
Externally assessed 4 credits

ECONOMICS

2.2
Achievement Standard 91223

Analyse international trade using 
economic concepts and models

What do you need to know to achieve this standard?
Trade concepts
• Major export goods and services

• Major import goods and services

• Major export and import markets

•  Balance on goods and services in the Current 
Account.

Trade models
•  Supply and demand using the two-country model

•  Supply and demand using New Zealand as a price 
taker

•  Supply and demand for the $NZ to show how an 
exchange rate is determined.

Impacts of trade
• Benefits of trade

• Impact of a tariff

• Impact of the exchange rate.

Assessment criteria

Achieved Merit Excellence

Analyse international trade using 
economic concepts and models.

Analyse international trade in 
depth using economic concepts 
and models.

Analyse international trade 
comprehensively using economic 
concepts and models.

The three levels of achievement
‘Analyse’ means you need to:

• identify, define or describe international trade concepts

• provide an explanation of causes of changes in international trade using economic models

• provide an explanation of the impacts of changes in international trade on various groups in 
New Zealand society.

‘Analyse in depth’ means you need to:

• provide a detailed explanation of causes of changes in international trade using economic models

• provide a detailed explanation of the impacts of changes in international trade on various groups in 
New Zealand society.

‘Analyse comprehensively’ means you need to:

• analyse causes of changes in international trade by comparing and/or contrasting their impact on 
international trade

• analyse the impacts of changes in international trade by comparing and/or contrasting the impact on 
various groups in New Zealand society

• analyse changes shown on economic models by integrating them into detailed explanations.
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Achievement

To ‘analyse international trade’ typically involves:

 defining economic terms and identifying examples of them from the resource material (the context, 
or the information in the question)

 identifying New Zealand’s top three exports, imports, export partners and import partners

 distinguishing between goods and services, and between exports and imports

 identifying transactions and placing them into the correct balance in the current account

 clearly labelling the curves, the axes and the equilibrium on diagrams

 using appropriate lines, labels, and arrows when showing changes on diagrams

 identifying both causes of changes in the models, and the effects of those changes

 using the allocated space to provide a clear answer to the question

 using a ruler and a pen when drawing diagrams or showing changes to diagrams

 reading statistical information from tables and graphs

 using appropriate units associated with tables and graphs (reading what is on the axes).

Achievement with Merit

To ‘analyse international trade in depth’ typically involves:

 explaining economic concepts and terms in more detail using examples from the resource material

 avoiding repeating the same information in answers

 providing reasons for the changes shown on diagrams, and referring to the labels used to identify 
changes in curves or equilibrium when explaining the changes made

 avoiding simply rewriting the question: make sure the question is actually answered by rereading it 
after writing the answer!

 identifying both positive and negative impacts of an event

 using resource material in answers

 avoiding irrelevant or incorrect material in answers.

Achievement with Excellence

To ‘analyse international trade comprehensively’ typically involves:

 giving all appropriate detail in answers and answering almost all questions correctly

 using economic terms accurately; e.g. export receipts, import payments, effects of price changes on 
quantity demanded and quantity supplied, costs of production, revenue, profit

 in explanations, linking all the relevant ideas from the question

 referring to the graphs and the resource material in answers

 demonstrating a comprehensive understanding by linking the causes of trade events with the impacts 
of those trade events on various groups in society – connect the main points in the question

 comparing and contrasting the impacts of changes in international trade on various groups in 
New Zealand society

 writing concise answers that answer the question directly.
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Common errors made by students who do not achieve this standard

• Being unable to identify New Zealand’s top exports, imports or trading partners.

• Not adding labels or adding incorrect labels on curves and axes.

• Shifting curves the wrong way on models.

• Not using arrows to show the direction of changes to curves, prices or quantities.

• Being unable to describe impacts of trade on different groups or on the current account.

• Not labelling changes to curves.

International trade
International Trade: Trade between countries, e.g. New Zealand exporting dairy products to Australia or 
buying electronics from Korea.

Exports: Goods produced in New Zealand and sold overseas.

Imports: goods brought to New Zealand from other countries.

International trade in services can occur in different ways:

• consumers from another country come to New Zealand, e.g. students for education, or tourists

• a designer completes work at a desk in New Zealand and sends it to a client overseas

• a firm sets up a branch in another country, e.g. a bank

• a professional travels to another country to offer advice, e.g. a specialist surgeon.

Whenever a service is provided to an overseas customer, whether that customer is in New Zealand (onshore 
services) or overseas (offshore services), the service is exported.

Services exported from New Zealand include tourism, education, construction; postal, legal, and 
architectural services.

NZ’s Top 10 exports (2019) NZ’s Top 10 imports (2019)

Rank Commodity Rank Commodity

1 Milk powder, butter and cheese 1 Mechanical equipment

2 Meat 2 Vehicles

3 Logs and wood 3 Petroleum

4 Fruit 4 Electrical equipment

5 Milk, cereals, flour, starch 5 Textiles

6 Mechanical equipment 6 Plastics

7 Wine 7 Optical and medical equipment 

8 Seafood 8 Iron and steel

9 Other food 9 Pharmaceutical products

10 Aluminium 10 Aircraft

 ISBN 978-1-990038-53-2 © Copying or scanning from ESA books is subject to the provisions of the Copyright Act 1994.

Analyse international trade using economic concepts and models  37

2.
2

AME L2 Econ 2022.indd   37AME L2 Econ 2022.indd   37 1/06/22   3:35 PM1/06/22   3:35 PM



Export partners
Since 1990 exports to Asia-Pacific countries have increased, particularly to China, Republic of Korea, Hong 
Kong (SAR), India and Singapore. Exports to Western countries (USA, UK, European countries) have fallen.

Top 10 export countries (2019)

Rank Country

1 People’s Republic of China

2 Australia

3 United States of America

4 Japan

5 United Kingdom

6 Republic of Korea

7 Hong Kong (SAR)

8 Germany

9 India

10 Singapore

Import partners
Since 1990 there has been strong growth in imports from China, Singapore, Thailand and the Republic of 
Korea. These are all countries with which New Zealand has signed trade agreements.

Top 10 Import Countries (2019)

Rank Country

1 People’s Republic of China

2 Australia

3 United States of America

4 Germany

5 Japan

6 Singapore

7 United Arab Emirates

8 Thailand

9 United Kingdom

10 Republic of Korea

Free-trade Agreement
An arrangement between countries to remove trade barriers between them.

In 2019 New Zealand had trade agreements with:

• Australia

• ASEAN-Australia-New Zealand 
FTA (ASEAN: Association of 
Southeast Asian Nations)

• Hong Kong, China

• Malaysia

• Thailand

• P4 Trans-Pacific Strategic 
Economic Partnership with 
Brunei Darussalam, Chile and 
Singapore

• Republic of Korea

• China

• Singapore

• Comprehensive and Progressive 
Agreement for Trans-Pacific 
Partnership (CPTPP), which 
includes New Zealand, Australia, 
Brunei Darussalam, Singapore, 
Malaysia, Viet Nam, Japan, 
Canada, Mexico, Peru and 
Chile)
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The current account balance
The current account balance  = Goods balance 

+ Services balance 
+ Primary income balance 
+ Secondary income balance

Goods balance = goods exports – goods imports

Services balance = services exports – services imports

Primary income balance = primary income inflow – primary income outflow

Secondary income balance = secondary income inflow – secondary income outflow

The primary income balance includes profits from owning a company, dividends from shares, interest 
received from lending money, and wages or salaries.

The secondary income balance records money transfers where there is no exchange, e.g. taxes, donations, 
gifts, foreign aid payments.

alexsl (p45, shipping 
containers); 
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Questions: International trade

Question One
a. Explain how the New Zealand current account balance may improve (export receipts and import 

payments) by negotiating or expanding free trade agreements.

b. Explain how the New Zealand current account balance may improve (export receipts and import 
payments) by a depreciation of New Zealand’s currency exchange rate.

 Year 2021 
Ans. p. 105
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c. Why are free trade agreements more likely to lead to a sustained improvement in New Zealand’s 
current account balance, in the long run, when compared with depreciating the New Zealand 
currency?
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Question Two
a. i. Define ‘free trade’.

 ii. Name one of New Zealand’s current free-trade agreements.

b. Discuss why free trade may have a more sustained positive impact in the long run on New Zealand’s 
Balance of Goods and Services, compared with a depreciation of the New Zealand currency. In your 
answer, fully explain:

 • the impact of depreciation of the New Zealand currency on export receipts and import payments

 • the impact of free trade on export receipts and import payments.

 Year 2018 
Ans. p. 106
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The two-country model
Trade between countries occurs when the price in one country is lower than in another. This may occur 
because the costs of production are lower due to: (1) resource endowment (the natural resources the 
country has access to); (2) technology; (3) economies of scale; (4) wage rates; (5) productivity of labour.

The simplifying assumptions for the two-country model are: (1) there are only two countries trading; (2) 
the price is in the same currency for both countries; (3) there are no costs of transportation, insurance, etc.

Price 

DD

QA

PA

PNZ

PT

S
S

QNZ

Price 

The two-country model

Quantity Quantity

X

M

Australian apple market New Zealand apple market

If there was no trade:

• the equilibrium price and quantity in Australia would be PA and QA

• the equilibrium price and quantity in New Zealand would be PNZ and QNZ .

When trade is permitted:

• the supply of apples in New Zealand decreases, causing the price to rise to the trade price PT

• the supply of apples in Australia increases, causing the price to fall to the trade price PT .

Who gains and who loses from international trade?
Producers in New Zealand are better off with access to a new market so they can sell a greater quantity, 
receive a higher price, and revenue and profits increase.

Consumers in New Zealand are worse off, having to pay a higher price with fewer apples and lower-quality 
apples available.

Producers in Australia are worse off with competition from New Zealand producers so receive lower prices 
and sell fewer apples, reducing their revenue and profits.

Consumers in Australia are better off, with access to a wider range of apples and lower prices.

Flow on benefits include:

• more jobs for New Zealanders employed by apple growers

• greater incomes for apple growers

• increased spending on both capital and consumer goods, increasing production and economic growth 
in apple-growing regions

• more export income, improving the Current Account Balance

• increased income tax revenue for the government

• higher GST payments to the government.
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Answers and explanationsAnswers and explanations

Achievement Standard 91222 
(Economics 2.1): Analyse inflation using 
economic concepts and models

The Quantity Theory of Money

Question One
a.  The Quantity Theory of Money (QTOM) formula can be 

rewritten as MV / Q = P. 

  An increase in the money supply (M) caused by the 
government printing more money, while real output (Q) stays 
constant, will cause a proportional increase in inflation and 
the price level (P). (A)

b.  The velocity of circulation measures the speed at which 
money is spent and circulates through the economy. This 
increases when households feel wealthier or more secure 
about their incomes and futures, so they spend faster. In a 
recession, when unemployment is rising and more businesses 
are failing, some households feel less secure, so they save 
more and spend less, slowing the velocity of circulation. (M)

c.  If the velocity of circulation (V) falls when the money supply 
(M) increases and real output (Q) stays constant, then the 
overall increase in the rate of inflation (P) will be less than if 
there was no change in the velocity of circulation when the 
money supply increases. 

  A fall in the level of output (Q) means fewer goods and 
services are available, so prices rise. This inflationary 
impact will be even greater if the money supply (M) is also 
increasing.

  If the velocity of circulation (V) falls when the money supply 
increases, and if real output (Q) also falls, then the overall 
increase in the rate of inflation (P) will be larger. 

  The overall impact on inflation depends on whether the 
change in the velocity of circulation is proportionately greater 
or less than the change in real output. (E)

Question Two
a. i. M: the money supply

  V: the velocity of circulation

  P: the price level

  Q: the real output of goods and services (any 3 = A)

 ii. The Quantity Theory of Money formula is MV = PQ (A)

b.  The Quantity Theory of Money (QTOM) formula can be 
rewritten as MV / Q = P. 

  In a recession, an increase in the quantity of money 
circulating (M) will cause a relatively large increase in the level 
of real output (Q) as shown on Graph One, with real output 
increasing from Y1 to Y2. If M increases and Q increases, 

p.  4

p.  6

while V remains constant, then the QTOM shows that any 
increase in the price level (P) will be small, and the price level 
on Graph One increases a small amount from PL1 to PL2 to 
illustrate this small increase in inflation. During a recession, 
there are unemployed or under-utilised resources, so real 
output can increase without putting pressure on prices. (M)

  During a boom, an increase in the quantity of money 
circulating (M) will cause a relatively small increase in the 
level of real output (Q), as shown on Graph Two with real 
output increasing from Y3 to Y4. The QTOM shows that if M 
increases while Q increases by a smaller amount, and while 
V remains constant, then the increase in the price level (P) 
will be larger, and the price level on Graph Two increases 
by a larger amount from PL3 to PL4 to illustrate this larger 
increase in inflation. During a boom, unemployment is low 
and resources are fully utilised, so any increase in real output 
increases wages and the cost of other resources, which 
creates inflationary pressure. (E)

Question Three 
a. i. M: the money supply
  V: the velocity of circulation
  P: the price level
   Q: the level of output / real output of goods and services 

(any 3 = A)

 ii.  The Quantity Theory of Money equation is MV = PQ. This 
can be rewritten as MV / Q = P. If the variables V and Q are 
held constant, then a 5% increase in the money supply will 
cause a proportionate 5% increase in the price level. (M)

b.  A decrease in consumer confidence caused by the possibility 
that house prices in New Zealand will decrease in 2019 
is expected to also reduce the velocity of circulation. The 
Quantity Theory of Money, MV / Q = P, shows that if V 
decreases while M increases (and Q remains unchanged), then 
the resulting increase in the price level (P) will be less than if 
V is unchanged when M increases, i.e. less than 5%. So i. an 
increase in the money supply, while other variables remain 
constant, will have a greater effect on the price level than ii. 
an increase in the money supply, accompanied by a fall in 
house prices, causing a decrease in consumer confidence. (E)

p. 8
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The aggregate supply/aggregate demand 
(AS/AD) model

Question One
a. i. Graph One: The New Zealand economy

Real
GDP

YY1

AS

AD

AS1

PL1

PL

Price
 level

(A)

  

 ii.  An increase in the costs of imported raw materials 
will increase costs for many New Zealand businesses. 
Aggregate supply (AS) will decrease, shifting the AS curve 
to the left from AS to AS1. This is shown on Graph One 
above. To maintain their profit margins, businesses will 
need to increase their prices and, as a result, the price 
level and inflation will increase, from PL to PL1. (M)

b. i. Graph Two: The New Zealand economy 

Price
 level

Real
GDP

Y Y1

AS

AD

AD1
PL1

PL

   (A)

 ii.  Increased household spending on local holidays by 
New Zealanders would cause an increase in consumption 
spending (C). As C is a component of aggregate demand 
(AD), an increase in C will increase AD, shifting the AD 
curve to the right from AD to AD1. This is shown on 
Graph Two above. As a result, there could be an increase 
in the price level and inflation, from PL to PL1. (M)

c.  The increased spending by New Zealanders on local holidays 
is mostly on low-cost options, like campgrounds, and for only 
a few weeks over summer. Therefore, the increase in AD will be 
relatively small, as shown on Graph Two.

  Higher costs for imported raw materials due to disruption will 
affect many businesses, and so will increased transportation 
costs, so the decrease in AS shown on Graph One will be 
much greater and have a larger effect on inflation. (E)

p.  11

Question Two
a. i. Graph One: AD/ AS model of the New Zealand economy 

Price
 level

Real
GDP

Y Y1

AS

AD

AD1
PL1

PL

   (A)

 ii.  Allowing the first $15 000 of household income to be 
tax-free for all people would increase all households’ 
disposable income and cause an increase in their 
consumption spending (C). This would also cause 
business investment (I) to increase as production 
increased in response to the increased demand for goods 
and services. As C and I are components of aggregate 
demand (AD), an increase in C and I will increase AD, 
shifting the AD curve to the right, from AD to AD1. This is 
shown on Graph One above. As a result, there could be 
an increase in the price level and inflation, from PL to PL1. 
(M)

b. i. Graph Two: AD/ AS model of the New Zealand economy 

Real
GDP

YY1

AS

AD

AS1

PL1

PL

Price
 level

   (A)

 ii.  An increase in electricity prices in New Zealand will 
increase costs for New Zealand businesses. Aggregate 
supply (AS) will decrease, shifting the AS curve to the 
left, from AS to AS1. This is shown on Graph Two above. 
To maintain their profit margins, businesses will need to 
increase their prices and, as a result, the price level and 
inflation will increase, from PL to PL1. (M)

 iii.  The impact on inflation from removing all income taxes 
on the first $15 000 earned by people in New Zealand 
may be greater than the impact from an increase in 
electricity prices because there are many more taxpayers 
who will increase consumption spending as a result of 
the income tax cuts than there are businesses that will 
face higher electricity costs. In addition, many of those 
businesses may not be able to pass on the whole increase 
in their electricity costs to consumers by increasing their 
prices. So, the increase in AD shown on Graph One may 
be greater than the decrease in AS shown on Graph 
Two, illustrating a greater impact on the price level and 
inflation. (E)

p.  14
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