
New 
A Level

Economics Resources for Courses



The Terms of Trade Index
Resources for Courses

Teachers Instructions
This activity provides a “self guiding” independent set of worksheets that cover the
topic of the Terms of Trade Index.

By completing this activity, students will be able to:
• Explain what is meant by the Terms of Trade Index

• Carry out simple calculations to illustrate improvements or worsening of the Term 
of Trade Index

• Describe the changes in the UK’s Terms of Trade since 2011

• Describe economic factors that are likely to cause changes in the UK’s Terms of
Trade

• Assess the impact of an improving Terms of Trade Index for an LEDC



Student Worksheet

The Terms of Trade Index is a way of measuring the extent to which a country can afford to
import goods and services from abroad for a given number of exports.

We calculate the ToT Index as follows:

Terms of Trade Index = Index of Export Prices   x   100

Index of Import Prices 

We describe an increase in the value of the ToT Index as an improvement in the Terms 

of Trade.

We describe a decrease in the value of the ToT Index as a worsening of the Terms of Trade.

TASK 1
For each economy, work out whether the Terms of Trade has improved or worsened.

TASK 2
Look at the data charts that follow. They provide information about the UK’s export price
index and import price index from 2011 to 2016. Describe the changes in the UK’s Terms of
Trade over the period shown.

Country

Country A

Index of Export Prices

102.9

103.4

Index of Import Prices

105.6

104.2

Country B 93.4

92.1

103.1

101.4

Country C 115.2

116.3

115.6

119.2

Country D 82.5

96.4

78.2

86.1

Improved or Worsened?



Student Worksheet

Improve the Terms of Trade Index Worsen the Terms of Trade Index 

TASK 3
The factors given below will either cause the UK’s Terms of Trade Index to improve or worsen.
Classify them into the correct category, and write them into the correct place in the table:

The trade-weighted value of Sterling rises The UK’s CPI inflation rate falls significantly

The trade-weighted value of the Euro rises UK transport links to ports significantly improve

Increased migrant activity in Calais delays imports EU economies start to boom

UK manufacturing exporters are subsidised The UK leaves the EU and imposes large import tariffs

There is a large inflow of hot money to the UK Currency speculators anticipate a fall in the value of Sterling

Excess supply of oil pushes down commodity prices The UK’s major exports are price inelastic in demand

Severe UK flooding increases demand for food imports Sterling depreciates against the dollar due to high US interest rates



Student Worksheet

Outcome of an 
improving Terms 
of Trade Index

Imported 
technology 
and capital 
is cheaper

Exports 
are more 
expensive

Imported 
food is 
cheaper

TASK 4
Complete the following table, analysing and evaluating the impact of an improving Terms of
Trade Index for an LEDC. An extension activity would be to repeat the exercise for a country
at a different stage of development.



Teacher Answers

Solution to Task 3
n.b. students may be able to argue convincingly that some of these scenarios will affect the ToT Index
differently, for example, the excess supply of oil should cause the index price of imports to fall (hence
its position in the “Improve” column) however if the lower price of oil causes the price of UK exports 
to also fall then it may worsen the ToT index.

Solution to Task 4
This is simply a suggested solution – students may come up with other valid ideas.

Improve the Terms of Trade Index Worsen the Terms of Trade Index 

The trade-weighted value of Sterling rises

There is a large inflow of hot money to the UK

Excess supply of oil pushes down commodity prices

The UK’s CPI inflation rate falls significantly

EU economies start to boom

The UK’s major exports are price inelastic in demand

The trade-weighted value of the Euro rises

Increased migrant activity in Calais delays imports

UK manufacturing exporters are subsidised

Severe UK flooding increases demand for food imports

UK transport links to ports significantly improve

The UK leaves the EU and imposes large import tariffs

Currency speculators anticipate a fall in the value 
of Sterling

Sterling depreciates against the dollar due to high US 
interest rates

Outcome of an 
improving Terms 
of Trade Index

Imported 
technology 
and capital 
is cheaper

Exports 
are more 
expensive

Imported 
food is 
cheaper

However, one danger for an LEDC when importing
such technology and capital is that labour may 
be substituted for capital, leading to increased 
unemployment and poverty. Furthermore, the 
technology and capital may not be appropriate 
to the needs of the country e.g. it may require a
reliable source of electricity, which may be lacking
in an LEDC.

Many LEDCs in particular import technology and
capital – when such goods become cheaper, 
imports of them rise, and cause LRAS to increase
therefore increasing the productive capacity of 
the economy and allowing non-inflationary LR
growth to occur.

However, many LEDCs sell exports that have 
price inelastic demand e.g. commodities such 
as metals and oil. Whilst the number of exports 
will fall following a hike in their price, the revenue
earned from the exports will likely increase, 
providing funds for greater imports. This can 
improve living standards in an LEDC.

If exports become more expensive, then demand
for exports is likely to fall, worsening the trade bal-
ance and leading to a reduction in Aggregate De-
mand, which in turn causes GDP to fall and
unemployment to increase. This worsens living
standards in an LEDC.

However, cheaper imported food may undercut
local producers who may go out of business, 
reducing the self-sufficiency of the LEDC and 
reducing employment opportunities – there may
be overreliance on imported food, which could
cause a population boom (e.g. Ethiopia).

Cheaper imported food can be beneficial to 
an LEDC because many citizens may be 
malnourished or lack a varied diet. Cheaper 
food may tackle these issues, leading to a 
healthier and more productive population.


