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 Assessment Schedule – 2020 
Scholarship Economics (93402) 
Evidence 
 
Question One: Market structures 
Key points 
• A monopoly market structure is one that has a single seller, and very strong barriers to entry preventing other 

firms starting up. There are no close substitutes, and the seller has strong control over price or output. 
Monopolies face a downwards sloping average revenue curve equivalent to the market demand curve. This 
would have been the case initially when New Zealand Couriers was established, since they were the only firm in 
the market. 
 

• An oligopoly market structure is one with a few, usually large, firms and very strong barriers to entry. Firms have 
strong control over price or output and face a kinked demand curve due to the competitive nature of the firms. 
This may have existed in the courier industry in the 1980s when the dominance of Freightways made it difficult 
for new firms to enter the market, though competing firms did exist. As a result, there would have been few firms 
in a market with strong barriers to entry (Graph Three – see Appendix). 

 
• A monopolistic competition market structure has many firms each selling similar but differentiated products. 

There are weak barriers to entry and exit. As a result, these firms have weak control over the price. This is the 
most likely structure at present as there are almost 3000 firms competing though with differentiated services. The 
high level of competition means that while firms are able to set their own price, they must have similar prices to 
competitors. As these firms have some control over price they face a downwards sloping, though elastic, AR and 
MR curve due to the number of competitors (Graph Four – see Appendix). 

 
• A perfectly competitive market structure has many competitors with each seller too small to influence the market. 

There are no barriers to entry or exit to the market. As a result, all firms are price takers and must accept the 
market price, resulting in a horizontal average and marginal revenue curve. The firm is only able to control its 
output and costs. This is not likely to be the case in this market, even though there are many (almost 3000) firms 
in the market, since firms are able to differentiate their product and have some control over their prices. 

 
• Perfect competition – the increase in demand will result in a shortage in the market at the original equilibrium 

price. This will cause consumers to bid up the price, causing quantity demanded to fall and quantity supplied to 
increase until a new equilibrium price is reached where quantity demanded and quantity supplied are equal 
(Graph One – see Appendix). For a firm, in the short run, this price will result in an increase in average and 
marginal revenue (Graph Five – see Appendix), resulting in a shift in profit-maximising output from Q to Q1 
(where MR = MC) and leading to supernormal profits since average revenue is greater than AC at Q1. In the long 
run, as there are no barriers to entry, firms will enter the industry and supply will rise. Prices will decrease from P1 
back to Pe though market quantity has increased, until normal profits are earned so that there is no incentive for 
new firms to enter the market (Graph Six – see Appendix). 

 
• Monopoly – the increase in demand will shift AR and MR to the right, resulting in a higher profit-maximising 

output, Q1 and higher price, P1 in the market (Graph Two – see Appendix). As the monopoly is the sole firm, it is 
able to raise the price to P1, where quantity demanded will equal Q1. This is likely to result in increased 
supernormal profits for the firm. In the long run, since there are very strong barriers to entry, no new firms can 
enter the market so the firm can continue to operate earning supernormal profits and set a much higher price and 
lower quantity than would be the case in perfect competition. This results in allocative inefficiency. 

 
• Oligopoly – increase in demand will shift AR and MR to the right for each firm. Oligopolies have strong control 

over price and face a kinked demand curve, which could mean that firms are reluctant to raise prices initially (as 
other firms may not follow, resulting in lost market share). However, failing to do so would result in a shortage so, 
in the long run, firms are likely to raise prices, resulting in a new equilibrium at the kink in the new market 
demand curve. Firms are likely to earn increased supernormal profits as both price and quantity sold will 
increase. In the long run, as there are strong barriers to entry, it is unlikely, but not impossible, that new firms 
would enter the market in response to supernormal profits. So, it is likely that the firms will continue to earn 
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supernormal profits at a higher price and lower quantity than in the case of perfect competition, resulting in 
allocative inefficiency. The candidate may also discuss the impact of a new firm entering the market, attracted by 
supernormal profits, assuming that the firm can bypass the barriers to entry. 

 
• Monopolistic competition – firms have only weak control over price, and products from other firms are close 

substitutes. A rise in demand will shift AR and MR to the right for each firm, and firms are likely to be able to raise 
prices and quantity sold. As monopolistically competitive firms typically earn normal profits, the rise in price is 
likely to result in firms earning supernormal profits in the short run. However, weak barriers to entry mean that in 
the long run, new firms will enter the market, increasing market supply, lowering market prices until firms are 
again earning normal profits. As there is imperfect competition, prices will still be higher, and quantity lower, than 
is the case with perfect competition, resulting in allocative inefficiency. 

 
• In the long run, where imperfect competition exists, the markets will continue to be allocatively inefficient. This is 

particularly the case for monopolies and oligopolies, in which strong barriers to entry prevent new firms from 
entering the market. They retain strong control over the price, and prices will increase as a result of rising 
demand without a significant offsetting increase in supply. In contrast, a perfectly competitive market will always 
return to normal profit and allocative efficiency. 

 
Judgement 

Outstanding 
Scholarship 

8  The candidate produces and effectively communicates an outstanding and 
sophisticated economic analysis of the impact of increasing demand on differing 
market structures in the short run and long run. This is complete and demonstrates 
perception and insight 
AND 
demonstrates sophisticated abstraction and integration of the resource material 
AND 
demonstrates independent reflection and extrapolation relevant to the evaluation of the 
short-run and long-run effects on allocative efficiency in different market structures 
AND 
is convincing and economically literate. 

7  The essay fulfils most of the requirements above but contains minor factual 
inaccuracies (when this affects a statement or opinion) 
OR 
deals inadequately with an essential point 
OR 
lacks sufficient abstraction or integration of the resource material 
OR 
has some minor failure in the evaluation 
OR 
may lack some fluency and / or coherence. 

Scholarship 6  The candidate produces and effectively communicates a sophisticated economic 
analysis of the impact of increasing demand in differing market structures in the short 
run and long run. This demonstrates a high level of analysis and critical thinking 
AND 
incorporates a competent level of integration and synthesis of the resource material 
AND 
the discussion and evaluation are clear, logically developed, and precise. 

5  The essay fulfils most of the requirements above but has some unsupported 
generalisations 
OR 
some major point in the discussion is neglected or incomplete 
OR 
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has some inadequacy in the evaluation 
OR 
ideas may not be communicated effectively. 

No 
Scholarship 

4  The candidate produces a comprehensive analysis of the impact of increasing demand 
in differing market structures in the short run and long run 
AND 
produces a clear but undeveloped discussion and evaluation 
AND 
demonstrates some level of integration and synthesis of the resource material 
AND 
demonstrates some application of economic theory relevant to the discussion. 

3  The answer fulfils most of the requirements above but is incomplete 
OR 
fails to present a cogent argument or make critical analysis 
OR 
does not communicate ideas adequately. 

2  The answer shows limited understanding relevant to the question. Some information is 
recalled, but ideas are not explained or analysed. 

1  The answer contains a minimal amount of relevant evidence. 

0  No response; no relevant evidence. 

 
 
Question Two: Reducing child poverty in New Zealand 
Key points 
• Child poverty is likely to result in income inequality and wealth inequality increasing in the future. The poverty 

cycle could be used to explain this outcome, that is, children born into low-income households generally have 
poorer educational and health outcomes, as lower incomes result in less access to health care and education, 
especially tertiary qualifications. This negatively impacts their ability to gain skilled, well-paid employment and 
therefore leads to a resulting low-income household in which their children will grow up. Consequently, the cycle 
perpetuates. References to the resources should be used to illustrate that continued (or greater) child poverty will 
result in greater likelihood of poverty continuing. 

 
• A Lorenz curve should be used to illustrate this outcome (Graph One – see Appendix). A Lorenz curve illustrates 

the degree of income or wealth inequality in a country. The greater the gap between the Lorenz curve and the 
Line of Income Equality, the greater the inequality. In this case, the Lorenz Curve will move from LC1 to LC2. 

 
• Government may choose to intervene as a result of growing income and wealth inequality caused by child 

poverty because it is viewed as inequitable that these may be increasing over time due to reduced opportunities 
for low-income households. It may also be considered economically inefficient to have households unable to 
access education and health care, which negatively affects future productivity. 

 
• Increasing the housing subsidy will make housing more affordable for those eligible and increase the funds 

available to spend on other purchases. Child poverty is likely to reduce in the short term because housing 
affordability will increase. As households have greater disposable income after housing costs, these additional 
funds may be used to improve opportunities for the children in the household, improving future economic 
efficiency and improving equity. In addition, low-income households may be able to afford improved quality 
accommodation, resulting in health benefits for the family. 

 
• Increase in demand in the rental market with inelastic demand results in a more than proportional increase in 

price / rents (P1 to P2) relative to any increase in quantity (Q1 to Q2) (Graph 2 – see Appendix). 
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• However, if the housing / rental stock does not increase (supply inelastic) in response to increased demand, then 
it is possible that rents will rise, landlords gaining benefit, with little benefit to those who rent. This means that 
potentially child poverty will not reduce in the long term, which is not an efficient or equitable outcome. 

 
• Reducing GST may result in greater purchasing power for low-income households. They spend a greater 

proportion of their income than high-income households, so any reduction in GST will provide them with a larger 
proportionate gain. This would help reduce child poverty by increasing consumption of food and health care as 
this becomes more affordable. The larger amount of GST is paid by wealthier households who gain less of the 
benefit from the government spending possible from the tax income. The reduction in GST would reduce this tax 
take, which would have an opportunity cost in terms of government spending. There could be gains in efficiency 
as deadweight loss in markets may decrease but there may be a loss in equity as government spending 
programmes may be negatively impacted. Child poverty may fall because of lower GST, but also rise if the result 
is reduced government spending on services. 

 
• A universal basic income would raise incomes for low-income households and therefore potentially reduce child 

poverty. This could be seen as equitable, as all households are guaranteed an income sufficient to afford 
necessities and efficient, since the benefit system would be simplified. However, there may be potential equity 
issues because all people would receive the UBI irrespective of their other incomes and wealth (though this might 
be offset by higher income taxes on higher-income earners). It could improve equity because income is provided 
without judgement and those in poverty are not stigmatised. It can be seen as efficient because there are limited 
administrative barriers. However, inefficiency may be created because the payment is seen as potentially a 
disincentive to work. 

 
• An increase in the minimum wage and Working for Families tax credits would increase income for low-income 

working families. This would reduce child poverty since households would have increased disposable income, 
reducing income inequality. This could be considered to be equitable as a result; however non-working 
households would not benefit, which may be seen as inequitable because child poverty would continue to exist 
for these families. This policy may be considered to be efficient since it encourages non-working households to 
seek employment. However, it may also be seen as inefficient if the increased minimum wage results in 
increased unemployment or the increased Working for Families tax credits results in a disincentive to work. 

 
• A justified conclusion should be provided evaluating why one or more specific policies would be preferable to 

others. For example (but not limited to): The universal basic income would be the most effective policy to address 
child poverty by providing all individuals with sufficient income to afford necessities. In doing so, this will provide 
sufficient income to meet basic food, accommodation, and health care needs for most, if not all, households 
irrespective of whether the caretakers are working. In contrast, raising the minimum wage and Working for 
Families, by definition, fails to help children in households with caretakers who are beneficiaries, while increasing 
housing subsidies may result in landlords raising rents, which would offset the expected benefit of the subsidy. 

 
Judgement 

Outstanding 
Scholarship 

8  The candidate produces and effectively communicates an outstanding 
and sophisticated economic analysis of the impact of child poverty in New 
Zealand, the case for government intervention, and evaluation of the 
likely effectiveness of policies to reduce child poverty in improving equity 
and efficiency. This is complete and demonstrates perception and insight 
AND 
demonstrates sophisticated abstraction and integration of the resource 
material 
AND 
demonstrates independent reflection and extrapolation relevant to the 
evaluation of government policies to reduce child poverty and the impact 
on equity and efficiency 
AND 
is convincing and economically literate. 

7  The essay fulfils most of the requirements above but contains minor 
factual inaccuracies (when this affects a statement or opinion) 
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OR 
deals inadequately with an essential point 
OR 
lacks sufficient abstraction or integration of the resource material 
OR 
has some minor failure in the evaluation 
OR 
may lack some fluency and / or coherence. 

Scholarship 6  The candidate produces and effectively communicates a sophisticated 
economic analysis of the impact of child poverty in New Zealand, the 
case for government intervention, and evaluation of the likely 
effectiveness of policies to reduce child poverty in improving equity and 
efficiency. This demonstrates a high level of analysis and critical thinking 
AND 
incorporates a competent level of integration and synthesis of the 
resource material 
AND 
the discussion and evaluation are clear, logically developed, and precise. 

5  The essay fulfils most of the requirements above but has some 
unsupported generalisations 
OR 
some major point in the discussion is neglected or incomplete 
OR 
has some inadequacy in the evaluation 
OR 
ideas may not be communicated effectively. 

No 
Scholarship 

4 The candidate produces a comprehensive analysis of the impact of child 
poverty in New Zealand, the case for government intervention, and the 
likely effectiveness of policies to reduce child poverty in improving equity 
and efficiency.  
AND 
produces a clear but undeveloped discussion and evaluation 
AND 
demonstrates some level of integration and synthesis of the resource 
material 
AND 
demonstrates some application of economic theory relevant to the 
discussion. 

3  The answer fulfils most of the requirements above but is incomplete 
OR 
fails to present a cogent argument or make critical analysis 
OR 
does not communicate ideas adequately. 

2  The answer shows limited understanding relevant to the question. Some 
information is recalled, but ideas are not explained or analysed. 

1  The answer contains a minimal amount of relevant evidence. 

0  No response; no relevant evidence. 
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Question Three: Free trade agreements, the Official Cash Rate and the current account 
Key points 
• A benefit of free trade agreements with the EU and UK would be a reduction in trade barriers for our exporters to 

these countries, resulting in a significant increase in export receipts as, combined, the EU and UK represent very 
large markets to which exporters would have improved access. This would enable exporters to sell their goods at 
lower prices (due to reduced or no tariffs) and in greater quantities (due to removal of quotas). Increased sales to 
the EU and UK would result in increased profits for export firms and increased employment in these industries. 

 
• The free trade agreements would also allow EU and UK exporters to sell their goods in New Zealand without 

trade barriers, making them more competitive with locally produced goods. This could lead to a loss of sales and 
profits for competing New Zealand firms and loss of jobs in these industries. Overall, however, the benefits 
should be much greater than the costs because sales to the EU and UK are likely to largely outweigh any loss of 
sales to NZ firms since the EU / UK markets are far larger and New Zealand already has few trade barriers on 
imports from the EU and UK. 

 
• The effect of the low OCR will be to reduce interest rates in New Zealand and so demand for the NZ dollar as 

overseas investors find investing in New Zealand provides lower returns. Supply of the NZ dollar will increase as 
investors shift funds overseas in search of better returns (Graph One – see Appendix). As a result, the NZ dollar 
will depreciate. 

 
• The effect of the depreciation is to make NZ exports more price competitive overseas and to increase export 

returns, so export receipts will increase. Also, a depreciation makes NZ a more attractive tourism destination 
(assuming open borders) as overseas tourists gain more NZ dollars for their overseas currency. This will 
increase exported services. At the same time, the depreciation makes imported goods more expensive as it costs 
more NZ dollars to purchase them, so import payments should decrease as quantity demanded falls (assuming 
demand for imports is relatively price elastic). This effect would offset the lower trade barriers on imports of UK / 
EU goods. 

 
• The combined effect of the free trade agreements and low OCR, should be that export receipts increase for both 

the Balance on Goods and Balance on Services. The impact on import payments should be a decrease as while 
import payments to the UK and EU will increase, the overall effect of the depreciation on all imports should see a 
decrease in import sales. The current account will improve. 

 
• The combined effect of the free trade agreements, low OCR and depreciation on the New Zealand economy will 

be an increase in AD due to increased net exports (AD to AD1) , as well as the impact of the low OCR’s 
increasing consumer spending and investment due to lower borrowing costs (AD1 to AD2). This will be partially 
offset by a decrease in AS due to higher imported material costs as a result of the depreciation (AS to AS1). 
Overall, economic growth and employment will improve (Ye to Y1) while the price level / inflation will also 
increase from PLe to PL1 (Graph Two – see Appendix). The increase in price level may be of concern if it 
potentially pushes inflation beyond the 3% inflation rate target. 

 
Judgement 

Outstanding 
Scholarship 

8 The candidate produces and effectively communicates an outstanding 
and sophisticated economic analysis of the impact of new free trade 
agreements and a low Official Cash Rate on the current account and the 
New Zealand economy. This is complete and demonstrates perception 
and insight 
AND 
demonstrates sophisticated abstraction and integration of the resource 
material 
AND 
demonstrates independent reflection and extrapolation relevant to the 
evaluation of the effect on the New Zealand economy 
AND 
is convincing and economically literate. 



Scholarship Economics (93402) 2020 — page 7 of 12 

7 The essay fulfils most of the requirements above but contains minor 
factual inaccuracies (when this affects a statement or opinion) 
OR 
deals inadequately with an essential point 
OR 
lacks sufficient abstraction or integration of the resource material 
OR 
has some minor failure in the evaluation 
OR 
may lack some fluency and / or coherence. 

Scholarship 6 The candidate produces and effectively communicates a sophisticated 
economic analysis of the impact of free trade agreements and a low 
Official Cash Rate on the current account and the New Zealand economy. 
This demonstrates a high level of analysis and critical thinking 
AND 
incorporates a competent level of integration and synthesis of the 
resource material 
AND 
the discussion and evaluation are clear, logically developed, and precise. 

5 The essay fulfils most of the requirements above but has some 
unsupported generalisations 
OR 
some major point in the discussion is neglected or incomplete 
OR 
has some inadequacy in the evaluation 
OR 
ideas may not be communicated effectively. 

No 
Scholarship 

4 The candidate produces a comprehensive analysis of the impact of free 
trade agreements and a low Official Cash Rate on the current account 
and the New Zealand economy 
AND 
produces a clear but undeveloped discussion and evaluation 
AND 
demonstrates some level of integration and synthesis of the resource 
material 
AND 
demonstrates some application of economic theory relevant to the 
discussion. 

3 The answer fulfils most of the requirements above but is incomplete 
OR 
fails to present a cogent argument or make critical analysis 
OR 
does not communicate ideas adequately. 

2 The answer shows limited understanding relevant to the question. Some 
information is recalled, but ideas are not explained or analysed. 

1 The answer contains a minimal amount of relevant evidence. 

0 No response; no relevant evidence. 

 



Scholarship Economics (93402) 2020 — page 8 of 12 

Scholarship Outstanding Scholarship  

13 – 18 19 – 24 

 
 
Appendix 
Question One: Market structures 
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Question Two: Reducing child poverty in New Zealand 
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Question Three: Free trade agreements, the Official Cash Rate and the current account 

 

 


