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QUESTION ONE: Causes of inflation

In 2024, there were large-scale job losses and redundancies in New Zealand. These job
losses had a flow-on effect on businesses such as cafes and restaurants in city centres.

(@) On Graph One below, show the impact of job losses in New Zealand on aggregate demand.
Fully label all changes.

Graph One: AS/AD model of the New Zealand economy
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(b) Explain the impact of job losses in New Zealand on the price level. Refer to Graph One in your
answer.
When lavge Sade job losses and reducndancies tok plac in New Cealand,
households [oose income . Nhen households ave low on money , they becom e
very careful of how they Sped money . This reduces consumer cpewding in The
ecanamy . AS  consumer Spending IS a component of aggregolke demand,
gwven tvat AD = CtIter(x-M), aggregakc demand decirases From
AD to AD2. A businesses are not making prafits at current pace levels,
thay lower the pnce levels 0 more affordoble prics. This cQuses L to

decrease Pom PL 1o PL2. Jhis results itn o detrcase i wRickion
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Decreasing petrol prices, including the removal of the 10c per litre Auckland Regional
Fuel Tax, have benefitted businesses across the country.

Rl LN

(c) On Graph Two below, show the impact of decreasing petrol prices in New Zealand on aggregate
supply. Fully label all changes.

Graph Two: AS/AD model of the New Zealand economy
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(d) Explain the impact of decreasing petrol prices in New Zealand on the price level. Refer to Graph
Two in your answer.

The remavdl of fhe Auckland Regional fuel Tax reduce costs of production
Significantly for businesses across e tountry, A transportation of goods
avd servius avd ponening machines ayd suda beome cheaper. This allows
e to grodut mole goodS aud Sevvice§ aud proves efficiency. Tais
cauges  aggreqeikee Supply o incrase fam AS 1o ASa. This  resultc in
price tevelS dkoppimg fcom PL to PL2. This shows a decrease ie

wliation,

( Question One continues on the next page » )
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(e)

4

Explain whether job losses or decreasing petrol prices will have a bigger effect on the price level
in New Zealand. Refer to Graphs One and Two in your answer.

The decreasing petvol pries is likely to havwe a bigger wwpact o the
pnce fevels wn New Zealand because it offects a bigger portion of
alost all  bisinesses across ths cowntry. This is because petrol is e
resources that helps businesses with chegper transportation and providing
energy for wachines efc... This can also be beneficicl €av consumers
Who can Satisfty ttir  corsumer needs Lith wore affordable phicts
far goods and Sorvias . Wih  the job losses,  eventi-ough t:“ v:‘a?eqasmmal
Signifgaut amount Of peopls Ract 10st iy jobg, thaese people may
hove e opporiunmiy of firding avotir b with tie increcged
‘ol Oppoviunilies o decrease v petrol oS Wil bnive - This could
V:kgfcgm\mg fruck dnves  awnd peope  ho teder could get oftar yoles
e Tremgposiotion side of busness. The decmsmg petrol ?hc,uE
evew 0ides 1w ecovomic growth  as mﬁ-mf&—mu the 3qunl/\
1o showe Y imcreaning B8 Ya. This goes fo show fhat  Hu
clecrease- narase W Aggregedt Supply i graph two IS bigger
than than He decrage inhgargate demand i graph ont.
This  means That the pna chonge m—gmﬁw-—gt;;o;;‘ﬁ;t : “
auad—comttract—tht—preer Yo YL to PL2 1 bigger owd hag
wmove mpact on Awa pncae \ewel w New 2edlond  Yaon  ta

\>th C‘\/\ow\c_:,t Sonn PL 4o PLQ % 3("61\7[0 ovie.
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QUESTION TWO: Inflation and the quantity theory of money

(a) Use the figures above to explain the difference between disinflation and deflation.

Trttetre— deflation- disiflation 1S a d;:r‘gofe i the rate of rflotion,
vhich rweoans ik lodion \s SH0 tsungy just, slower  Hate.

Deflation is Ha decremse in tha general pnce levels, which we cav See in
inflation ratt droppmg b 2.27- frer an 2024, from F3Y i 2022,

(b) Explain one reason why the change in inflation rate from 2022 to 2024 is positive for the
New Zealand economy.

When  the inflation rake is as high as 7.3 7= in 2022, Consumers

i\ ot be  wiling and ade o spemd money freely, onty  focusing on
necesities. this reduces consumption 1 the economy, however, whenn
Kiotion role dropgs to 2.2 Ve, Ohida \s o Sighicant drop, consuMmay

ort. NOW wore Willing ond o to sgem\; boasting @nSumptioh, which 15
9Dod £oV¥ T eoONnsmy) .

In response to the slowing of inflation rates and slowing economic activity, the
Reserve Bank of New Zealand has been decreasing the Official Cash Rate, resulting in
decreasinginterest rates.

(c) Explain why decreasing interest rates may increase the velocity of circulation in New Zealand.
A decrease in interest rates caused by decreasing official Cash rak wilf
increase velooty of cir cutation by mMaking borrowing and Spcwdmg
maney, wove advawtaoes, &S nte ave be paid
W10 d aoes, less st vaks fo P .,;-\4-.

making oons theap on

A discourasing gaumg  moruy, tavfoue encouraging  borrowniig Morsy

ond SP(/\C“V_\S W
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(d) Using the quantity theory of money, explain how an increasing velocity of circulation will impact
inflation in New Zealand.

@ 90
in your answer: P Y ~1 _%
© Mv = p@a & o My aipg

. state the quantity theory of money

. explain how inflation will be impacted if the velocity of circulation increases but other
variables remain constant

. explain how inflation will be impacted if the velocity of circulation increases and the level
of real GDP increases.

The quantity theony of mongy, which Staks #at MV = PQ. (M)
Stands €ov yioney supphy omd (V) stowds foy velocty of arculoatiow.

(®) dtands Gx pnce kvel and (X)) stands fov real odput. When volooﬂg
of drculakion wicreoses, hut n) and () rewaiv constant, prce fevels
Wil olso proposrnonatly marease. This 15 because (v) velodty ef ciralatio
and pnce levels an on oppasite cides of v equotion. tiwcfore for

oo Quation 1o rewmain iv equl stak, pnce levels woust drop
proportionadtly. Because whua mod many (S spemt, pnces are able fo
mcreade. When veloc{fy of circulation increases  and H level of
veal GIPP increases, The price (evel will rrmain  heudal f the veioci\\‘f’
owd real @DP  increase proportionately. Howwwer, this is because
equal ncrtases  coumtunct ownd rullify ahy changer Howeverr, i
voiocmj nereases more than oput  whaert vg\ou‘{j mercases bg 2y
0‘?3 k%:,ﬂ& éaﬂﬁﬁ'&si;fﬁeqéZ[’ pocs will need to Increase by R
mort ,A'\nc_nasing mfiction. B Tk I€ output was fo ncrese mave
than vdouty, where oulpat increased by bk, but velocity only
mereased by 3%, pna levels will have fo decreafe by 17
Yo \CAL? fue eopokian in egual stalt, therefor, dfCV'tQSiV\S

e a6,
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QUESTION THREE: The CPI and its effects on inflation

(a) What does CPI stand for?
The P\ stands Ty Consumer e .deex,, which is wred 42
colculale T rate of wllaHeam wm New Zealowd.

(b) Explain how the CPi is used to calculate the rate of inflation in New Zealand.
The  CP1 1s @ basket of weighttd goods and serviCes purchased bj
New 2ealomd households. This 15 e used to measure the price
changes of tse goods and Sewias, which helps calculatt fw
volt of iuflation . New Zeolond.

(c) Explain why the rate of inflation, as calculated by the CPI, does not affect all households
equally.

This is because wot all househalds gcpemd tia Some proportions of
Yadir  mcome on T Same  goods avd  Servics  as  oHwr bhousth
-olds.  Sope eopu. MOy be sFe,.‘dl'na less on rewt TG Otlays
\houselho\ad s
ond sonie mhﬁh‘i be Spemd'\ma mOre Ov Jroceries [ food than
N
oMrzr households. So He rafe of inflation cafculcted loj CPl vus

o does ol al®et all  ouscholds  €gually

(d) Explain one reason why government revenue might increase during a time of high inflation.
governmeint Yevenue  wmight inCrease during a time of high
wllction because tu gavermmedt recieves moyt tow revenue
from  Sx—exompte  \nCrcdsed  GST, as prnas of goods and
sevviras increase during high infiction, winch fods fo o
Lhioer & ST,
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(e)

9

Compare and contrast the impact of high inflation on low-income and on high-income
households.

Low —income fo“é&'idsm|l be worse off durfnj a period

of high inflotion  bemuse Tkige Ll.‘;";’gjé}'d'épc a!ready at low
incomes, nieaiing tixir  spending on f00d aud reent 1S gt
When  mflation couses  tle prices B wicvease, tHijs Wil ok
t everms Warder oy low-inconte  norkus fo offord  bofic
necess itieS, tlave fove  thely  Lovasermplem-€r-  CovBunALY Jpwdmﬁ
Wil be lowey then belorr, Low -~ mowonwe wWorterr also arz
fnséw likely fo have an opportunity o weglde negotiaft wage
mereases W Wne with Aty ncreesiveg  inflabion. This caw
fower Ry standord of lf\/)'na a8 well. H(ah'imcow wu’
on the othev hond are probably mort liktly fo have opportuartieg
o negotieke  wWoage Incraces as oy hove movwe of an impact and
wlluener v their workplace. Even € high- incoml  workes

ore  unobu fo vwootickt  wogL  cicader, tHay will probably
viof be os disadvantaged ean  low -incone (R0rkeks  btOWe
Mt) a\YtaldU hawe hig\/\"\wmw- These lhigh income touseholds
adso lend b nvest owd own  asgets ke pre perties. Whum inf jothiov,
rises, S0 will the valwe of these prpertis, o flu bhigh - inehu
Wrteys hove o ba(k-—q'o lec;(rmdgopﬁo:\oor;taf will adwrh-&a?gus
Yo Ywwr. Low-inconne perkrr ot e off, but high-

meconag Wouseholde Wil howe WitHie to ho im‘)ad b3
higy  nblation.
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Extra space if required.
Write the question number(s) if applicable.

QUEBTION
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Excellence

Subject: Economics

Standard: 91222

Total score: 23

Q Grade Marker commentary
score
The AD and AS explanations referred to components of AD and AS with
detailed reference to the graph. The candidate gave a detailed explanation of
One E7 why the increase in the price of petrol has a larger effect on the decrease in
PL, specifically referring to relative changes in both graphs.
E8 would have been awarded if the graphs showed a larger shift of AS.
The candidate explained:
¢ disinflation and deflation with reference to the data
o the effect of decreased interest rates on V with reference to saving,
Two E8 borrowing, and increased spending
e the proportional increase in PL from an increase in V
o the effect on PL from changes in V and Q depending on the relative
changes of V and Q.
The candidate explained:
e that not all households are affected by the rate of inflation given, using
Three ES examples

e why GST will increase with a reference to high prices
e in detail, the relative impact of inflation on low- and high-income earners,
including the ability to negotiate pay increases and asset ownership.






