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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)

Export receipts (X)

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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(i)

(b) ()

(i)
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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
j 7_AR
L Depleditnucy yup
 Defedioneay GO0 !

[

PL
PLA
77— AD

Yf 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 {' 4
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.

Assume that the marginal propensity to save (MPS) is 0.15.
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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.

MolhQier = Yups = loss = 6.6
6.67 x 227 waon = $LES Biliow deswse w Red GDY.

(i) 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,
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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.
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QUESTION THREE: Impact of expansionary monetary policy on price stability and 5
employment under different recessionary gaps i

(a)

(b)

Explain how expansionary monetary policy affects interest rates in New Zealand.
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(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 Zcaland cconomy
with a small recessionary gap
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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:
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Merit

Q

Grade
score

Marker commentary

One

E7

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

e identified China and Australia and New Zealand’s largest trading partners
e gave a reason for the fall in exports and export receipts

e identified the negative impact on the New Zealand economy

e did not make accurate references to Model One

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

e described the current account

e identified impact on (X-M) as a component of the current account
e |dentified the worsening of current account.

The candidate correctly illustrated the fall in AD to AD;, PLto PL;, and Yto Y;
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:

e explained why export receipts fall causing decrease in AD, with reference
to Graph One

e recognised the increase in the recessionary gap

e recognised the decrease in employment.

In Part (c) the candidate explained:

e theincrease in export receipts due to depreciation

e the decrease in import payments

e 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:

e identified the multiplier and correctly calculated the final change
e explained and applied mps and mpc

e 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:

e there is increased productivity because of increased confidence accrued
from spending

e that spending on tourism increases exports receipts in the long term

e 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:

e described the increase in consumption, however they wrote decrease
instead of increase

e described the increase in investment spending

e described the increase in (X-M) due to depreciation

e showed how the above all lead to an increase in AD, with reference to
Graph Two

e showed that AS decreases due to depreciation, causing an increase in cost
of imported raw materials

e showed the increase in PL on Graph Two.

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

e explained why export receipts increase and import payments decrease,
causing an increase in net exports and consequent increase in AD

e showed that decrease in AS due to increased cost of imported raw
materials

o referred to Graph Two and the increase in PL to PL,.

In Part (b)(iii), they:

e identified the goal of PTA being an inflation rate of 1-3%
e used the resources
o differentiated between short term and long term.

In Part (c), the candidate:

o referred to Graph Two and Graph Three

e identifies that unemployment falls in both situations

e showed that the price level changes more in Graph Three with the smaller
recessionary gap

e 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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