
Australia’s trade and financial flows, Balance of Payments and free 
trade and protection – Past HSC questions 2011-2007 
 
Marking guide and notes from marking centre included 
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Question 22 

a)  
i. Most candidates correctly calculated the change in the current account balance and stated the 

change of a decrease in $35 billion from Year 1 to Year 2. Many candidates also correctly 
calculated that the current account deficit increased by $35 billion. 
 
In weaker responses, candidates often only calculated the current account balance for Year 1 and 
Year 2 but did not calculate the change from Year 1 to Year 2, and/or gave an incorrect 
calculation. 

ii. In better responses, candidates demonstrated a clear understanding of one factor that may have 
caused the change in the Net Income component of the current account. They noted that the Net 
Income component had deteriorated from Year 1 to Year 2 and sketched in general terms one 
reason for this change. Reasons included: increases in foreign financial flows into the economy; 
subsequently increasing the payments of dividends and interest, which are recorded as debits in 
the Net Income component; depreciating exchange rates that increased the debt servicing costs; 
and increasing profits to foreign investors that resulted in increased dividend payments and 
higher interest repayments on foreign debt due to higher global interest rates. 
 
In weaker respones, candidates did not understand the meaning of the Net Income component on 
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the current account and incorrectly referred to it as being part of the labour market with tax and 
unemployment factors being the cause of the change. 

 

iii. In better responses, candidates demonstrated a clear understanding of one factor that may have 
caused the change in the Imports component of the current account. They correctly identified 
that imports had increased, and sketched in general terms one reason that had caused this 
change. Reasons included: increasing domestic growth with demand spilling over into imports, 
as increased consumer spending and business investment increases the demand for imports; an 
appreciation of the domestic currency results in increasing the volume of imports as the price of 
imports decreases; a depreciation of the currency can also result in increasing the value of 
imports as the cost of imports rises and decreasing trade barriers increasing the supply of 
imports. 
 
In weaker responses, candidates merely stated one factor that may have caused the change in 
imports and did not attempt to explain how it may have caused the increase. Some candidates 
became confused with the effects of a depreciating currency, incorrectly stating that it made 
imports cheaper and easier to sell. 

b) In better responses, candidates demonstrated a clear understanding of the reasons for Australia’s 
persistently high current account deficit (CAD), linking their answers to its persistent nature and the 
structural and cyclical causes. Examples included: the role of the savings investment gap and Australia’s 
high interest rate differential; narrow export base; high net foreign liabilities; high economic growth 
rates and increasing aggregate demand; twin deficits; the Pitchford thesis; the historic nature of the 
composition of Australia’s trade; and the effects of the mining boom on Australia’s current account. 
Responses were well structured with clear links provided in a specific rather than general way. 
 
In weaker responses, candidates provided only general information on the CAD and failed to link their 
answers to its persistent nature. In addition, some of these candidates focused on general trade issues 
and current events without relating this back to the question.  
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Question 21 

a. Most candidates correctly stated the terms of trade (TOT) for Year 2 in the given table as 80, and 
calculated that the TOT improved or increased from Year 2 to Year 3. A minority of candidates 
confused the definition of the TOT with the ratio of the import price index to the export price index. 

b. In better responses, candidates cited factors such as Australia’s developing comparative advantage in the 
supply of services and government policies to promote this. They also commonly gave inbound tourism 
and education exports as prime examples. Globalisation and world economic growth were also 
frequently given as reasons for the growth in Australia’s service exports. However, in weaker responses, 
candidates failed to provide a brief elaboration as to how these processes can lead to the trend in service 
exports.  
 
In some weaker responses, candidates simply stated that Australia has shifted away from manufacturing 
towards services. 

c. In better responses, candidates linked the existence of comparative advantage and economic growth in 
Australia with increased imports from Asia.  
 
In weaker responses, candidates commonly referred generally to globalisation or simply to an increase 
in demand for imports from Asia, without giving a reason why this demand has increased. In some poor 
responses, candidates included unjustified statements such as that economic growth in Asia was 
responsible for increased imports from Asia.  

d. In better responses, candidates talked in detail about the many interrelated links between imported 
financial capital, our balance of payments, our relatively high interest rates, our savings/investment 
shortfall, the current account deficit and surplus on the capital and financial account (and may have even 
mentioned our lack of comparative advantage with respect to the production of physical capital). 
Candidates also wrote about Australia’s positive economic environment that is conducive to capital 
inflows. 
 
In weaker responses, candidates referred at length to the lack of Australian efficiency at producing 
capital equipment. There were very few good attempts at explaining imports of physical capital as 
opposed to financial capital. In weaker responses, candidates tended to refer to the benefits of physical 
capital imports, not to the reasons why capital is imported. 
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  Better responses clearly articulated the impact of reducing a subsidy on BOTH economies. Impacts included 
international competition considerations, terms of trade, employment/ unemployment, economic growth, 
balance of payments and other economic variables for both economies. They identified both the short-run and 
long-run implications and provided a balanced consideration of the positive and negative impacts on both 
economies. Furthermore, better responses identified Australia’s comparative advantage in agricultural 
production and integrated knowledge acquired from Topics 1 and 2 of the syllabus. Better responses also 
integrated into their answer a range of economic terms, concepts, data and theory to support their response. 

Weaker responses tended to provide vague notions of the impacts and/or tended to assert wrongly that the 
reduction of the subsidy was instigated by the Australian government and not its trading partner. 
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