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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. 

(a) 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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level 

---ADt 

''2. y Real GDP 

----

(b) Explain the impact of job losses in New Zealand on the price level. Refer to Graph One in your
answer.

�\Jhe}') la�e... Scue job lo-.:,:se6 and nduC'ndanoes fo� ptaa 1vi NeVIJ Ze�(�nd., 

households I oose /YlCome Vvh9.n "1oustho/ds ave. low ovi MOne� , fhe3 hecom e.

vorti atr"eful of how�!::/ �()tvid fVlOh<!:J. Th,s. rQduceS Consuwiu �pevd1V\g lh 1k

eca,,,orvi:3. As conSurner- �revidrvt� 15 a COn,,pone.nt of 09o/P90,{e danc:md., 

qiven iv'Ctt /\D =- C-t-I+C:nr(.x:-M), a�':}�:}CAk dewiond decrrase,; Pn,m

;Af) to .AD 2.. As businesses crre not rnati1,-13 pyafits at- ron-cr--+ pna /eve/�

�� tower- � rn'ct /eve}<; 1l> Y½ore rutoY-d�bll pnw. Thrs c�us�s PL t-o

d..ecn.o.s� frvm PL to PL2. �1.s resufts 1v1 o. decyet1se tLA IV'I\\Ci-\ i°"> 

Economics 91222, 2025 
02667 



3 

Decreasing petrol prices, including the removal of the 1 Oc per litre Auckland Regional 

Fuel Tax, have benefitted businesses across the country. 

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

(d) 

Graph Two: AS/ AD model of the New Zealand economy 

Price 

level 
AS 

----AD 

Real GDP 

Explain the impact of decreasing petrol prices in New Zealand on the price level. Refer to Graph 
Two in your answer. 

1\-ie. removC\{ of #ic Aucl::(cw,d R.cgiovia{ fuel To.x reduce costs of- prociv.choll\ 

�l<jV11nro"'\I� {-or bus1heSS'l'S C\cro.s� 1k coL.1h� 1 o_s trC1ns-porl-<-1hon of- �oodr 

avid �('(Vius cu,d pcv..>env,9 YylQ('(,.,JV\H o.vd .SuCYI 'oeCome. d,'\('arer. 1\.11.s 9\\ows 

-\t\.('\iVI h, �rodU(( rr,o\e. 9oods qvid �t>YV,eeS aiAcl '"'-'fl'OV�f pfflct-ttl\f:j. �,s

(Cl uses a'.39re.9okr Suprlj la ·,�1rrtrue. m,wi AS to /\S 2. Tui.s f1'St,dt{ IL--\ 

pnu levels d� o PP'"'5 i'rof'f1 PL ti:> PL2.. Jl.,,s shoV\JS a d�o·c.a..se i0 

\II\{ ICl\16\-'\, 

Question One continues on the next page ► 
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( e) 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.

�e decreo.�l\l\.:) �etrol priCQ.s i� Ii hi� h, kave � br3:) er ·IVl,,pact- o"1 ff.tt

pno.. levt'I$ tvi New Zeolavtd hera(Afe. ,l af-kch Q bl33er pa,t1ov1 o{

Cl�st- all bl..€iviesses acr-05.s thJ.. ©\.ivitl:1- �,.s is be<auJe petrol is o.

rQSouree.r -f'hc,t l,,12/p.r /ouJthtSte.S �� chec.,pw trC1Jnspori?;it,'01.,, o,,..d prov,�l "'-1

e111er5'::1 fu YVicich1vies etc. .. �is C(;lY> a(io he benenci�I f?fY consu.me;-s

��o caV1 �ati� twir- conS'tMv1e....- r1eeds- w1l-t-. w,oye affo(dqh(..(. pn'et.S' 
<'.'ii.VI 1:,e assu� , 

fuy 5ood.s e-ind sen.ito.S. Wi+\t) -tw. )ob losseS, evev,-lv,ot.51,-, t" NQ:S Cl 

�19n1fao.� QWl(')lAOt <:fi pt'oplJ- �C-\-t \ost -\¼'ly jo\::>.C; iw_se ft'Opv-. WCt'.:j

lnai-ve � �p6YR>--Y\\R:1 � \\rd,Y'-:) o.\t'Otw,y }ob tN(\-vl i\...t h•,CY-ewed 

')ob O\?\'o,tt.m\'C"\� o d�c'teCAse °'"' �e-bo \ ?nc.,.,S �,\\ \o'r\� 1l,1J could 
\fVl('.QVl 

"'oec.vV\A·1� -\1-ud: c\nvor C\V\d pe0fV- (,)\,.,o � CDlAl� 5e:r O {Ny rot <'.S 

·1"' � 1¥0,\1\�pc<-\c-.t,ai,, .S(o..('. o{ \::,<.,,tS\Y'ltiS'. 11,,e. d ec�ltA� �e tro I pnc.,.,S'

evev. olc\� ·,V\ eco\"oW!\c. 9rowi-v\ as �e, .... _ fWflt w111 -t¼ �r'\fh 

tw1:> sv.o\N� Y iYIC�ff"'-9 � Y2. �is 9oer h> .shoV\J fltl0it � 

sh�Gre�s e ·,VI cvrose. iV\ A�<:)n'.:J c.-+e. supp ':1 iv- �re, f'-" +i,,,o is bi3:f Y

� LA � -tu o e c rtQS' c. ·,"" A-9 � reg o-. k cl e tl4Cl v, � ·, CA g r"' f � o V\.l • 

11,,,s- rv1eal-1S' �t -ti-u. pYla chavi3e �Q g�rtr =two 1S bi��et'-
tV\ ::)Y"°' p\--1 -two, 

O,LaGl cecA�1'tOMC'fj itct �\' i Cl \YoVV"\ \'L h> rL 2. " \� bl<:)':)e V O\Vl4 hos 

VYIOvt. \V\l\fo,c_\- OY\ -\\,v... �nCL \o.ie.\ \V\ Ne.w '2.ro\oiYid -\t.10.10 � 

\' n o. 0� °' V\ <:, t � () L to ? L � i V\ 3 re� f h o vte . 
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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.

:1":.,fiakio def'J6\t101, d1s1nf/crlion 1s Q decrease w, +he r�k of 1�\01hOY1,
o,t C\

�h,c\A YY\,(OIV"lS' 1m\ot\"\O\I\ \S St\\\ rrS\IAS )I.A.St" �lower �ff.

D�l�tion is tk de rewe itr1 tht C3eY1ernl pY1ce levels-, tNl,,,cL, we ca'r' see ,.,,

\r1ff �t,o-v, r�+t drnppl!Aj h> 1. 21· � \V' '2 02..L/
) 

-hom °T,J 0/u lh 2.022� 

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

W\tieY'I -\tAQ_ 'tV'IHCA.t'\OV\ roi.� \s �� ht<3h as -=,-. 3 ·/0 i"' 20:i.2, Cons1,d'Y1er.s

V>I\\ not be w1\\\lt\3 C\\IIO. o.'dt. m s-p�d money freel�, OY)t� focLAsi"'5 O\'\ 

neceSS1\iQs. t\ri,s reOu c�s COV\SWV'pt,M ,i.,, � ecoY\o�, now ever- ., lv\tieV"

l�\c«"\oY" Y-0\¼. Jvo-p�s to 2. l 1 .. , ul-.1CM. \� °' Sl'3h\f,Ce.tVll drop> COVISUY\'\.elf �

o,y-( now V'AO� '-,)1\\1v,9 c.""� o..'o\L \t> s�c-..d! boast1� a:>nrlA�Y\fh�, W�\ct-- , s 
C, i) o cl � � eC..C'nC>Ynl::, , 

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 
decreasing interest rates. 

(c) Explain why decreasing interest rates may increase the velocity of circulation in New Zealand.

A decyease 1n 1i,-f€rest rcites wu�ed bj dtcr-e�SltAS off-lei°'' CCI.Sh tcd<. 1.v·i11

·,,,cr-e<Ase. v-elo01ty of circulation bj m�/:::1"'3 bor,owi"'� o.v,d Sptvtd111..:3

\tv\OV\Qq VY\O'(e o.dv�v-.\0i�es, �S' less IV"r\{re\t Y-C\k 15' O\'rl \'O be r�'�
i 
�

m0ik1� )oo.v'-s -theo,p 0tV1d i---.. -. 
" d1scov\'(�5'"'0 �VIVI� VYIOl'\.l.!:'.j

1
-tt.u.v{c51,1! e"'c.:iur&1�1""3 borYowi(.,\� PYIO� 

Ol\110 s-p0d1�'.) ,l 
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(d) Using the quantity theory of money, explain how an increasing velocity of circulation will impact
inflation in New Zealand.

In your answer: 
state the quantity theory of money 

'· 
-t
MV 

'1U

- 7" -t
2. Mv PO.

• 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.

�e q, u avih� -\½ea� of mow,y , l,.) � i evi st ti\ k s -HAo.f- M V "' P Q . ( M J 

�ta""d.s fuy )'Y)OY\� ..sv1pp� i:,1/fJ. (VJ S1�111ds nrv veloc..1� of cir-culort-iavt. 

(?) .SfoV'ldS W( rnet \lvel eiL-\d (Q) s�c�"'d� 9-< nod ollf)uf-• w��t,1 veloei� 

of ciYtu\C\\ioY' \V\CY-()l\S-l>S, but (m) �vicl (�) rew,ci1v, con.rt-i:u-d, pna levels 

t,-)tll o.lro propo,no���� (\-\CYCal'C This ,s b(cawl (v) velodt� 0f ciKdailO,i 

cu .... cl pnu.. lcv�IJ 0,1'( OIA oppostcc �,dee; 0� -it-<. eq,ueitiatA. tL-uxrOYI' ITT 

10..L eoyvo.\10V1 -to h'""1ciiLA iL-1 e"}.W,1 stc:i-k, priet levers \"t'\lA.S1 c{nfp 

-prol'oYti6Vlortt'I�. B�musc WN.n rnoit rno� is speMi; pnos arr! abu.. fe> 

111\CITC...)e. v-Jhcvi velocd� ot cif"culGthOV\ tl"\CYeases a\l\ci t-4 levQ. I of 
) 

r-eo.\ G,P\> IV\CY-eeiises/ tw. pnet lev�I vJitl nwieii,...., 

0V1d. r<�\ c?lDP ilAC'Y(aJe prnportio\11 c,�l�. However, 

nev.:bC(( ,f 14 veloc1� 

-itt\,s- 'is becac.u'e. 

eq,uG\( ·111,C'Yt.l4Se5 count<Jr�ct o--vid f'\v1flt-f::J G\h
:j 

ct-t{)�(C tfo\l\.)f'QP(-r, if 

VQl04 ·u-,c�we..s MC re �h o�pui. whR'Yt VQ\oc1'½, iY"IC'...-C �se s b � S 1-

0111d ou\-o.v1t \ncn:..wes b<A ?:,j- 1 ene<.s wtl( nac/ to IVlo-tc,se bl,f 21"
-to � E'f 't\.-.c. cq,u od1 °"' 1 1--, ..Jeq..uG\ I Sf<=, 1-, . J 

Wion It\ ·,V)cn�.rivi.3 tY1flc.rliOv1. Y � Tf ow pi.At wC\S to \l"'IC� se mM 

-ttl"\aV'I ve\oc.1�, Wh.tH 0<.,41.f<A{ ir\Crlafed h
..!.J 

4-•J., ., but velocit:J 01-1� 

·Mcn-�scd 'oj 3 °/0

., 
pnu. \ev�ls 111 vte;'\Vl' fo d.ec�a.re h� l. I� 

m � � Qq,.v\°'�Gvi i LA eq,,u o,l s{c:,-H. 1 -twnn,vr, decr-teul
':_5 

\l'"'\�\c,.ti6\A. 
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QUESTION THREE: The CPI and its effects on inflation 

(a) What does CPI stand for?

11r-e CPI .s+eind.r fu"Y ConSumer P>,c,_ I0dex
..,

vlL,,id.-1 1s wed h

co.lc{.41c.-\e_ � r� ot ·,111-('\a,\161.11 iv. 1'\{w Ze<:Afa�-

(b) Explain how the CPI is used to calculate the rate of inflation in New Zealand.

1k CPI \ !; � b0tS.br of tJt'ljhkd goods o.nq sevviC.<DJ pw-c-t..ased b.:1 

N�w UAI°'"'� how-eho)ds. Tu1s ·is �!Nl-"l used lo M"c.sw-t tkt. pvtl-<..

chC\Yt�<'..f of fl.-t.se 0<)('.)0J' t:\naf sevuic..e.s, 1-JVliC� heirs (i?licv\lDik 11,u,

r0i.\e_ of ·,Vlf\c.-\io"" \'-" New �0ilc.1-1d,

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

Tuis is beCC\USe �ot e>ifl l,-,ousehDJd.s gp�d � .S()Wl{ proporhav, o-f 

�\y- 'rYICOM.e DYi 11-v<. S�wu.. .5ooci-s c.ivid SeyVJC(S aj' ()t{,...(,y ho<A.seh 

- 0 \ds.. SorY'-e peor,L.v 1-Y1a11 be spemdfn.'j less OY'l rent Tuul-"l otw.,,
�o\,\se�\o.s 

O.Vlct SoYY\e "M\ 'J\i\t be sp�d,V\.3 VVIOrt Dv,. �fO<:.Av-'ie.s / fuocl -ft..ci,...,

o� h�S�ho\ds... �o fw roi-{� o-{ i""-<'lo.h6\-\ CC,\(cu(C{{d bj CPI �

� do�� not <A(Rd o..11 V'ou.sc.hc)f ds elJJ-11>.ll� .

(d) Explain one reason why government revenue might increase during a time of high inflation.

govQrnm-t"1t1t n>v��ue V\,119\.it ihCn>l\Se duri03 � nMe of "'13h

·111\t\Citio\ll becCtuse tL-.t 9ovel"'V1mevtt recirves >YlCYl TO\Y rvehue

k-rort\ � eK.SWv,ru. \V"l Cn:C\.f'ed G\ST, as pnces � �oocU (i\)'\c:A 

sevv i etS' IV\CYC�Sf. duri� h0\ri i�\V1-\16h 1 1.�.K!A �o.cl.r to q

�,C>_Jvu. y @1�T,
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(e) Compare and contrast the impact of high inflation on low-income and on high-income
households.

howe\-iold s 
Low -iV'ICOM� b�orl:;;Qr;s will be wone off duri ..... j C\ pen6� 

\,,,ow(hold..r 
of �i3 I,, i\."lf'lun0\11 be<.blu.re 1ktre. t:Auro � ovc �/read 'j of- k:>w 

i111comes 1 tv1eciv11�-:i tw1f' .speH1di� OVI food o,v1d rcVI{ 1s +i:)L-it. 

�N\11 iV\fl�t\o-1 co.we,., � pr-,c.t..s -b iYlcn>ose, �,s wt1\ V\llo,b. 

'it evev, 'Y--Qr� c.t'" rrt luvv- i�C'Om.e V\IOYla.rl' -tv lA-f-fuy� \9oir1c 

VU�Jr ltiei, i"tA.t� W\,(_ �{ y Cv�4.SIA l" .. tfh �41 e.,.-: cor1.;'uVvU y ..spe,,,,d,� 
tNH\ b(. lo�y i-<-10-Y1 loe�, L.ow - l""coV\IU t,,)ort:.otr Q/.so arc. 
IQ.SS 
� 1,�0 to �ve C-t"" oppOY-ft.,w11� -lo Ja�� Y'egoticr/t WC\91! 

\Vlc.Y-eC\Ses 1vi "\At wr\\l\ � 'i\'\crcciJi� ir--<'l°'hO\'\. This CGt\11 
1. d J O • H ( 1 

, k.> �e ho lc./J \6vveK n-t.\Y- �f-tl1,-, 0irc.A e>f lhli"'� as we(/. 3vi - fV'lco� , >orl:u::f 

OV' the �v h�Y'ld are p�f½ rnort llbt� -tu hcwi oprorfi.f,.rHPf 

� 'r'�5otici{.( WOl�e IV\ etu\f'tS QS � ��vc. V'r10'vl, of C\ I'\ iMfCo\Cf civ.,c/ 

·11/\�hAe't'CJ.. ·1V1 ;t./1Y- �ortplaCR E.vevi \f h1�V1- '"'co v-.-.C wo�n'

Ol\te VVlOibl..l to w�ottc,k W°:)L \'V\c1,,<a1er, �� w'1ll p>-eb0ibl
::, 

V1ot 'oe o.s dis "'dVC1Y1ttA9ed -\v\�V'J lov-) -\ncoyw, tNOr-b•IS k>ta>.'-<Jt

�� o-.lYcclld� ��\J,q l.-.\5�-- 1viru�. lhese vd5\,,i lncoYY\.l hotAstholds

�lso .{end k> hwes{ o,Vld owvi <ll�efi Hh pro perfieJ. 1/-JV\.tM inf jo;ti6v}

ri se.s, so w1 // iiu. vo,(u.e d iwse p1I>peY-/-'Rf, Q:> 1k l,,j
j 

� - JY\a,I¾(

\NJ'rr..tr.r h0tvQ (), b,:,,cl:::- -4r, 11-\COMe oph().-1 tt,,c.1- t.Jil\ C\dVem-ta..�.DUS 
hov1.stholds WOY-St 

to "tYWIW'\. Low-·1�coMe b)8r:b;'l' �K � off, but- l.-,i9�, 

11-10OY\A.t �o\,\.selttolcl! will lr.uvt ht-f{'{ to ho iY\-"lfC1<?.f 6� 

\tli <3""' °t1At'\0\'16v\, 
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Marker commentary 

One E7 

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 
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. 

Two E8 

The candidate explained: 

• disinflation and deflation with reference to the data 
• the effect of decreased interest rates on V with reference to saving, 

borrowing, and increased spending 
• the proportional increase in PL from an increase in V 
• the effect on PL from changes in V and Q depending on the relative 

changes of V and Q. 

Three E8 

The candidate explained: 
• that not all households are affected by the rate of inflation given, using 

examples 
• why GST will increase with a reference to high prices 
• in detail, the relative impact of inflation on low- and high-income earners, 

including the ability to negotiate pay increases and asset ownership. 

 




