value of the subsidy paid by the government. 





Producers receive a greater proportion of the total subsidy compared with consumers, therefore the incidence of a subsidy of a good with elastic demand falls more on the producer.
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