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QUESTION ONE: Changes in a government policy

Source (adapted): http:!/www.nzhera]d.co.nz/property/news/article.cfm?c_id=8&0bjectid=1138982’7

Changes to the Resource Management Act is an example of a supply-side policy.

On Graph One, shift ONE curve to illustrate the impact that a supply-side policy such as the
reform of the Resource Management Act may have on the macroeconomy.

In your answer:

. label the curve shift

. label the new equilibrium.

(@)

Graph One: The New Zealand economy
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“The high-level reforms were designed to reduce building costs and reverse the
skyrocketing price of housing in New Zealand.”

“Environment Minister Nick Smith said overhauling the Resource Management Act

was critical to addressing housing supply and affordability.”

Source: quotes from resource material on page 2.

Residential and commercial property activity contributes a significant amount to
economic growth and employment.

Along with economic growth, the Government has the goal of full employment.

(b)
both economic growth and full employment.
In your answer:

° explain in detail the impact that a supply-side policy such as the reform of the Resource

Management Act could have on Real GDP

. explain in detail how a supply-side policy such as the reform of the Resource
Management Act could create jobs

' explain the effectiveness of the policy in achieving BOTH economic growth and full

employment
. refer to changes made to Graph One, and to the resource material.
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QUESTION TWO: The impact of failing oil prices and slowdown in world economy on the
current account

IMF World Economic Outlook pessimistic

Source (adapted): hitp://www.stuff.co.nz/business/world/65250567/imf-global-outlook-more-pessimistic

Deflation looms as oil prices fall

Source (adapted): http:/fwww.stuff.co.nz/businessf'industries/éﬁl765449/deﬂation—looms-as—oil—priceafalls

Definition: Deflation is a persistent decrease in the general price level,

Economics 91403, 2015




The circular flow diagram below illustrates the relationship between different sectors of

the economy.
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(a) Explain in detail how falling oil prices could lead to deflation.
In your answer, refer to the relevant real and money flows from the circular flow diagram to

explain:
. the impact of falling oil prices on the producer sector
. how the impact on the producer sector could result in deflation.
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New Zealand both imports and exports oil, but it imports far more than it exports.

(b) Compare and contrast the impact falling oil prices and a slowdown in the world economy will
have on the macroeconomic goal of a balanced current account.
In your answer, use money flows and real flows from the circular flow diagram to explain in

detail:

. the impact falling oil prices will have on the balance on goods, the balance on services,
and the current account

. the impact the slowdown in the world economy will have on the balance on goods, the
balance on services, and the current account

. why the slowdown in the world economy will have a bigger impact on the current
account than falling oil prices. )
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QUESTION THREE: Consumer spending and the business cycle

Retail card spending shows slight rise

New Zealanders increased their spending on debit and credit cards in December, with
gains in apparel, consumables, and hospitality ...

Source (adapted): http:,"/www.nzherald.co.nz[busmess/news;’article.cfm?c_id:B&objectid=11386314

Levels of credit card spending are an indicator of consumer confidence.

1

(a) Calculate, using the spending multiplier formula 1 — MPC, the change in Gross Domestic
Product if consumer spendlng increased by $200 million and New Zealand households save
: fortH o the nearest $ million.)
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(b)  Explain in detail how an increase in consumer spending of $200 million can lead to the
change in GDP you have calculated. In your answer, refer to the spending multiplier.
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(c)

10

Compare and contrast the impact an increase in consumer spending will have on the
macroeconomic goal of price stability during BOTH a recession phase AND a recovery phase

of the business cycle.
In your answer:

. clearly identify a recession AND a recovery on Graph Two

. explain in detail the impact of a recession on price levels
. explain in detail the impact of a recovery on price levels
° explain in detail whether an increase in consumer spending is more likely to have a

bigger impact on price levels in a recession or a recovery.
Graph Two: The business cycle of economic activity
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Achievement #2 exemplar for 91403 2015 Total score |10

Grade

Q score

Annotation

This candidate has received A4 for this question because they:

a) shifted and labelled the AS curve correctly on Graph One. (1)
b) provided partial explanations on how the reform of the RMA will

impact Real GDP (2) and Employment (3). More in-depth
explanations would have included details such as the impact of
improved productivity and/or reduced time delays, the components
that make up AS, the significance of the changes to Eco Growth
and/or Employment, the derived demand concept, and more specific
explanation of the potential job creation.

This candidate has received A4 for this question because they:

a)

b)

partially explained how the falling oil prices will change import
payments, reduce costs of production for firma and lead to deflation.
The explanation is incomplete. (4)

partially explained the impact of falling oil prices on NZ’s import
payments and current account (5), and partially explaining the
impact of the slowdown in the world economy on NZ’s export
receipts and current account (6). A more thorough answer would
have explained why the falling oil prices decreases import payments,
why export receipts would decrease and also include explanations
using other variables that impact the current account.

This candidate has received N2 for this question because they:

a)
b)

c)

calculated the spending multiplier but incorrectly calculated the
change in GDP. (7)

have not used the spending multiplier to explain how the change in
GDP occurs. (8)

correctly identified a recession and a recovery on Graph Two (9) and
identified that in a recovery Consumption and the Price level are
increasing (10) but got side-tracked by explaining the impact of fiscal
policy.
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QUESTION ONE: Changes in a government policy

The Government has outlined its plans to dramatically reform the Resource
Management Act (RMA), armed with new research which showed environmental
regulations added $15 000 to the cost of building a new home and $30 000 to the cost of

building a new apartment.

The high-level reforms were designed to reduce building costs and reverse the
skyrocketing price of housing in New Zealand, which the Government has blamed
squarely on the costs, delays, and uncertainties caused by the laws which govern how
this country’s environment is managed.

Environment Minister Nick Smith said overhauling the RMA was critical to addressing
housing supply and affordability and encouraging economic growth, while also
managing the environment.

Source (adapted): http:/'/www.nzherald.co.nz/property/newslarticle.cfm?c_id=8&objectid=l1389827

Changes to the Resource Management Act is an example of a supply-side policy.

(a) On Graph One, shift ONE curve to illustrate the impact that a supply-side policy such as the
reform of the Resource Management Act may have on the macroeconomy.
In your answer:

o label the curve shift
. label the new equilibrium.

Graph One: The New Zealand economy
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“The high-level reforms were designed to reduce building costs and reverse the
skyrocketing price of housing in New Zealand.”

“Environment Minister Nick Smith said overhauling the Resource Management Act
was critical to addressing housing supply and affordability.”

Source: quotes from resource material on page 2.

Residential and commercial property activity contributes a significant amount to
economic growth and employment.

Along with economic growth, the Government has the goal of full employment.

(b)

Compare and contrast the effectiveness of the reform of the Resource Management Act on

both economic growth and full employment.

In your answer:

. explain in detail the impact that a supply-side policy such as the reform of the Resource
Management Act could have on Real GDP

. explain in detail how a supply-side policy such as the reform of the Resource
Management Act could create jobs

. explain the effectiveness of the policy in achieving BOTH economic growth and full

employment
° refer to changes made to Graph One, and to the resource material.
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QUESTION TWO: The impact of falling oil prices and slowdown in world economy on the
current account

IMF World Economic Outlook pessimistic

The International Monetary Fund (IMF) has revised down its forecasts for global economic
growth, saying that although lower oil prices will give much of the world a boost, it won’t be
enough to offset the deteriorating outlook in China.

In an update to its World Economic Outlook released on Tuesday, the IMF revised down its
2015 forecast for China from 7.1 to 6.8 per cent. For 2016, it forecast an even lower growth
rate of 6.3 per cent.

This would in turn affect the rest of Asia and countries that sold to China such as Australia
l[and New Zealand].

The IMF cut its forecast for global growth from 3.8 to 3.5 per cent in 2015.

Source (adapted): http://www.stuff.co.nz/business/world/65250567/imf-global-outlook-more-pessimistic

Deflation looms as oil prices fall
BNZ economists have pushed back expectations of an official cash rate hike until March 2016,
with deflation looming as oil prices continue to fall.

While deflation was traditionally seen as causing a vicious cycle of slowing economic
activity, head of research Stephen Toplis said that did not apply to New Zealand’s current
situation.

“The drop in oil prices is turning out to be a windfall gain for consumers,” he said.
“Households have ended up with extra money in their pockets to spend on other goods and
services instead — boosting, rather than contracting, future activity.”

Source (adapted): http://fwww.stuff.conz/businessfindustries/64765449/deflation-looms-as-oil-price-falls

Definition: Deflation is a persistent decrease in the general price level.
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The circular flow diagram below illustrates the relationship between different sectors of

the economy.
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(a) Explain in detail how falling oil prices could lead to deflation.
In your answer, refer to the relevant real and money flows from the circular flow diagram to

explain:
the impact of falling oil prices on the producer sector
how the impact on the producer sector could result in deflation.
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|i\]ew Zealand both imports and exports oil, but it imports far more than it exports.

(b) Compare and contrast the impact falling oil prices and a slowdown in the world economy will

have on the macroeconomic goal of a balanced current account.
In your answer, use money flows and real flows from the circular flow diagram to explain in

detail:
the impact falling oil prices will have on the balance on goods, the balance on services,

and the current account
the impact the slowdown in the world economy will have on the balance on goods, the

balance on services, and the current account

why the slowdown in the world economy will have a bigger impact on the current ‘

account than falling oil prices. |
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QUESTION THREE: Consumer spending and the business cycle

Retail card spending shows slight rise

New Zealanders increased their spending on debit and credit cards in December, with
gains in apparel, consumables, and hospitality ...

Source (adapted): http://www.nzherald.co.nszusmess/neWS/article.cfm?c_id=3&objectid:11386314

Levels of credit card spending are an indicator of consumer confidence.

1
(a) Calculate, using the spending multiplier formula 1 — MPC, the change in Gross Domestic
Product if consumer spending increased by $200 million and New Zealand households save
6 per cent of their income. (Round your answer to the nearest $ million. )
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(b) xplain in detail how an increase in consumer spending of $200 million can lead to the
change in GDP you have calculated. In your answer, refer to the spending multiplier.

—

AVL ineveane.  vo CONSuwrgy ij oE SLZCZCD .,m\(k DV

L\{)ig\r\. oL qdf MVC VALANNS \'L\.e\L' &Ovlé\.«wv\-ee’ﬂ

<

Economics 91403, 2015

ASSESSO!
USE ONL




(c)

10

Compare and contrast the impact an increase in consumer spending will have on the
macroeconomic goal of price stability during BOTH a recession phase AND a recovery phase

of the business cycle.
In your answer:

. clearly identify a recession AND a recovery on Graph Two

. explain in detail the impact of a recession on price levels
explain in detail the impact of a recovery on price levels
. explain in detail whether an increase in consumer spending is more likely to have a

bigger impact on price levels in a recession or a recovery.
Graph Two: The business cycle of economic activity

Real GDP A
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Not Achieved exemplar for 91403 2015 Total score | 05

Grade
score

Q

Annotation

This candidate has received A3 for this question because they:

a) shifted and labelled the AS curve correctly on Graph One. (1)
b) provided partial explanations about economic growth and
employment increasing. (2)

This candidate has received N1 for this question because they:

a) partially explained how the falling oil prices will change import
payments, reduce costs of production for firma and lead to deflation.
The explanation is incomplete and contains incorrect ideas. (3)

b) provided no relevant explanations with regard to the impact of falling
oil prices and the slowdown of the world economy on NZ’s goal of a
balanced current account. (4)

This candidate has received N1 for this question because they:

a) were unable to correctly calculate the change in GDP using the
spending multiplier. (5)

b) were unable to explain how the spending multiplier works. (6)

c) correctly identified a recession and a recovery on Graph Two (7) but
failed to provide any relevant explanations about the impact of
recessions or recoveries on the price level (8).
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