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QUESTION ONE: External influences on trade and employment 

(a)

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

Consumption spending (C)

Households Producers Overseas 

(i)

Resour(.es Import payments (M)

Income (Y) 

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

k fece,�io"' \..., L�Mt-\ c..""J �'«t/.ht.... v,1c,�\J re,uH- �"' tt dttrec...se :"1 
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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. 

Lu {C('."\.� <:,.CCC>v••J 'Cft'-rs � \J2 's \o�'-"(e, ()\,\ �o-.l" °'"'J

�e.,(v�Ctt \tAw.l �,cJ(.}. D'-'� � � fc,.J �\- 1\e.rt \S Ct �cce�
i
�;��\.�t) 

t.XfO�h �O�'-'� � Cf- \J2, w�\\ � Cll�J. ex� rea_;� w:\\

Je_�� c..t -..,e,\\. \-,\�U"\f',\j �� �<Jt. '.S � J.eoe,�e, -;""' �t °'�"" � ot .,...,CCJl-t�

/t'l,,,(;)"""t CC)��"'� ; ..... � N 2 . l� poc\-s ��- 1"""t''� �1""""'+� -c. r ��t

�� � ��b\.\ V'-l�f •·•--v-'<t J "°"'t,tt �J.._\,\t � �t--S CL:��� °'"".,\

Av�t...\�c,.v1 )� \ \\I\C,t.�e, 1""\ � Cl.""WV"'.\-
c,-- -��r h�eo-..t. �C>� C.,\)� 

�\- \)2, j. l�:� C),,,�r�\\ ru0� �� � �t �� (x '"" MJ (��ro·"<:J 
ot C.utrt�'t o..tct.N...,.t / %ffO"t c... J.a.�s c '""- -l.t. �tlt-1ct "f-- ½.lt.
t2.c.�u\�� �"' .ft.; °'- �rse,,...-l C..v<<'«-""-t c:..u-+. A,,. �t, i� c. d�f ;"'�+.u--s 
(e�A- teei:�) n:>-..� �\c. ,tt...t tvl �-r ��"- � e.¥�\..'ti-.. c.,-.,.rt- pe-r◄--.h ). 

Price level 

\ PL 
'¥('\.. 

Graph One: The New Zealand economy 

��;--..;:::;,c.t 

�f\"1� .. ry ��r 

o���--t�°'f'
AD 

------ A01-

Yf Re.al GDP 

(b) (i) On Graph One above, show the effect on the New Zealand economy of China a·nd
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.

c��"<A ��et Av�\:c..-. ��� �"'\ � fttf�lO"\ c.�v!.ec; te ¾\I-�<" Of

� �O�"j �,}r � k. CC>-.J�, to dwt�t c.� �t.- \l\\>"'-"\otr Of

;-.�o� CCY•"'·,\� � .... � \l'2. � dtt.rt.cA$t- �\•�ft\., (c.c, l\�"""" °'"'c.l ls�\1i,

IN\�t�t e..-,.10'�� \e«. �� cx..J. Answer space continues on the next page ► 
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A p = c-.��,e.�� <�(V�te.s to �"'�"' rof:t �ij\"s), e"'I'°'➔ �ll� &et1·tc..!.e, �""'r't � ··�
ol�.t �e. (ltss �tit\ e.� o� wt �,\ .\-c. �cltr -wl.t't) �� (�-tt)�.:

�;�...,._.
._
, .-... c. «-su \\-. (,.,""�� � Al) cv<� \,, �;f. \er' l�) <.<

�2.� � � ()£-t'\\ ;t C4 ro-'fO"'-c.."".\-- C!1f- iD) L �su-.if �t-"\ji ..... �, <:c.;-,r""+ �

A,t) J ---.."( c..l)o deu-�t c..<. ""'Cc\\t.l\ � t.�\-- i'\J,.,t.\wy -� � \.�ytJ �

Q«- r«u�"\� � �-- \,_: ... ) l�,. J;�c;tN'-J\e �� (�...:�� .\o AO�). 
I\� (.to "" \ ') 

( � s'-'.�\-s. \-et\ s\��� � 0.1 � � �b1 ""''"-t -...Ut�sc less �u:\o�¼ �

c""�� °'"'� J,v" ��,�.\o '5��� ��a- Js.�t..,.��

�� ';� A) � AD �st. �t #t.!-�'>�rt �� \t> l�f (h 
clNttc-"o'""-""'f �"'f �) """''� � "'"'"' N. vs.t f>}v f�-.'f, .. \ o..�.t �""'flc:>.,.......""\

1.. ,� � �y �- \> _ ..;'... .-t� ;�t& "' vi. '-""-'t."'- � ..... � � .. '" ••• . . 

j 
(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. 

�:t
w 
� 4q- ���ffl" �«��� 

:!ouP.< � � IN"fi/ � � � � �� �w"wt..d

,,e.s.s'->,t O"'- � � �\.t,.<" �tCI'- NL. \-oJ�� w;� ��t.5,. �

-_�,o"") �'-1-S �\- "-'t. \.J-Z. �c,�< J.��tA.t-ci � "�vt co�

-lo ov-trs�C.\.s �c, �ws . Mt.�"\\'\.) \tu,.\--- 1 1-J2. () , s. 1-\.0'-' � l-tc;.�

o'lle.rs.e.�!. &Jlc._,�. Tk� ic, �0ccl �c- e:f{k)rtt\ \oe.ct.\.vse.. �t �
-��\- �((, N 2 D t� c,-.,m� «o�r �� \"lc_<U....S.�� '\<.,e

t-,1,.c.# �yh) ' 
v-.lvt. � �� e�fbrl>,; /";s ....,�\\ ��"\\ �vi �t ""v-\,tc"" �e.tfti'�

Oc.\S ;-\,- ; � \....0-.....1 �or-t vw��� ',\.{_ fc:>' vtt,Jvt-t'S \ �"'trt.t.<�H "'°"t>'-\.t.-(

te,�� \""'\-e N2 , ��c:," �"'\_<ftt. �e) T1..t�1 \N:\\ rt.$vH· � �

�c �""- � '-'V""''°?t' ot \"""'bi'� ,"'--h, \)2, o.� it is "'CN

�\1 � �ft"-5M. � C:�..-\S\)'""t') � � 0vt,r5,e.c,.c; �o"'4

°'"'J. se{V�t-e-s, �fO't &w��� �--�t\- ��) o.-ul �,f,rl�
f¼w�� Q>Jt"" � \J"2. c�x��� dto�e. l. T".�!. tt_�� 1'4'->�

\""- 1\,-.,t., C."K-t\) ,��CE.\"'-) ( II""'�"\� � �,(_ \,tl-tvt� Of ��� 
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'""'�e.�. w��\ ��J,ttb� k+ <:iNerl-�-� (\t,\,\� tt_c-.) � ... \)2

CCM��vt.s � ttc.tlt_ "";-\\,\ (�\"'c.. t.t--tc.\ ls.�\.·� 1ttt. CUI�

o.oc.uv-¼ w�\\ ·,�'-f.- le�Se.'-'M) � \-1�� c;---�e. \"":�C-4\ wcr�'-\� 

� �t.. Cv.,.� ��--a- (�� � '>.
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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.
Assume that the marginal propensity to save (MPS) is 0.15.

t'lvl���l�< � 1. /M�� :: 1 /o .\ S : (; .6;

G . 61 � $ <\ .C\ I �i\hc'-\ -= \Gb. S �;\\\t>"' �"I.Ut��t :..., �e.� (,..t)?.

T"'-<-- --.,\���\��(" ett-ec.\ r�H- � '-'b'-' ""\Jt,\ °"' �"' �e o< olflffetsf

i'-' (M C,-t}? ,_�\\ �v�"'\ � Cl."\ ��
tj

eJ-�0'-\ (.�t)VU'-\""lt>-'\,,\ C,,t.�� C,', 

�\\..Ct,\ft. l �s .�J.ve.�cl. � '\\-.t. ecc�1- �v�e. at-- «tt-.t. f�ct �

� M ?S \"s le'-,/ Cc�v--t.� �twt.. 0\,\\1 \ S 1. of- �vu,�) �t.

0.-.t>v_\- 0\-- v-.fl"'._1 { l"\(_a--.t,. .Jt..,'1 �t� �s "�'1 \ 8� '/. ot, ��et-\�

M�C..J. T�:', is �-l� rt:t�vtol �'( ""Cf� ...,\u, (>..\co Sf� 8':}1. Of

k, i'"\C.o�"- c.\-c ek,. l"'-�s a:>'-\��"M\ \J"-�\ �t. \'-1.�f.O"�t>'-\ � ttl.�t�
I ( Q 

\V\\e �t. tt�r � �\t� � �(Qv� CA.\\ suk� "'"'�\\ �t..

reel G-D� ��e.s t.,l \�b. S �\�� c.s � res\)l.\-. 1�i\, \,./()c'¾c; ����\
1\.,e �t)"e,l"-\""l.t�, �CIC)\,\ o+ ""\.I.\¾½ ""(. 2.0'2. 4- \,uM- CtM�'ti""-t.l'y
o.t � �� ?Ft-�•"'> h<_r� ec.o"IGl""'Vt r.....Att • �f/"t.c.\ CC::,,"\tmd-�� 
f�' c.���-tn-\) fO\'(_'( 

�'-> �"""" 'tt> rtc:Ltt ecc��� �rowit, v�l<e-\)P). 
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Assume the predicted fall in visitor spending decreases export receipts by the same amount. 

(b) (i) Use the MPS of 0.15 to calculate the final change in real GDP from the fall in export 
receipts. \ 

\-\v\-\-,�\it.r ; '/1-tt> S ::: /o.\� -=- G.(:, '7

G.(, t >< 2.17 -.;\\1t:1""--:: � \. i � t1,\\�"" c:leotc.t�� �� 1'2.ec..\ &bV. 

(ii) 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.

1''\t &eue-use :� �X�t>� ��1½i. � tc � v;��'" "'""' �

._,.,.:\l re,-.,\t- :"' � cla:rew. e M v;s.;�r Sfe,.J�..,$ Of- \l /) ..._:\\:c,""' W2 D.

1\\.:s .,,,,�, rew� '"'- �-t r�\ Gl)? J�t� "'r 1\.� ';) 1.:,�u•b'1

N�D dvt. -b k lt>w �PS �"' �e, 'N2 e.c��1· i�'> �s

�C\,\.u�e eve."' �b"' vf()J.vttrs �� wc,r�Ers ,·V\. "Lt. -bv(�""-, 

,..._�� <>.<t. �c-"':� le�s 
1 
�tt st\ ,re.J CA.� &5i. a+­

�6c �"1Cb-,t f;\f:, �\- �� �t. 't'\fJL. T½�S. los� Of- ·�-ec.,·k�"" 

'""� k N2. ec,o"'et ""·l ckr�st. �t C:,.,t.rt..\\ sye�:�� � 
\Je"" '2e.c,..\°'-1Jt,.) 1"" et&-\ �-tcbr le..� ��t ¼t.\� l-&. ��'-'t

� Sft� l \JV\�:\\ �t cletrtt,..st �'"' r,.�\ G-D Y Ci- $l. BS �;t\�c,"' 
�� \.,(,t."\ f-il\

t 
�t-t� \t-.rc,v�\ lltss N2 t) C,<tv\�\:"'-� �""- -ut..e\ ).

l'-1.:s _;\\ �t O�tt ½1 ¾ ,�t �V\ ,�\ &\":)f fro­
�{ tt\ . '\l (\�\\�b"' t\o\�c..+�"' ½/ �l. \V2. lt.rt- �1,i..cl) �<1-'tr-,--e.�+ • 

( 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. 

l\.<. fe6;tve... efft.O"S et- eco"IO"""-�t. 'a� fl()� ��t.. � 

\'-'\.UeMs.td sy(,�}� ()"" \ta.c..\�rf C\,� ,�«! 1. VL 
�{"(. � �� w:\\ ½� Cv\. �e. �..,_ e--,-,9lC>r(..,,t �"' \12 . 
.- �� 

,��S, \� \,«.().V�e Cl\_� h ttl:)"'U:,.....,,._'( ��'-\� \�.J et(:)"<)-..;(. 

�rc,w� w:\\ ��f�vt.. '-::>v��e4i-.S �"'f--�'1!{ e w\\.�t,� ""':\l r�H-
\\.\ .�t.""" '-'�f�""-.) --.ort. �,�� ,o �"\ � �"'-- ftt1� .....,Ol't.

��, c..� �t,<v1u. S l¼,�t '"" fn:,j_��"�) • T¼':'s �t\
y
J Co'-\t .. ;�+t.

.\o � ���-f>-\,"3 ��\ Of fv\\ � Ft""'�
T"t. \"'-C'"-'--..tJ L \JL �\\�� N2 01. """ot"'l C>,.��ve. "�;\or 

d�s�"'-��t>"" w;\\ 1\\t.rw&.e. 1l..t �"""-tlv""-� Of t')(pe>rt' r«b,b le""'-�� 

;"'� \.J2. (,v.trt-w.� ;� ec.-"�""') , �t...""-�""-.} � ,�---../-o�y 
Co"""-�

"'j 
,\,\\v \J '2-. 14:s ""·1 a.Soi ;\,\ � �r� �-<ret..S,e. �..., 

� r!.t...\ G-t)V �� ��\- ;i)�t>� \� c.'\H�� �co�\.i. �t

�� C.� �,b\ ½ W \lv��l�. T�t.e�e. ,fo�t<'

\YIJ\�1'bv-;,'j eco�;t �'°""� M \J 2 .
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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.

(b) 

E?(l""'-�:-C�t �"'C-�'1 fo\k.7 ffftJ� \o � �e)t.fvt ��\t\ o+- �tw 2«.\c.�

l.Ri"1"2.') \J�"'--:> � OlU. � ,�et «c"-0----.� �row'4, T\it ()(.,Q. ,�

� �� rt,.\t_ W2 \ot.\.._\<.s l '-wt�\-tc..\ WZ ,Ct-1 o�� c,..-. � ��"".) 

0('" ��;\.�"'") �..,,,._1 /l>A.u::,-.e. � R�tv2. 'vA..� ()C}i clwa,.ct-� � �"'"-s
()t.11. 

� �""� "'� � """""" •"'O"""t.. � �i � �t ��\.J2 �rt- ��'f 
�� ��r OW" �� t't6c.,- C,.u ;• o-, -\c. C\>.,.... .. � \ � ...::.&.�e.- ,k..«..v ,-t"":l« 5 
�rt. "'tf""'\M,} • Graph Two: The New Zealand economy

(i) 

with a large recessionary gap 
Price level 

PL2 ______ _ 
PL' - - - - - - - -
PL 

Y Y2 Y' 

AS 

Yf Real GDP 

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

f ><ft-'-\/\��� �v...t;.\t...,1 po\'t7 cl«.r�es ��r� "C\'1tS, vA�th ttsu\1'.s

'"' C.�"'-Sv--u \�M) (t') &�� c.� ¼)�\wYs ....,;\\ � \t-cs 

ot ��r 1"\Q)-..t.. O'-\ � C>."'-J. -ctt, � �J( 1:1--u) S,er-v�tt. l'lt..��� 

( 1,) ,,,;,\\ tl\.\�C) ,�se. C'A� \:,,..,��!."6S� ...,;\.\ ��vt ""'°rt.. 1'1.CtJ-t. � 

SJ-t.� O"'- �-,�"'-\ ��� ,� ... �}. �-�} ....... J\ 1"'('�� c..s ....,�U

�Ct,,,v�e C)vtJ��� � ... ..,e,�c} w�\\ � I\'\��� 1'-'\ "-l2 ol,t,. \o �� 
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'(. A���� \\l'.,,��es.t r�ws, ��t,"' w�\\ cltftt:�t-t. '\-.J'2I) w½�t� \\.\�i;.t.� e�(¼; ( x)

} .s\)ff't 4_,J, kut'-<� 1-..�s (t-A) l�t'-'S�"'") (.?(-\,'\')}. A\\ �r«... ect-'\�\s °'-� 

.'• 

,. 
i

C.0'--10"'-�""\s- Q.{-- �r�ck clt��-1.l (� \)) 1 ��'(. ��, r-tsv \\- �"' �

\�c-�1'- �'-\(,,� Cs¼��) ,��\ � At) h> AD 1. AS &�fet..ses_ s\���t� � 
A( 'l(9\.,� \�) I ( • ::, LA C.!. �\- � roel ... t..,.�'- ,-..cttt.s�cl \.Co-� ... -\- � AS) d..-t 4tJ �

Jt�<WC-.\.-�c"" � \.J"l D -.c...W"') ,\ ""'Oft.. €-'fjf)-'.S� +t> �-'fO"" ... �vrces. 

�t>� Cf-{\...t., �,� '," �{.. A\'") c...J AS Cv<VeS ,��'"'\\- '"' �L

C�cJ-�"' ') ,�;"'"� *C) ?L 1 Cl\"lJ 'I (,�\ Gr Dr / �te�� ') 
� \-o '/2.
Ar:)::- c.,� !..-+-<r \'" ('l<-l"\)

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

Qer-wcJ-�� C\f- �-t �y:c.\.c...-...�e .J-e_ "":\\ re.sv\\- �.... 14-e. �v--�r 

0\- t,-ffOC\s ,'-'\Crt."'S.,� �!. � '1 ovtJS,et..s c.Oc,\\u -eci,vC4\\e -.rt 
N 2 JJ.k.rs. '"'-��"\) �c.,.\ e.�fO' ! ,ece�� 1'-\.trett�\....) ""'CA�½ e.'(rrh 

-- et,\) 
, 

C.x') �rt. frof-:it..':>lt. l�f'r�.s" w:\\ Jtaec..c;.e c4 i-\- �� "'-Cw 

r-e_\c..,��\1 w--tJre. e. �we �r "'°"s.t,�\Js Ct,\J.. ��c;.s.'1Q�W� \e 

'{N�t.4S.t C>vtrt0A-S reSOJC-e.<./ �Jc �"'�� �"''r ,�'fC{� pctt .... �"'-\ 
""�\\ �CM�t (Jess �c..� 1��� tt.t\lS�� � {.J..- M) 'k. J�'t<'> 

""�\\ �\t-� w�\\ tw�e. AD tt> \"'Ott.tte �s \'X -l1) ;� �'-\t 
� �� CC>"""'fo�c-Vl\s. Co'-'\\,.;�Jt.e� .\c:. At> s\� r;-jlAt -b AtJ;2.
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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. 

t:��s�CV\cu7 r;o\,e,1 ....,;\\ \.x �,e_e,\�vt �� �c\..e.�� f'.C.!. �\,�\,i7

�"'- � �,� \.t.r""'. li ��� � 4��"'- ,�.\o \'<rtf4-e '

r"'-'�
\.

�"'-� * �""" Cb"'�"'"U""-� � ��1} f� 
t.. J.. "/. � \,e\� C"lt.

�!> �� � �'f w-\\�� k \ - 5t �� { �<>�\. \-\ow� ,I½ 

� \t,"'� �""" 14., \�\�"'\ � �1 lt>V\\��vt .\.t ,'1t�e 

'7"'-\:,\ -� �1 e.� �t., �<>� � \-\i. ;�-\-� n..,+t-� �� 

t'tt$l. �Y:,�S;()""CA<--f """O"\f.A.��1 'fi>\�tt �Uf.S. �"'-t.�t f"'tt. 
,. si..il-

� '1-:;� \;� ;"' -\\-.e ij'4b � �J "'6° � &rk lo� k�.
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Graph Three: The New Zealand economy 
with a small recessionary gap 

,---AD 

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. 
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Standard: 91403 

Total score: 18 
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Grade 
score 

Marker commentary 

One E7 

In Part (a)(i), the candidate: 

• identified China and Australia and New Zealand’s largest trading partners 

• gave a reason for the fall in exports and export receipts 
• identified the negative impact on the New Zealand economy 
• did not make accurate references to Model One 

In Part (a)(ii), the candidate: 
• described the current account 

• identified impact on (X-M) as a component of the current account 

• Identified the worsening of current account. 

The candidate correctly illustrated the fall in AD to AD1, PL to PL1, and Y to Y1 
in Part (b)(i). However, they did not correctly label the original and new 
recessionary gaps and incorrectly referred to the gap as depletionary or 
deflationary, rather than recessionary. 

In Part (b)(ii), the candidate: 
• explained why export receipts fall causing decrease in AD, with reference 

to Graph One 
• recognised the increase in the recessionary gap 

• recognised the decrease in employment. 

In Part (c) the candidate explained: 
• the increase in export receipts due to depreciation 

• the decrease in import payments 

• that both the above lead to an increase in net exports leading to an 
improved current account in the long term. 

Two M6 

In Part (a), the candidate: 

• identified the multiplier and correctly calculated the final change 

• explained and applied mps and mpc 
• applied the multiplier concept of re-spending. 

In Part (b), the candidate correctly calculated the final decrease in real GDP 
and applied the idea of loss of incomes in tourism and the consequent 
reduced re-spending. 

In Part (c), the candidate explained: 
• there is increased productivity because of increased confidence accrued 

from spending 
• that spending on tourism increases exports receipts in the long term 
• that spending the International Visitor Conservation and Tourism Levy on 

making New Zealand more attractive to visitors leads to increased export 
receipts and therefore increased economic growth in New Zealand. 

 



Three M5 

The candidate, in Part (a), stated that EMP reduces the OCR and that the 
banks pass on the decrease in interest rates. 

In Part (b)(i), they:  
• described the increase in consumption, however they wrote decrease 

instead of increase  
• described the increase in investment spending 
• described the increase in (X-M) due to depreciation 
• showed how the above all lead to an increase in AD, with reference to 

Graph Two 
• showed that AS decreases due to depreciation, causing an increase in cost 

of imported raw materials 
• showed the increase in PL on Graph Two. 

In Part (b)(ii), the candidate: 
• explained why export receipts increase and import payments decrease, 

causing an increase in net exports and consequent increase in AD 
• showed that decrease in AS due to increased cost of imported raw 

materials 
• referred to Graph Two and the increase in PL to PL2. 

In Part (b)(iii), they: 

• identified the goal of PTA being an inflation rate of 1–3% 
• used the resources 

• differentiated between short term and long term. 

In Part (c), the candidate: 
• referred to Graph Two and Graph Three 

• identifies that unemployment falls in both situations 
• showed that the price level changes more in Graph Three with the smaller 

recessionary gap 

• showed that employment increases more in Graph Three with the larger 
recessionary gap. 

The answer to this question lacked the detail for Excellence and did not use 
the language of demand pull or cost push inflation. 
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