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(b) Referring to the changes to Graph One and the resource material, explain how the higher net
migration could affect price stability. In your answer, state the current Policy Targets Agreement

and explain how this may impact the Reserve Bank’s monetary policy decisions. R Lo o297
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Rather than providing tax cuts, the $17.5b could be spent on infrastructure, such as —
improved transport, education, and healthcare facilities. This could allow the economy to
accommodate a larger population and also lead to a much larger increase in real GDP and

economic growth.

(b) (i) Explain how infrastructure spending of $17.5b will result in a larger increase in real GDP
and economic growth. Refer to Model One in your answer. ok
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New Zealand has recently signed a free trade agreement (FTA) with the European
' Union. While FTAs like this can lead to increased economic growth, they can also lead to
increased spending on imports, reducing the multiplier effect of domestic fiscal policy.

(c) Explain how increased imports could reduce the impact of the multiplier and, as a result, the
final impact either tax cuts or infrastructure spending could have on real GDP and economic
growth. In your answer, refer to Model One and the muiltiplier effect.
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QUESTION THREE: Internal influences on inflation and employment

Economic activity declined in New Zealand for three out of four quarters from December
2022 to September 2023. On a per capita basis, economic activity fell for all four quarters.

(a) (i) Based on the resource information above, identify and mark with an X on Model Two the
likely position of the New Zealand economy in September 2023.

Model Two: The business cycle

Real GDP
% change

. /

>\/ =

(i)  Explain your choice of location of the New Zealand economy on Model Two.
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There is a “backfiring of the wealth effect underway” whereby lower house prices are
leading to lower household spending.

Graph Two: The New Zealand economy
with falling house prices
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(b) () On Graph Two above, show the effect of falling house prices by shifting one curve. Label
all changes, including to the recessionary gap.

(i)  Explain, using the changes you made to Graph Two above, the effect of falling house
prices on inflation and employment.
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Fuel prices have risen since the fuel tax discount ended.

Graph Three: The New Zealand economy
with higher fuel prices
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/ AS

Price level

Yf Real GDP

e
(¢) (1) On Graph Three above, show the effect of%sing fuel prices by shifting one curve. Label all

changes, including to the recessionary gap.

(i)  Explain, using the changes you made to Graph Three above, the effect of rising fuel prices

on inflation and employment.
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(d) Explain which of falling house prices or higher fuel prices will have a greater impact on inflation
and employment. In your answer, refer to the changes you made to Graph Two and Graph

Three.
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Extra space if required.
Write the question number(s) if applicable.
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Extra space if required.
Write the question number(s) if applicable.
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Subject: Economics
Standard: 91403
Total score: 22
Q Grade Marker commentary
score
The response was awarded an E8 because the candidate:
e completed the graph fully correct
e identified the Increase in C with examples and the impact on AD
e explained the increase in skilled workforce decreases COP and its impact
on AS
One ES e explained the increase in both AD and AS leading to an increase in Y to Y3
being an increase in real GDP so there will be economic growth
e stated the increase in AD was greater than the increase in AS so there will
be an increase in Pl causing inflation greater than 3%
e stated PTA (Policy Target Agreement)
e explained that the Reserve Bank increases OCR and the consequences on
AD to reduce demand pull inflation.
The response was awarded an E7 because the candidate:
e identified the multiplier and calculated the increase in Real Gross
Domestic Product (RGDP)
e explained the concept of the multiplier and applied it to the reduced tax
scenario
o referred to the model
e identified infrastructure as a government injection into the CFM
e recognised that the injection in infrastructure will not have the savings
leakage that the tax cut will have as it goes directly into the producer
sector.
The candidate also referred to the resource material and correctly identified:
e theincreased capacity and wider impact (G, I, T, further jobs, and Y and C
ongoing) of infrastructure compared to tax cuts, which only impact
(e E7 consumers initially
e that better education and health care improve quality of workforce
e that an increase in desirability of an area increases the population and the
potential workforce
e theincrease in stimulation from tourism etc., the increase is ongoing
The candidate also:
e compared tax cuts, which reduce Government spending (G), with ongoing
issues
e for part (c), recognised that import payments will increase and are a
withdrawal and therefore there is a reduction in the impact of the
multiplier.
e correctly explained that cheaper imported raw materials could decrease
COP with ongoing advantages
e explained that increasing export receipts could also improve the economy
The response was awarded an E7 because the candidate:
Three E7 e correctly marked X
e completed the graph correctly and marked the change in real GDP




identified that the fall in credit spending caused a fall in C and therefore fa
all in AD, leading to fall in Y to Yi, decreased derived demand for labour, a
fall in Pl, and reduced inflation

explained an increase in COP and reduced profitability with examples: an
increase in price level, so inflation and derived demand fall resulting in an
increase in unemployment.






