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QUESTION ONE: Causes of inflation

In 2024, there were large-scale job losses and redundancies in New Zealand. Thesejob
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 reqa a
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.
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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.

(c) On Graph Two below, show the impact of decreasing petroi 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.
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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.
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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.
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(b)

Explain one reason why the change in inflation rate from 2022 to 2024 is positive for the
New Zealand economy.
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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.
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(d) Using the quantity theory of money, explain how an increasing velocity of circulation will impact
inflation in New Zealand.

“r =
In your answer: @
. state the quantity theory of money

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

. explain how inflation will be impacted if the velocity of circulation increases and the level
of real GDP increases.
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QUESTION THREE: The CPI and its effects on inflation
(@) What does CPI stand for?

CPI stands Fov the CONnsumev evice ndex

(b) Explain how the CPI is used to calculate the rate of inflation in New Zealand.
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(c) Explain why the rate of inflation, as calculated by the CPI, does not affect all households
equally.
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(d) Explain one reason why government revenue might increase during a time of high inflation.
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(e) Compare and contrast the impact of high inflation on low-income and on high-income
households.
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Merit

Subject: Economics
Standard: 91222
Total score: 15
Grade
Q Marker commentary
score
The AD and AS explanations refer to the components of AD and AS with direct
references to the graph.

One M6 To achieve Excellence, in part (e) the candidate should have referred to the
relative shifts of AD and AS, and therefore the relative shifts of PL, by
referring to the graph.

Disinflation and deflation are explained with reference to the data. The effect
on V is explained with reference to a definition and effect on spending.

Ths M5 To achieve Excellence, the answer to part (d) should have stated the
proportional increase in PL from an increase in V, and explained that the
effect the changes in V and Q have on PL depends on the relative changes of
Vand Q.

The candidate explained the CPI calculation, the effect on Government

revenue, and the effects of inflation on low- and high-income earners.

To achieve Merit, the explanation of the effect on Government revenue and
Three A4

GST should directly reference high prices and therefore more GST, and the
comparison of the effects of inflation on low- and high-income earners
needed more depth, for example a mention of assets or the ability to increase
income.






