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QUESTION ONE: Causes of inflation

(@) On Graph One below, show the impact on aggregate demand of the Fieldays event being held
in the Waikato region in 2024.

Graph One: AS/AD model of the New Zealand economy
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(b) Explain the impact on inflation of the Fieldays event being held in the Waikato region in 2024.
Refer to Graph One in your answer.
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(c) On Graph Two below, show the impact on aggregate supply of Cyclone Gabrielle and the higher
production and insurance costs for New Zealand businesses.

Graph Two: AS/AD model of the New Zealand economy
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(d) Explain the impact on inflation of Cyclone Gabrielle and the higher production and insurance
costs for New Zealand businesses. Refer to Graph Two in your answer.

(e) Discuss whether Fieldays or Cyclone Gabrielle is likely to have had the more significant impact
on New Zealand’s current inflation rate. Refer to Graphs One and Two in your answer.
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QUESTION TWO: Quantity theory of money and a recession

(a) Identify and mark with an X the point on Model One that best represents a recession.

Model One: The business cycle

Real GDP
% change

Time

(b) State the components of the quantity theory of money.
M:

V:  Velocity of circulation

(c) Explain why the velocity of circulation is likely to decrease during a recession.
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(d) Assuming all other variables remain constant, use the quantity theory of money to explain how a
decrease in the velocity of circulation will impact inflation.

Some experts argue that the New Zealand economy could experience a recession across
the next two years, with a significant decrease in output predicted.

(e) Use the quantity theory of money and the business cycle to explain how a recession may impact
overall inflation.

In your answer, include:
. why real output may decrease during a recession

. how the change in velocity of circulation as well as real output will impact the price level in
the economy.

( The answer space continues on the next page » )
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QUESTION THREE: Impacts of inflation

New Zealand’s annual inflation rate in 2023 was 4.7 per cent. This is a decrease from the
annual rate in 2022, when it was 7.2 per cent.

(a) Define inflation.

(b) Explain whether workers on the minimum wage would prefer a lower or higher inflation rate.

(c) Explain whether savers would prefer a lower or higher inflation rate.
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New Zealand’s annual inflation rate of 4.7 per cent in 2023 was higher than all of our
major trading partners. Annual inflation was 4.0 per cent in the United Kingdom and
3.1 per cent across the European Union.

(d) Compare and contrast the impact of New Zealand’s higher inflation rate on New Zealand
importers and exporters to the United Kingdom and the European Union.

( The answer space continues on the next page » )
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