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QUESTION ONE: Indirect tax and elasticity of demand 

The purpose of an indirect tax, such as an excise duty, is to discourage the consumption of goods that 
may have negative health or social impacts, and to generate revenue for the Government. 

Graph One shows the effect of an indirect tax placed on a good with inelastic demand. 

Graph Two shows the effect of an indirect tax placed on a good with elastic demand. 
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Graph Two: Elastic demand 
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(a) Complete Table One below by using the letters or labels in Graph One and Graph Two to
identify the changes in surpluses, Government tax revenue, and deadweight loss.

Table One 

Graph One 
(inelastic) 

Decrease in consumer surplus R, A-� Ve 

Decrease in producer surplus ?..ofsC "P� 

Tax revenue P� ncP3 
Deadweight loss A'BC 
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Refer to Graphs One and Two and Table One in your answer to part (b) below. 

(b) {i) Explain why the impact on consumer surplus is greater when demand is inelastic
compared to when it is elastic. In your answer, include the definition of inelastic demand 
and a reason for demand being inelastic. 
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(ii) Explain whether the Government would place the indirect tax on an elastic or inelastic
good, if its objective was to:

generate revenue 
• discourage consumption.
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QUESTION TWO: Tariffs 

Although New Zealand generally aims for a free and open trade environment with 
relatively low tariffs, some goods, like textiles and clothing, continue to be subject to 
tariffs to protect domestic industries. 

Graph Three: The New Zealand market for textiles and clothing 
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(a) On Graph Three above, show the effect of imposing a tariff on the market for textiles and
clothing by:
• indicating with dotted lines the new quantity demanded (label Qd) and the quantity

supplied (label Qs)
• shading the:

new consumer surplus Cl 11 i ! I! I! ID 
new producer surplus �IIIIUHIIIIIIIO 
tariff revenue 05 I) 

• deadweight loss � � �L)
• labelling all changes.
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Refer to Graph Three, the resource material, and the changes you made in (a) on page 6 in your 
answer to part (b) below. 

(b) Explain the impact of the tariff on the market for textiles and clothing on the following:

Consumers
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The Government 
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QUESTION THREE: Subsidy 

A subsidy plays an important role in improving New Zealanders' access to affordable 
and effective medicines. Without a subsidy; the market for medicines is likely to face a 
shortage. 
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Graph Four: The market for medicines 
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(a) (i) On Graph Four above, use dotted lines to show the resulting shortage of medicines that
might occur at price P

1
. Label the shortage and the corresponding Qd and Qs. 

(ii) At the current price, P
1

, how would equilibrium be restored in the market for medicines? 
In your answer, refer to the relevant labels on Graph Four, the changes you made in 
part (a)(i) above, and the concept of market forces. 

A-\-� v,.J("<-em- ?''c.e
,, 
Pi, � 'l"'�'t:::) de..--.r-cnde.d(Gci) "iS \c ..... ,�J�f"'

� �\v2. c:i,un-t·:J �f p\\ecl ( �) • lh\S � e�v\+.s • ''"' Ot s '.--.or-\� 'I"'

-\-ne \'V'c:::N-'\�e� .!'or Ntec-h C:1 0€.� ..\-o .lrhl<..\.Ci\ve.. 0� Q� -0!:.. CiS

Qcf) Gl�."'\'ne<e..Tur-€
,. 

(�� U-:1\\ \:,\cl '--f-\-he... frice..� �o.f1t,�. 

\ if"\ �,ec.,- cC- <V\\.�5v0 (jv\-�.,\-½e_. \'wv1\-\,e_o,l �C.\<.. As+nQ. r 1""\t...e_

• tr'ic..� � \\ 1 � �'b 
�-e_c:l °'ec:seci� �Gel

-4-0J,...o....-e,\-:, Gle. CA> \.i. � y-pu.., \-e.-ss � ��ck>\'<.�- �-er� --\-c 
�� �\tl �S. +\_OJ..,01-e<,. C\S +Y'I-€..- r.,.. 1 c...-e,. \r\.c,r€....ct� "\''"°v-n 

'?,, -\-\le �z:) �f 't.-e.c-bV\�0t::>e.S -\'r-o� Qs.-\c��� Q..Q. ec -�

·,s�fy'(:x-.e �,��\-e.�Pf"'����� �\'--\ ,m.ec,Ait.,�s."',�
�-:, c.�,hve'>""�'' ���\

::, 
\"5 e:y-.o,\ 40 d� C&s.=Gt>. '),orcl

e
'i,

�1\,�v\<..N'"Y\\"::::.'{-e=::,.-\vrecJ O<-\ �- (5!� �.-.e-'\''Ni::..���-,�-e\'i,·,,-w,c.-\a;J.
Economics 91399, 2025 02114 



'· 
, 

, 
' 

11 

Better health outcomes for New Zealanders now would mean less cost pressure on 
the health system in the long term. This is a good justification for the Government to 
continue funding the subsidy for medicines. 

(iii) On Graph Four on page 10:
add one new curve to show the effect of a subsidy that would remove the shortage 
from the market of medicines; label the curve 
shade and label the area that represents the total cost of subsidy to the Government 
show the price producers receive after the subsidy (label Pp) 
mark the area representing the deadweight loss with the letters A, 8, and C. 

Refer to Graph Four and the resource material in your answer to part (b) below. 

(b) Explain the impact of a subsidy on the market for medicines on the following:

Consumers
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The Government, including how it justifies the continued funding of medicine subsidies despite 
funding pressures 

�-1�\e("(W�➔ '°""'o(: °' �lt..t) o" -+\'\Q. <V"'A-r\C-e-\- +-� ��� 

Co�':::,� 00V-e'<Y'"'\�(""l.\- --thO- 0'2 \ IO<Ji..r :::::.\.c..c.fec.A C,.r€_C, di:Hl u..,\-\ tc.h ,� 

�€.. VC-1\\/€..C.lf--\-\-\,e �\� ('P9-91) (Y) ..... \.\-�f'\,ec;A tJ �'n€. \-e..,e\ o� c...��"ttC>'\ 

(Q0. -th\s. <"'e.�-\-� +-'ne.�-er.---.� ...... � ("y\.J \.-c.ve -\-o c,l�c.,.-(..Cf� 

�e;.-�,Xw·� crCl -�-rc:.l.:1 (j " c-\-he1'" o,,-.e..c.� c:rlC +he ec-...c,---c.KV'\c) � <" 

{ C:::S.o-r..\- -\-o \v'\.C..�'J <>{� \-E!,v<c.,\ "S, . \,\ou..,ever
_,. +�ave ... Y'"'\,r-y"Q,n-\,- c_c,v-, 

-)� 'vt) -+'v)e. C..c,�..\· 1 �cl �; � c-'f � t C..:1 t'"'IQ. � \ c.A '� d e.::> p Y\· � 

�,� \='f��-e>·""''"> ,� �€:r+ f'e..S,....\--\s. \Y""! O\cf€:c:.:r·e..C,� � 

�� C>"". +� 'nee. \-Vn. ��� (V-\ l n -\-'n.e. l � \-e..--rv"\. �J \v-.c..�c; �e.� 

r�+� ':i CQ Scc.'1--e-\0 \'.:::) Y'ec,�"''E!.<" .Tu,s. -\-�<'e.� r'2 �c..n$ "Thci\. 

��e.-rnm-e,,,, \- d.oe."l re+ �ve +o S.�V\,�i"c.c.-.-\-� ,......,c..."'Cci�,-e.. �c,l\::, 

Allocative efficiency 

"'in-e. ,�,e�+t °""-c:,.C. o, "!!>Jos.\� 0,.,.... .\-'v"2. tv'\�r)CQ-\-�� m.e.c...ltc?:.\ ""� 

f",e:::,\..., \1!:, \ t'"'\. <:>\ \c.&S. � Cl\ \CC,0.--\\ v'c.. cl-\' t c.\�� , cJca •(Y'\c�...-•i�-\-ro..-4-a:>l �""t:) �
..\-�c:k:..c..cl�� leiss Age ih,� \5. 'Qe..c.er� -tne.."C\ir'I ,nc..� 

CY'cl ��ce,- �.p\'-& c,\JeS '"'c:n- �'b �...c..se-\ \-'rR c.�� -\--0-\he 

:J:)v.e, "'�..,-+ o� ,�\<2..rv-e"'� 1) � >---k,ctJ (�l\o-,...,��c.t-€..c..t 

' ;'\\�o� 
O<""ec..J , 1\-"2._y-�.Q. ...\o-\-c. \ �\�� o.-r-e. no-31-- rv-'\�'-""-\..-r.\..::e._o,\. �c.�+ 

.:SO c." c..\ � e. \..:Q... c- -e o c 0--< >,. �, � h �\-\-!,. ',,.,..._ � c,l�c.-h,�•e. 0\--\,- I c � s c..<" e c:.

A BC. 1 or-.cA "' \ o � :'.> oe o \ \ oc..c.-f, v 12_ e.� -4'\ c..., �.-,c..0 . 

Economics 91399, 2025 02114 



I 

' 

QUUllOfl 

-�

13 

Extra space if required. 

Write the question number(s) if applicable. 

... -Ce.r he.C1\+hc:_c.,re_ q� eve,.,., Ze...c.\� �cc.,e:-\U � •,�f"'Ove.� 'ne_c, \+\-v�··c.\-\s 

.f ro("V'\ �"-.-�� � '() � �, c, ne:!. "'-.,e.__. z.e.c. \ �d V-A:Acl o.�c�\,,.,. 

ty'\U)-'t:J-(' ycxv--- ,�ro.tR-.d f roct--c...-4 ,..., ,
0 

-f rc.-v'\ t-� ·n�v'e..C,'::.-e, d 

Y'€P'\..\-"°'�\-e_-,.lh� -\'t 1€:"-e..� �-- I� �-f!!$'"'��� �<n..,���Y'\ 

Economics 91399, 2025 
02114 



QUDTlON 

NUMIIE� 

14 

Extra space if required. 

Write the question number(s) if applicable. 

Economics 91399, 2025 02114 



O') 

O') 

C") 

-

0, 

02114 



Excellence 

Subject: Economics 

Standard: 91399 

Total score: 22 

Q 
Grade 
score 

Marker commentary 

One E7 

The candidate completed the table correctly. Their definition of inelastic 
demand was correct and identified reasons for a product to be inelastic. The 
change to consumer surplus on both graphs was identified with reference to 
the graph for the change in price, quantity, and overall decrease in consumer 
surplus. The candidate incorrectly interpreted the final question to identify a 
good that would achieve both goals but did give a detailed explanation of 
how an elastic good would best address discouraging consumption. 

Two E7 

The candidate drew the graph correctly. They correctly identified the changes 
to consumer surplus and producer surplus with three graph references – 
price, quantity, and overall change – and integrated the definition into their 
answer. There was limited analysis of the effect on the importers. The 
candidate correctly identified the additional revenue to the government and 
what this could be spent on and included examples. Allocative efficiency was 
analysed well with the offset correctly identified as well as a graph reference. 

Three E8 

The candidate drew the graph correctly including correct labels. They showed 
a clear understanding of the market forces, including applying it to the 
context. The changes to the consumer surplus and producer surplus were 
correctly identified, including three graph references to the price, quantity, 
and overall change. They have correctly integrated the definition in their 
explanation. The cost to the government of the subsidy was identified along 
with a graph reference. They have identified the opportunity cost and the 
long term effect. The loss of allocative efficiency was identified with a 
detailed explanation of why it is no longer allocatively efficient. 
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