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QUESTION ONE: External influences on trade and employment

Model One: A simple circular flow model of New Zealand producers,
households, and the overseas sector

Consumption spending (C)

Goods and services Export receipts (X)
Households Producers Overseas
Resources Import payments (M)

Income (Y)

(@) (i) Using Model One above, explain how a recession in China and Australia could negatively
affect New Zealand’s economy.
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(i)  Explain how a recession in both China and Australia could negatively affect the
New Zealand Government’s macroeconomic goal of a balanced current account.
In your answer, refer to the components of the current account, and relevant flows from
Model One on page 2.

Graph One: The New Zealand economy
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(b) (i) On Graph One above, show the effect on the New Zealand economy of China and
Australia being in recession. Label all changes, including to the recessionary gap.

(i)  Using your changes to Graph One, explain how China and Australia entering a recession
could affect the New Zealand Government’s goal of full employment.

CAnswer space continues on the next page » )
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QUESTION TWO: Fiscal policy decisions and economic growth

—
L m

(@) Referring to the multiplier formula, and the resource material above, calculate and explain the
final effect of a $9.97b increase in health and education spending on real GDP and economic
growth.

Assume that the marginal propensity to save (MPS) is 0.15.
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Assume the predicted fall in visitor spending decreases export receipts by the same amount.

(b) (i) Use the MPS of 0.15 to calculate the final change in real GDP from the fall in export
receipts.

(i)  Referring to your calculation in (i) above, the multiplier, and the resource material, explain
the final effect of a decrease in export receipts on real GDP and economic growth.

)

\

( Question continues on the next page » )
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QUESTION THREE: Impact of expansionary monetary policy on price stability and
employment under different recessionary gaps

(@) Explain how expansionary monetary policy affects interest rates in New Zealand.

Graph Two: The New Zealand economy
with a large recessionary gap
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(b) (i) Referring to Graph Two above, explain how expansionary monetary policy will affect
households, businesses, and inflation.
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(i)  Referring to Graph Two and the resource material on page 10, explain why the
expansionary monetary policy will be effective in achieving price stability.
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Graph Three: The New Zealand economy
with a small recessionary gap
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(c) Explain the effectiveness of expansionary monetary policy on lowering unemployment when
New Zealand has different recessionary gaps.
In your answer, refer to Graph Two and Graph Three.
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Extra space if required.
Write the question number(s) if applicable.

QUESTION
NUMBER
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Extra space if required.
Write the question number(s) if applicable.
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