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QUESTION ONE: The circular flow model and impacte on economic growth

—
Model One: The circular flow model
Financial I,
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(@) Use Model One to answer the following questions.

(i) Identify money Flow A on the model.
Scw»W(;?

(i)  Explain one reason why money Flow A might decrease_jn value.
Sovings m%’m decivase in value i€ intwest cades decrase.
—TE\T% 1S becaunse ’fﬂb?l«, vorll Lvaw(% less ?m'f-ufs{' on
Thee Scw?.\r\%s, So M W\ we ivtore sc‘v.sz fer m.wfhm
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(i) Identify one injection into the circular flow model.
Ex?af‘f reca‘\?\ﬁ

(iv) Explain one reason why this injection might increase in value.
E;t?or)t W'\Q’(s could Mncceose  yalue i Nz ?coduws
C»ﬁ “n/\ar cet (3‘G ?(bduz, o, So M C[’“‘\S“'QP\‘j WAL
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(b) Explain why economic arowth would increase if the Northland trial is successful. Refer to at
least two of the flows from Model One in your answer.
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(c) Discuss the impact of a successful trial on the government'’s operating balance
(revenue — expenditure).
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QUESTION TWO: Aggregate demand and aggregate supply

(a) Use the formula for aggregate demand to explain why the purchase of the battery powered
aircraft will decrease short-term aggregate demand.

AD= Ca\1Gr (x=m), Vg e a}x’(& devand gguuation,
(orsveftien 6 wdw\ Mestweats, S*uu el d‘\vs all Sﬁ{jcc@an* Mile
dert ‘\em Bt df crports - wierts disenses b Macc'&ﬁ(-’f are Ma}:rfa{
Mewr ff:wc\w\ed""s werease UM so peX &r-f & a5 AP i

Graph One shows the longer term increase in aggregate demand that results from the increase in
consumption spending due to operating the new aircraft.

Graph One: AS/AD model of the

New Zealand economy
Price AS ‘A
level | S‘ :
el
*PL el e
L] l
Y—3Y, Real GDP

(b) On Graph One, show the long-term impact of operating the new aircraft on the aggregate supply
curve and economic growth.
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(c) Referring to Graph One, explain how operating the new aircraft changes the following.
(i)  Aggregate supply
(n the lon fAn, ogxemkhﬁ fuce tewainerafls lowder a(aem‘mj
cods,_as u;]amd M‘H«\L §i 6'5;»&,. _m‘:’: c‘"uuw% ff« C_OSNF ffa@cﬁm
go R NZ conbe wore praficclive ond make mece oreits
gt g0 agﬂ(c%af"i supply mrerses (fls r‘wJM) angrapin 1 fom AbAs,.
(i)  Economic growth
A Sheron on wb\ 1, AD ad AS bofl Murease Cshaft rtj It) to
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(d) Compare and contrast the impact of the govermment making it compulsory to use SAF for
domestic flights on economic growth and op the environment.

Eayren et

1f e government niade it CDW\(,\L«(SN for domeshe «L‘sj--ﬁis
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QUESTION THREE: Measures of economic growth

Gross domestic product (GDP) is the total value of goods and services produced in
New Zealand in a year.

Some households buy fruit and vegetables from shops, while others grow their own from seeds they
have bought.

(a) How will GDP be affected in the short-term and long-term if more people choose to buy seeds to
grow their own fruit and vegetables?

(i) Short-term
C\DPwou\o\ MCrense N\M 3 lort +um (omusewpéo?le
seeds Incrtasing the value &f %ood$. will sfill also
regd Yo keey bwﬁwﬁ (st preduce asf‘wj wait G theseads |
T grew. o prodice mans corsiant Wik Seeds Mapase 3o (DPiusse.

L LT sman T _ e .
o . e .. wame % .

(i) Long-term :
\n the (Mﬁ term (ADT weunld dwweﬂm s loecouse ;
le, (hawe m\maﬁlﬂbwﬂﬁf anth plauted seeds %%miﬂw
?mMgmmM% q',\'%\w(‘ howx, So (eSS 5£6&5 MO" (CSS %
q;poduce, s bought so the value oﬁdoo&s hmﬁVd’ dwmses,
‘ia?mj (DY |

Net social welfare is a broad measure of economic growth that uses a combination of
economic indicators and quality of life indicators.

(b) Explain one situation when GDP could increase but net social welfare decreases.

i the %ouwM wanted o meye. teachers mte Mogfuial '“-.:'3
'Eadm“k% '{'o frod,qu \isre, %oods 4‘0 mepease (OVP. B%& ﬂw/\ ‘
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Graph Two and Graph Three show two situations in which economic growth has decreased.

Graph Two: A decrease from A to B Graph Three: A decrease from Cto D
Consumer Consumer
goods goods
A L
e /
B D

(c)

Capital goods Capital goods
Pecrease n efficiency & olloeatvon o fres surwe. Decrease i produchiie capacity

Compare and contrast the causes and effects of the decreases in economic growth shown in
Graph Two and Graph Three.

In your answer, explain:
what could cause the changes shown on the graphs
which change would be worse for lgpg-term economic growth in New Zealand.
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Extra space if required.
Write the question number(s) if applicable.
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Excellence

Q

Grade
score

Marker commentary

One

E8

The candidate gave a clear explanation of what can lead to changes in
withdrawals and injections in the circular flow model. Their explanation of the
impact on the model of an increase in production was detailed and included
how consumption spending would increase and import payments would
decrease.

The effect of the successful trial on the Government’s operating balance was
thoroughly explained and included increases in direct and indirect tax, as well
as a reduction in transfer payments due to higher employment levels.

Two

E8

The candidate used the correct formula to explain why importing the aircraft
would cause a short-term decrease in AD. The impact on growth was
explained with clear reference to the model.

The candidate discussed the impact of a decision to make the use of SAF
compulsory in terms of both economic growth and the environment. The
effect on the environment was detailed and used the resource material to
develop the explanation. Both positive and negative impacts on economic
growth were covered and a judgement made as to which effect would be
greater.

Three

E8

The candidate gave a detailed explanation of how GDP can be affected by
market and non-market activities, as well as the relationship between GDP
and Net Social Welfare.

The candidate compared the different causes of a decrease in economic
growth, with specific reference to each economic model. They made a
judgement of which cause would have the greatest long-term effect on
economic growth.
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