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QUESTION ONE: Aggregate demand and aggregate supply

Graph One: AS/AD model of the New Zealand economy
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(a) Explain each shift (aggregate supply and aggregate demand curves) shown in Graph One, and
the impact on economic growth, due to the construction and operation of Te Kaha.
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disadvantage of using real GDP to measure econ
nd contrast the impact of opening Te Pae Christchurch Conve

(i)  Different regional growth rates

(b) Explain one
(c) Compare a




The distribution of income in the Christchurch area.

(ii)
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QUESTION TWO: Impacts of economic growth

Model One: Circular flow model
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(@) Referring to Model One, identify three flows that will increase due to an increase in astrotourism.

Flow 1:

Flow 2:

Flow 3:
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(b) Choose one of the flows identified in (a) on page 6, and explain why it will increase.

(c) Referring to Model One, explain why an overseas tourist visiting Lake Tekapo might increase
growth more than a domestic tourist.

( Question Two continues on the next page » )
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(d) Compare and contrast the impact of astrotourism on:

(i)  Government revenue and expenditure.

(i) Lake Tekapo residents and businesses involved in the hospitality industry (food and
accommodation) in Lake Tekapo.
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QUESTION THREE: Production possibility frontier

In February 2023, Cyclone Gabrielle caused extensive damage to roading, water, and
farming infrastructure. As climate change is linked to more common adverse weather
events, the ability of New Zealand’s infrastructure to cope with these weather events
has been questioned. When roads, bridges, and other infrastructure are damaged, New
Zealand’s productive capacity decreases.

(@) Explain why a weather event such as a cyclone leads to lower GDP. Include a definition of GDP
in your answer.

One option is for the Government to increase taxes and use the funds to spend on
infrastructure projects that will help make New Zealand’s infrastructure more resilient to

these weather events.

On Graph Two below, point A represents the current combination of spending on consumer goods
and capital/infrastructure goods. Point B represents the combination of spending if the Government
increases taxes to fund spending on infrastructure.

Graph Two: Production possibility frontier

Consumer
goods

Capital / infrastructure goods
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(b)  On Graph Two on page 10, label the opportunity cost of increasing taxes to fund infrastructure
spending.

(c) Referring to Graph Two, explain why there is an opportunity cost of increasing taxes to fund
infrastructure spending.

Graph Three shows a future production possibility frontier (labelled X*) that occurs if the Government
does increase taxes to pay for infrastructure spending (point B).

Graph Three: Production possibility frontier

Consumer
goods X+

X¥
Capital / infrastructure goods

(d) On Graph Three above, draw a future production possibility frontier (Y*) that occurs if New
Zealand operates at point A.

( Question Three continues on the next page » )
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(e) Referring to Graph Three, explain why the future production possibility frontier (Y*) you have
drawn shows a level of potential capacity different from the future production possibility frontier
(X*) created by point B.
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