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QUESTION ONE: External influences on trade and employment 

Model One: A simple circular flow model of New Zealand producers, 
households, and the overseas sector 

Consumption spending (C) 

Households Producers Overseas 

Import payments (M) 

Income (Y) 

(a) (i) Using Model One above, explain how a recession in China and Australia could negatively
affect New Zealand's economy. 

if rt'.,Ct55(oh \'t{ers' f-o [CM b1>ii i.tSS Dtft'vi1'J � 
""' -h c�-w.t aiJ. Al.it1fr4li� k,n, i� Cl f'(,Ctffl'Ml-J hit
JetJrlb1$5 fhe �}-t,i/ €°rforf (lll1ffs J f';l �ar�l, /3cfAl,.<,<. of 

�,-s J 0f:r' PrralvaH fw,.J yt[,e) c,p. YvloiJi;f e'fpotfet'5 511ich

. ·, 

C\t5 c�i'lwi (}r.d Jtv.5�[," a�t. iv.A-v ('av h} (Y/$1 f ic.65\1\f'i s a S
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Explain how a recession in both China and Australia could negatively affect the 
New Zealand Government's macroeconomic goal of a balanced current account. 
In your answer, refer to the components of the current account, and relevant flows from 
Model One on page 2. 

Tk (14�/- �tCc,v,if Y({err � jw._ J,(olf,.f4<ficn 

of- v,1�tAf N tw 2e,,{411J ca11ir ove�,11 ccw.tvJ. /c

\/\lwf tvc fpc+1df o�trJet-rJ, IVZ IJ rypre4f£7 ft-. tt ott;,,J
".s ,) rs ()\ fr,rt /(;iker 41tol refi-tr Jv,o.1,,d� et.. 1Jerlt47c1i4J 

-fc,v. t111"' fii,r}. /?qAt-. ;f-J [fo� rutuf Jv.th�!t" alt l�/2 
I f1 � h ee11,·c� J 

ey ,crf rca, yh 
�r/MJ, w,·�
, 
�'-'JVrt'1/1 Lvt /I
[kl ftJtr fJ.L(o-'v-.ftf 

ft,., { livth f /.ft eyf"tfeJ J l/\ rt ea(h,-11J f tfJ

uj ch,'M aiu/.- /u,r/JiJ,q a.re k(/fi, kttA1°, -e;r11 
J.curto1fd frcdl qr/, �,6 , 1JA. /efe.l r'y1I 
[olt/11'\vl- � f v.tttA ff j �rA"'r rfJ,ili� it
Jtcptr ,',,Jo ,t J.i/i'clf I 

Graph One: The New Zealand economy 

Price level 4s' AS 

PL 

y Yf Real GDP 

• (b) (i} On Graph One above, show the effect on the New Zealand economy of China and
Australia being in recession. Label all changes, including to the recessionary gap. 

(ii) Using your changes to Graph One, explain how China and Australia entering a recession
could affect the New Zealand Government's goal of full employment. 

\.v, � oh,lt« �� }iJt1/r?,tt, � k; /11 ,o,/r,;fh
o/ 

°' receJ"Jf&,-, j 

h,1) durca � � a.,jf'l'J* o/_t;hg.M f1c1vi A-]) fr; A/) 1

•

fh,'5 )) �ea,\t..� of redwul /v«it oL/I'�,/7 /e�J r Jc

(;,.. eke (ta 5< f V' f."/Ff'f Answer space continues on the next page ► 
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�flCcif,k \vhtch �({ et C£'v.po1wt1f o(- Ai)-;; Cf-i j-{,:fep,µj \.; 
et� c,. dtCr(/1. Y tit i dava15t r h1) , Jc,qrc,uk 'rif P� d� /_.. 
nVm /15 (t) t> I '\� r,�'i, )¼tt }t(� of\ ei-rrh --h-' fAlt �� (� d:? . l n oroW fo h,.p.,iJ&..i11 ptvhr rvi�ri;fks J p�,s wrll ··/

\..v.vt f-o lo., of? �tJ Jft cfiMr � ktlf fk. �iJl-.tSJ flA'1nilJ J 
wkc� rla-s rJ cu�ievt � �cMf1'Nfl/! 9ocd dt1�k�lwMI, ·/ 
�U\l C,I) P JccYttn! frci-,- Y � y 1 lvt J<t }k, 
okcrtff,� ,\ 4 )J) (A�J ,1-5 �J,w,. fr; Chih"1 4M \ 
�5�1111 hu\ rVi CA ret; f!,�1r�� \,.tk�( r'L.JJoJ.cs it dld1'i-l 
f 11 c cPh�w.,-c �A, 

(c) Explain why a recession in China and Australia might have only a temporary effect on New
Zealand's current account. In your answer, refer to the resource material above and Model One
on page 2.

\Af[ � l�1'lv,i l\nJ A-v.-1fr-P1/j'q Ix/� I VI ot tt;c<-15icl1 J j'f-
wl tl �\it C-\ }J'ri]P'eltlj ef{ccf cJ11 Nev,1 l,,etAiP,,�Js [v.,frthf' 
1>..{{.olJ\nf, �1� (r kcti\.lA �e (�i"t1 �V\) Aur/rcifte, bt,kj 
ff\ (i\ recer5rv" ,,kvik�l0 j1tff dwviw�rJ rri1r..,,,re crn
k Nib fl.v� �"'re df -fv.., f 1 � Jaru,� 11tt �
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I , .. 
�iD � alluv.r ,ti/-tvJ u(J1l�"A <JYfork?s fo �
r"'ui-e F h"Ct &lttlf<h Fvl 1µ,-1,,_ y(} &/N,r �luJ,4} Cttmfth�\ • • 

n,)) C0tA al&tJ fve1,1 2-�/Aid h Crtak �w fruJt '.' 
rrfntrJ vY td� yw)t'l on Jw,r �11/r;'s i�1 Nl 
olrJ Wit f}(p�f to ll 1 l,MLilt� Jw. ft, fr;.,frolro. 4t-.d 
(;hi'N\ I\ �ecw,:St of ht,,; I k C'Aft<�t <Jt.l(c-v,.i,./ � wi
v� nJ-v.r� hutk fr; f/1 oY!ljr\,.} p{A,lL Ci5 f!tttYlers 
aVt ,�l� efthll"'-j hiw. d/4( {rcJJ puf/A,<,(f, 
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QUESTION TWO: Fiscal policy decisions and economic growth 

(a) Referring to the multiplier formula, and the resource material above, calculate and explain the
final effect of a $9.97b increase in health and education spending on real GDP and economic
growth. lh ,. � 1,0,l\:; o,r� AAu-:M·� :' � Assume that the marginal propensity to save (MPS) is 0.15. 111pl � o,f J 1

I 
, •• , - : . 

- :: c,,HX\J1r:.A -..l--0 \'? �t(.C • Lf,C} � •. ·: 

rt-<- �lhp/i( ( ,�(q, J.'-o ore, Fl'Y,h{ )lrthdJ� k;U1M<,S r!t�ftv,t'J .,,-�,); 
j .h _l�)(.Ull'II O � I ' I • • 

u,Nl WI/"' /J/1.l. f\ �,ilte/'htvth/ 11tVt1Hhj j 4.11 pilt,)), 1'l1ltt rl,A{ft,. ( 
��(A ��h't;h ttvt/l te�J jtJ Ol h�fA ( en I of i ,, I r; ['z.Jp :..: 
�i'l\l'ol-\ MloJJ, "lhtr (5 kt4�1'c w1 A 1w fhi°�'4.{ {Vi.1.ttfrw,nl \; 
oF 1 ct,q1 h,1)-'Gh o1ollars } �f �cl� � �

t
·:_.:

� J,t %f81 l� I � � ��i0lr1s \M,V,(d 1ft#tJ ; 1· qJq,s �' 
�illil'J\ 0{, k 1 q, f1 L qwl. ot¼l"'ks A.J. C,tM/1� � � �( \\ 

rhc. }c;JRI f,'�I rt"l GllP �M �,c ,� YltAth5 1 ,c, 5 �(u,,J,) _. 
µl¼t�S w(;\,,,ld "L-w ;<.lt,{ �5 [f/, vf � 1 q,q J b \,J1,'c� �bi . , 

\t i I. u1SS � ,
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Assume the predicted fall in visitor spending decreases export receipts by the same amount. 

(b) (i) 

(ii) 

Use the MPS of 0.15 to calculate the final change in real GDP from the fall in export 
receipts. f\,\Pl :o tS '1 fvt'-'/flft• tr_-= o4--;x-='1i;,)-1-<-

1
,s : c .. ,;.yz}i

�I civM,.,,e iti. ioP� 11, s-2b � '•rii 

Referring to your calculation in (i) above, the multiplier, and the resource material, explain
the final effect of a decrease in export receipts on real GDP and economic growth. 

\Jv1� Jw_ c)ceVlM.. o� e(p,>t rcc<Jjf c? j 2-1� /;i,i//t'Ui 1 

h,,j res,.,(h '"' tt hh�, llJP of 1 l fr2. 1,//,u,, If 

-Jk }vew �4,JA U,o�e��/ \,Jl/t /!, !Aef J hCYllt<C -At_ 
tc jlc." '4,_,.. I r , Cc Sf G � t 'v L AJ I V'(;VJ w�lJ. W,(,�t �ertJ'CitfW C\. F,�/

C b P ex ce tJ,·(A j j (, 8 2. h, I I• "' { r,{tr;r [!- /k- & l,Jf Cc-sf &f

9 i 5 1 � fess of ,��haf v,-.r/kr ti1-1h.J.,u:r of 4,r ,c-ce

,-s �reulcr �� It..,_ Ct>5f. /1,t JetrtAt s /t.i. fo¼,� f 
o(- ecu,u.,..,-c 1r(,t,Ji J\rw 'ZtuU.lil� � o"'-'w �tt 

�nwt 

( Question continues on the next page ► ) 
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(c) Referring to the resource material above, explain the potential long term positive effects on 
economic growth of both the increased spending on health and education and the increase in
the IVL.

' 

.. 

: ... \)'\ )ii � � 1 i l\l� 5pw1'h' o '1 �lft.. al\J) 
•. , 

��hot) � [ew,t � ,eweP tlP� �,'c ,r�, i,--s ts � 
1k }�jahq, o� iq,qJb � 4 �(Mfl,Jyg,j � ? tt hhl4I 
GbP of 1lC, Sb 1 <HJ. t'i Jw, � kni,.J 1\vr/Jifv-fM/i

t t\ �l � ¾ rJ eJ.ll{Jl,.h� \,&� I� fo tv��r <w.pta,�t< 
\iv h \t � {111r Jhvff litl�' wrs � �uvrlh�f �P'1 I 6 (} f � II

i�,��1Wtt1f fh fht [en� kr�, De1 pi}c lit, �J ul 
4.! 1uH, y0/�fru.f \/1-S-if<-� ) � jh<klt-)t CP6J- af Jw-

'. ' 

tvl frbtt1 j)� k fltt, ""j" f'-tpftf W�'c 1rtw1, ovtY

k V,� \-trM. "Tirs 15 ��� h-t. k1kr tpf! of tLco 
twr k. � k, �r/hv.r i"'Jf'Yf o.�� of fvt. �

hrut sl'\,,r}'' 5�i" C\5 J kM,-c rervra3 d"-,t f /iJ le/�, wf � .: ◄
\tvif1tvut y�hl,c 5ervft!5) k111tlMf �J w,\,J rcl� � 

"'-51�,__1 )\\J1,7- h'llrt-.frrf Ct¥f u4 /o CJfff � �� I vek/ck \ 
w( � h>.y-f.._.,.t ,'h\�ve-5 f.lthVt'l\1t ?"'", • •. 1 
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QUESTION THREE: Impact of expansionary monetary policy on price stability and 

employment under different recessionary gaps 

(a) Explain how expansionary monetary policy affects interest rates in New Zealand.

Wplt�i,en«i w.tH1"1r1 r.lri:J \.wrks i
1 

dq>rw� fhl 
\X l hl"�jl f � k, op t((, vJ Zw li,. �q 'wJ, fh q � d,c,tvru{L. i' "1 

�"ul-v..t1<. �5 J I hW1 t'Z1ki l-vi� rkfr0,,<i- d."'l 1� "'4nks rttfl� • )
\�s q 1,\vt"-')S· 

Price level 

PL2 

Graph Two: The New Zealand economy 
with a large recessionary gap 

AS 

PL' - - - - - - - - - - -

PL 

Yf Real GDP 

(b) (i) Referring to Graph Two above, explain how expansionary monetary policy will affect 
households, businesses, and inflation. 

bypttfy11<Mtt1 MLN,/q") � �s 6, �I,� �� laul 
� o. J� fh � act: , \iv,� 0\, �fC ;� ihlr�
y-a.k,5, hiv.tlJil Spo\J,� 1)wltxt�! �f k��W5 �,c /t15

, � l1� k, � f<A\t o.V>l Jo �' r'h/erc{f rdlltJ , wkfu� lff{BS

� \hd� Ccltirvim,yhPh 7fthdAAJ wli,lh iJ � u1,,tf'Jv,'1f- of 
AD :; t,., i �c t (�v/n) u� of\ t'Mr«\� j'h C ,-�J Jt-h I '))11f/i1 

I 
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lb Jo .J p: lh�� nlso /htJvv<L- ()ts if..., h. {pff of

�r1�,-iij l\lA-5 ,1,v,� ,{tit, fc h-4' j'ukft1 f&t/<J Dl\cl �"' ihclv.Jt.

;·I) l fv,t}vi( ;li{/1,1uiCIS lt/J /r, ,�e, Jt,9tt7&J/e fo/'/0 Jt[Yrb(q 

ffif'ti. JrS Jo t' t,j �� J'Witorl<Jts Qt(., t.ww wHc

off Jw.. ft; iviD dq�J, /hi! W(,Mf Ai. CP'i' c? [�I/IA_}
hw 1 r.t™� 1,.,;lJr,� 1)1ttlftft.S fo"- CP-sl d frc,1,�J,u k; 
kn-...s µ rdj P"l rnr,Jerr,.ls ow��s. lv,A At clt,C/rP5f ,.,..,.,,

�,7�ak tb�� o,1,d fffl
1

1 pn'lf. /evtff ih£fu,ir< fn,.,
p [,, /G p L 7. L..,�1C'1 {\A_ r/h11.r n\e�¼) }h.fte,fa�h 

(ii) Referring to Graph Two on page 10, explain how a depreciation of the exchange rate will
affect inflation .

f � Jr,f }'e,crafr�t-i CJ f- €'fl�"'j( trA/<. 5 /#lfft4� J'hfW-/tn

tt { a cJel{tu5l 111 � oc/.. 5�. f h et 
11

�e d�c,1id ol)w;r<sJ 
� �� 11-D lo 1v'/, tt) c,i..1�ttt,nch Tft"'""J. 11t'itfffa «.r � o(,kl

1;,,,,wsJ..--1�� {o lMr rt� OVI / �Vtihwwr I ctttJ jl,f),lf/Jt,,t.,fJ'

1vJrM,,� {or b11f[t-,SfeS Q\,f [6� [c5f �f tef«�, ft-� 

li>t\11S, l,Wer,"h. ''1!� U,cffl fnw, .11-! f,:, Jr' 
LA.5 -lw, �rf of tmith·�y � i,.,r ,�cte&15td t:thd

�u ��,. yr«l�rs � rtl'J (/h I htf.ClhA i�J LJf'fl

o({. ]1,-s (eculf }6 cc1 of frJw:h� fh{Yt;f;(J1tJ 

l-vh, G � Jec�')(,5 7FJ4e f1flJ . Bett1l4 tc of-

a� ;�ru,,.� '" ;}V �� t1t �llo� 1 11 }} 1 fh,l f&tct-1

� rrr(( }ev:,() j�Y(¼h"'J fr"W\ pi k Pl z tvh,tJi 
{,cltrfn J,,.,fts fu W[v/-,'or, , 

( Question continues on the next page 
► )
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(iii) Referring to Graph Two and the resource material on page 10, explain why the
expansionary monetary policy will be effective in achieving price stability.

b-XpM1fahr..1 h,JM�Yj !.° lflj J 5 efncfrK ""' CACM(;V/t.,,J 
prrtt 1<1iil,-1-J � �� �f-- r�s )k,.,,;� 

0� ,�� f � 7- 1 }w_ i i,tttM<il r'vi ct1ft?r,.,k �nt1 
d,t.{. � ��� kt Cr;hfl,,,Mfft"th r,ti{ 1v.1 etwA j\r,tfiww-r-
OV\4 u{eeruiM iMpl't I 'fP' r'eff kAttvJ /v k�)l-11 
�k o{- pw;J..d-ic� JhCfUi 1<1 pn'a f-e�11 s (r,iv, 

J
i 

j-r; p I ! 2 J 6'lhd ),e_(,v,.� of /k11 .> H=' � ,f 
M�•<veJ pria ;},..�'fi"f-J h) Ycv.l�1h1 1'-,-t } - J'l1
�rk, 
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Graph Three: The New Zealand economy 
with a small recessionary gap 

Price level 

Real GDP 

Explain the effectiveness of expansionary monetary policy on lowering unemployment when 
New Zealand has different recessionary gaps. 
In your answer, refer to Graph Two and Graph Three. 

}(c_u,<ji14 j"'rs refer fe iv�w. �"'1. tv,,/ IArluri'j ih
re(�rce,S a.� ,-11 [,viii rleJ-ih�J \ t"Xpanf]rk.A'J y.,t11hqL!flJ 
F. I r cj v,A/f /tf J,J � c(t.,pfla (,(/t'J �Yt�1iye r"'I¾ u11.� rA.tce

tu � ,fycki�f- ft)./eSJ h1AJ11vJJ ,'we� (;,,J,'/{ 11-.cf�ff 
C4J [� Al er,✓ of �J bflri,wiJ h,�s dtoft�tJ, fh, r /�

� J"'1,w�f *ffA41-rf'cn � fe1.1.Ji� (( lv.,,'ktr�J op�ny lvttt

(trrr..s a� {w,1tty fv Ci1 1lvr f.l1AfiP'jlw1v1 
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Achievement 

Subject:  Economics 

Standard:  91403 

Total score: 11 

Q 
Grade 
score 

Marker commentary 

One A4 

In Part (a)(i), the candidate identified China and Australia as major partners 
and identified a decrease in export receipts.  

In Part (a)(ii), the candidate: 
• explained the current account but did not give a definition or formula 
• recognised the current account will go further into deficit 
• did not refer to the Government goal. 

In Part (b)(i), the AD was correctly moved to the left, but the AS was 
incorrectly moved to the right and the original and new recessionary gaps 
were not marked.  

In Part (b)(ii), the candidate: 
• correctly identified the fall in AD, due to a fall in the component of export 

receipts  

• correctly stated the fall in Y to Y1 and the move away from the 
Government goal  

• referred to Graph One 

• did not connect the fall in employment with the fall in export receipts 
through derived demand.  

In Part (c), the candidate identified the downward pressure on NZD that 
makes New Zealand exporters more price competitive. However, they did not 
extend that idea to increasing export receipts and improving the current 
account position in the longer term. 

Two A4 

In Part (a), the calculations were correct, but the multiplier concept was not 
explained. 

In Part (b), the candidate identified the multiplier and correctly calculated the 
final change.  

In Part (c), the candidate did not refer to: 
• spending on education leading to increased productivity  
• spending on public services attracting visitors 

• other countries also increasing levies. 

To achieve a merit score for this question the candidate could have explained 
the idea of decreasing incomes or export receipts in the tourism industry. 

 

 



Three A3 

The candidate correctly identified the decrease in interest rates in Part (a) but 
incorrectly attributed the fall to depreciation rather than expansionary 
monetary policy. 

Part (b)(i):  

• explains the increase in AD with the increase in consumption due to 
households being less inclined to save 

• refers to Graph Two with PL increasing to PL2 and inflation increasing. 

In Part (b)(ii), the candidate: 
• explained that AS decreases due to increased costs of production using 

imported raw materials, causing increased inflation  

• referred to Graph Two.  

The candidate stated in Part (b)(iii) that the preferential trade arrangement 
reaches 1–3%. They did not receive a Merit for this part of the question as 
they did not refer to the resource or spare capacity. 

The candidate did not refer to Graphs Two or Three in their answer to Part (c). 

The answer lacks sufficient evidence for a Merit grade as it does not refer to 
cost-push inflation or explain why cost of production increases with 
depreciation. It also Incorrectly confuses depreciation with a fall in the OCR. 
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