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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)

Goods and services

Export receipts (X)

Households Producers Overseas

Import payments (M)

Income (Y)

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

Price level AS

PL

Real GDP

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.

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.
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(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.
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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.
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Assume the predicted fall in visitor spending decreases export receipts by the same amount.

(b) (i) Usethe MPS of 0.15 to calculate the final change in real GDP from the fall in export
receipts. mpe=e.yy 9 prultiph o 0-¥5x333 !

. >, 1= “CeC2r273
fiwal Change ju (pp:- 41,52} feget :

(i)  Referring to your caiculation in (i) above, the muiltiplier, and the resource material, explain
the final effect of a decrease in export receipts on real GDP and economic growth.
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( Question continues on the next page » )
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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.
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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 Zeatand.
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Graph Two: The New Zealand economy
with a large recessionary gap
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(b) (i) Referring to Graph Two above, explain how expansionary monetary policy will affect
households, businesses, and inflation.
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(i) Referring to Graph Two on page 10, explain how a depreciation of the exchange rate will
affect inflation.
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(i) Referring to Graph Two and the resource material on page 10, explain why the
expansionary monetary policy will be effective in achieving price stability.
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Graph Three: The New Zealand economy
with a small recessionary gap

Price level
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(c) 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.
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Achievement

Subject: Economics
Standard: 91403
Total score: 11
Grade
Q Marker commentary
score
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:
e explained the current account but did not give a definition or formula
e recognised the current account will go further into deficit
o 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.
G Ad In Part (b)(ii), the candidate:
ne e correctly identified the fall in AD, due to a fall in the component of export
receipts
e correctly stated the fall in Y to Y1 and the move away from the
Government goal
o referred to Graph One
e 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.
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.
TG A In Part (c), the candidate did not refer to:
e spending on education leading to increased productivity
e spending on public services attracting visitors
e 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):

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

o refers to Graph Two with PL increasing to PL, and inflation increasing.

In Part (b)(ii), the candidate:

e explained that AS decreases due to increased costs of production using
imported raw materials, causing increased inflation

o 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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