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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. 

Graph One: Inelastic 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 P, I A ,I> I pt 

Decrease in producer surplus p�
)

�l l / P.3 
Tax revenue P, , A , c I f� 

Deadweight loss ,tl ., � /=-
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Refer t o  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. 

{J(,e.,... de� 1'5 (A.€-(o.(51,'c_) //4,.·J Nev-t s HAJ a.. ('4ise. IV, 1/1,'c,Jz.
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cl(�vJ. c(!)V\JV.�t' Jv.f�� aL!;u d�cl'�C(6"2,..J k to 14,'J .rtArW

be:j eMMi � pt,JJ..RI' /J.wl-s ( c'.Oe. ckort.o,St?.S f (.) Q, 1\... t�{.'C.

w�� 0 ( ie c�"::. f o Q
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( Question continues on the next page ► ) 
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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.

I ,JJ ' � Co ► ?
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//t>.1v(!Jt,,� I lo di 'rc...ou.10.-(/2. C'OI"' j t,,.J
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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) � � t,rz., l\<I!�'::.
shading the: 

"- new consumer surplus (k @Hffi)
""" new producer surplus am1111111m11D 
� tariff revenue 0-====l) 
":--... deadweight loss ��'>I) 
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

t.Jt,,,,_ tM,1/J r·c.,(_ /��s frow., Pw lo Pz I � i-S � <;.�( J,/f,r,t�

b�. � «>½"""" ""- �"'- !/J � wM � o.J""h 
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asc �c..e..r fkVf'J (Jr(lr wfvcA � (Ov..$£c,Hr� a¼ eJ)..I"-. lu.1 <:.v.'f'lv. r.

t(e.,l>",tr>(_ c�.s� �1 fXj � � 1,A, •• A, b,,..
1 

{,,e_ 5 s,, C4.<.d eft-i', (1)�r

Skf '/,,.,._{ �. ckcrM&t5 •

Producers, including any difference in impact on New Zealand producers of textiles and clothing 
and importers of textiles and clothing 

JJc frocfucu 5 01 i., �� (u ja.;-1 �- S'-'-ffA5" a.S f1•'c.e. l'(c,•� •�f€C<.�
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--;. 
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{vJ:� / c{o�J � aJ �J /,lure ci� � I'(., v..,,..} J "�1 wlv'c,/,i � 
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I)\,/,'-.,,_ /k..s. f"'"f/MJ, &ss�wt't .. �
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(,>-.,()� tJ dl)c�. n,. '.:> / ':l kcC<,v\.,Qe A J s/:!( �cr'e� Iv / �

s� fr<,'U. OS wiY<. �c � �
3°

1/Q�� c�ffe.rh: � tffeM,Jelel-�a.. 

pl>J &, !2) bJ ov,q/ d � /lvt..l� 1 CM )Jc �i,t�✓S tA. 11'� 

t wilt J.,.,tfo .., 5al � U."1.'i-$ foe� ./ � .,/"<fe�.,,_r;{ let,, � �if,,. 
;1,,u) so (I,(_ �)) � 1'wfol-, dee�". (O;f�e �e..Cvoe�

( Question continues on the next page ► )
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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. 

(a) (i)

Price 
(S) 

Graph Four: The market for medicines 

Quantity 

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. 
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tl� P, 1 Q0 >Q�, �4"';') /ct.N- ;� a ��,fc'6e, i"'" ft._ ,w.,.,�J
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�J�J�tAJ4'f J+'(?rj�ti� ,,,,._ �- (o �e'a"'"'- ,,� 17-0{6 /-;.rlf/ 

fl',,,0/<l v.i-,)S � er Iv.,� J..,,i,, ff t'U • (tv.''5; • ;�<l. ,.,,_ fft'<e.., 

(01.L(U> (i)\�� .... ..1 {o Jz_crL�c. �\r }CA.CMl.lj Ju,,.,..,.da. d c-.s so� 
(01\.S�s Q,,t__ N lel6Q_,, 1,.1.-U,-J r�u<.. {c.>� (JVw') i� ,�.f. 
pr�•c-e., (h.'... co1A-t�uAG?.� c-wv�:1 flJ.. ;\,�,�k c�-5 q,..,J C,(

N.J.JJ l}t;l•b,:�""' l,� Cb �o Ll/6� � Pe.. J c,.,lu-q_ &_s =-.Q
p 

�_J I.¼) � µ,re{ fort:PJ � acf.s, a,\,d ett,v...'U,,""°" t' � �sfo, �-
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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, B, 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

/....kV\ (k s1-1.bs,d) .'s ,,J,e.iM..VL/l-d 
./ ��,..-r St<1t7 Iv'< ,�l�we.� •

%t,·s (� kieCCL� 17r,'c(_ 17a,·J 1:J (OhSk-rJ k.u decre(uSd

t()v\ � fo ;; ' 0 llc-'T: I 'J 0. Cc.Ji?,,.. J.,./4--e�� /4dw.,e,,,

�l�f ft,_J a<(' //v,-/li
j

/4?£. f-v P7)) a�(( CA k/ � IU'/�fl 

/'J,,, a� .. al Si'1 Le fµ\wl.1J c'vtC��fl' lro� Q(l_ f (., Q
I)/ (u.,r-e_

/J_,.(_ MD-<- l,W\.J ' ())II_• o.f,ct,.. """""''"' '''"" {)"'"' C> s v.. r!A,,.s •
�4"'1- COt\.SlMf\11-(j Pj /q_r;f, l ..-«f,'cc'J ()1,.J � re� c; IA.,j'V

1L¼J,�J > 1,vt....-'Ct, ,·s 500d (.) ;,..ow it.ct.c,At.. I'� IV4t.Nl o.ffr)/J04!)t .

Producers 

Prodv.L.�.,. S"-' rl-v-..3 o.,l,;() t'-1.creC<...�'S.

r�'s i's itJe<� 1ttc.q_ fd'�5 �,,'evVl.. �e.& 1!.<�c4-U 

f/D- /Je /v? �-evi� /(e� ,'u 01 J/-""� cf(;�NlA-
Geio.ARJe.,.. w�� t½ c,e v.,••tl,�lalk rv s.:JI (o, �v\.d tplovt 

(, {},,a I� ',, ,,,t{ Id/, .. .eel • i-e.<? '},,.,...,�, l ) ,.,,, =�

tfaM. Q� {o Qd t.e� �e K.Ol'<l. v-.-i./f
c r,ver w'1...'c4

� cavt �onl.,,. t/4.. ·s �""i/,,us . 
ftudv..u,,o � earv1 � a,i, k s (:\./4,s (ff co..cJ.i U..iL,·/- / tlt,...d
r,d/ � ih< '1-..r i,( hedi'c,'v1.L-­
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The Government, including how it justifies the continued funding of medicine subsidies despite 
funding pressures 

1k., 
j

OI/ ,, N<e) (,p_,, f � P"") i, {(,__ d • ( Cu�"'-"-- 1:,,,/ -ve-e" /, a ,_,J
� ,,.,,,,.,,,,a:J//;_.,-'/J Su (j ( 0 ��) ;.,, f'j•'-5 f.,- fie_ ,�s,�. 
'll,\l � (� /J.-0� {� COU, ll �evJ 1'"' 0 kv- �tl.S I 51,\[,/4 � � fo..x 

reJ'tf O✓ tclu.cc1i,1ovi, /{l).N,t1u, ,i '.s ft,e_ vowrf\"'-t.J"s /Dh fo {ooh. c/le1 

fk. v-Jll,_;�:�tr( {Mr sou·e,�J avv�J �aow'1 fX°fb.. lo a.(lesS 
effec� ... Jq::;;.t-tlo.,. 1

1
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'::) 

k t-� l'J <:-t1J1 t,1t,� /? 11 ,��

bew.l· ucJ fu Vv r SOl1't,,t1. Jt,') i,.bu)J d"t.o pJ kr: ,��

()IA {)[,A./ kt,._(fkc,,,..e_ s0 �eMS (�(c,s,�; La-�'ck �O£es � UolM-'k�

�v1
J 

�o fj /r9r /:Wc
1 

f-l,v.,s tifttr JtASlf)j t�'s c�fi'w.-(/4
fv.�J.-,��)' 

Allocative efficiency 

4 deo-dVv€ ;5U {o S s � (J,.'l'(o.. f}� C ai,-;ses. f /4/s 1 's ck I o fosJ

1-.,, J!7VV""e-/- M._/t..._ ,'-1 f'j'� /2 /4. subs, '.J_J IV
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I:::
:·· (}IJ(lrol.}, (-u:)v�e.r 1 ( t-s /JN(, f� ft_ lw4J.A: (o,, fw/f�C(_,1..-

( � Ao (o �/ �edii _ 
€fPc,-cwf; a -l ((Q_ �- c1/

l'
�/t(_ce..--

a.,._ tD'-"J u.-..Rr s�Yfk.s ,:.) '<-0 (OJ-d.c" /1.-<.tM(,'i.t...,sd,
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Merit 

Subject: Economics 

Standard: 91399 

Total score: 18 

Q 
Grade 
score 

Marker commentary 

One M6 

The candidate completed the table correctly. They correctly defined inelastic 
demand and identified reasons for a product being inelastic. The reason for 
the decrease in consumer surplus was correctly identified across both graphs 
with reference to the graph for price and quantity. The candidate 
misinterpreted the final question and looked for which of elastic or inelastic 
goods would give the best outcome for both goals but has identified the key 
points for the benefits of each. 

Two M6 

The candidate drew the graph correctly. They correctly identified the changes 
in the consumer surplus and producer surplus, with reference to the changes 
on the graph for price and quantity and applied the definitions. They also 
identified impact on importers as well as New Zealand producers. The gain in 
revenue for the Government was correctly identified and that it could be used 
to fund other projects, with an example. The candidate identified the loss of 
allocative efficiency and how the deadweight loss is created. 

Three M6 

The graph was drawn correctly. The candidate identified some basics of 
market forces but missed key terminology. Changes of consumer surplus and 
producer surplus were correctly identified with two references to changes on 
the graph. They stated the cost to Government and the opportunity cost but 
with limited reference to the graph. The description of loss of allocative 
efficiency was clear and included reference to the graph. 
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