CHECKSHEET:  AS90796 (Economics 2.3)

Title:	Describe economic growth and its causes and effects using economic models

 This achievement standard involves the description of economic growth and its causes and effects using economic models.

Achievement Criteria

	Achievement
	Achievement with Merit
	Achievement with Excellence

	· Describe economic growth and its causes and effects using economic models.
	· Explain economic growth and its causes and effects using economic models.
	· Fully explain economic growth and its causes and effects using economic models.



What do the verbs in the AS mean ?
Define + Describe: means to give details about, give an account of, relate, demonstrate knowledge of.  Students may give descriptions in words, diagrams, flow charts, graphs or other similar devices.   (Note) 
Note -	definitions should use synonyms and not repeat the word being defined.
	describe requires a fuller answer than identify
Using economic models: construct from data or sketch economic models to show aspects of economic issues or use models to show effect of changing events on economic issues
	 graphs need to be well presented (in pen*) with axes, curves clearly labelled.
	- changes to models should be shown using accepted conventions (ie. arrows, curves 	labelled and PL’s + Y’s identified on AS/AD model) 
	Note draw lines on models to show changes with a STRAIGHT ruler

Explain : means to identify a key idea and to say why or how, give reasons for, predict, interpret, compare, distinguish in the context given ((e.g. give reasons to explain why economic growth has the effect you have identified) 

Using economic models explain changes: give reasons why changing events will cause the changes shown on models or use model to predict effects on economic issues
	  clear precise economics required NOT waffle
Note it may be helpful to think I, E, Q when answering these questions
ie. Identify a key economic idea and then Explain why this occurs making sure you’re answering the specific Question set 
If resource material is provided read it carefully before answering questions and refer to it when answering questions
Remember partial correct answers earn Achieved so you must attempt every question in every paper.
Fully explain: means to explain in depth and/or breadth (e.g. correctly use an economic model to show the effects/causes of economic growth and explain the effects/causes)
Remember excellence may tie questions together so blank answers may cost a student excellence.

* answers written in pencil are not eligible for remarking so write all answers in pen 
Note twink should not be used, simply cross out answers and use extra pages at the back of answer booklets
	 when I can do it
	
	  if I need further practice

	The description of economic growth will involve a selection from:

	· measures of economic growth (changes in real income, productive capacity, net social welfare)
The student will need to be able to :

	
	1. Define
· Economic growth
	

	
	· Productive capacity
	

	
	· Real income (real GDP)
	

	
	· Net social welfare
	

	
	2. Describe how each measure can be used to show economic growth
· Productive capacity
· How does it show economic growth
· What are its strengths
· What are its weaknesses
	

	
	· Real income
· How does it show economic growth
· What are its strengths
· What are its weaknesses
	

	
	· Net social welfare
· How does it show economic growth
· What are its strengths
· What are its weaknesses
Note the PPC model can be used to highlight the differences
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	· nominal and real
The student will need to be able to :

	
	1. Define 
· nominal GDP
	

	
	· real GDP
	

	
	· real GDP per capita
	

	
	2. Describe the difference between real and nominal measure
	

	
	3. Understand why real measures are better than nominal measures of economic growth
ie. If economic growth occur people are able to satisfy more of their needs and wants, this wont occur if an increase in gdp is the result of price increases (as with nominal gdp) so real gdp which only increases if output / real income increases is a better measure 
	

	The use of economic models to illustrate causes of economic growth will involve a selection from:

	· production possibility frontier 
The student will need to be able to

	
	1. Define 
· PPF
	

	
	2. Describe the assumptions of the PPF diagram
ie. 1. only two goods shown on PPF
     2. resources are fixed 
     3. technology is constant 
     4. both technology and resources are being fully utilised
	

	
	3. Use the production possibility frontier model to illustrate growth
 4 possible types of growth can be illustrated on the PPC model
ie you need to be able to show / the growth shown on each of the  PPC below  and be able to explain why you’ve made the changes you’ve have PLUS why they are growth. 
[image: ]






 understand that increases in productive capacity (shifts of curve) are the result of supply side changes
 understand that movements towards the are the result of changes in aggregate demand
	

	· circular flow model
The student will need to be able to

	
	1. Define 
· Real flows
	

	
	· Money flows
	

	
	· Household sector
	

	
	· Producer sector
	

	
	· Financial sector
	

	
	· Government sector
	

	
	· Overseas sector
	

	
	2. Can draw a complex circular flow diagram that shows the key inter-relationships between the 5 sectors of an economy 
 the money flows would include:
C, S, I,X, M, G, IT, DT, Tr and Y
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	The causes of economic growth will involve a selection from:

	opportunity cost of present consumption 
The student will need to be able to

	
	1. Define 
· Opportunity cost
	

	
	· Consumer goods
	

	
	· Capital goods
	

	
	· Investment / Capital formation
	

	
	· Saving
	

	
	2. Use PPC models to illustrate and explain the trade off that exist between current consumption and capital formation
 can explain how the opportunity cost of increased current consumption is less  capital accumulation TODAY and lower economic growth in the FUTURE
	

	
	3. Use the circular flow model to identify and explain the interrelationship between saving (which is foregone current consumption), investing and economic growth
	

	changes in investment (physical and human), technology and its impact on productivity, and resources 
The student will need to be able to

	
	1. Define 
· Human capital
	

	
	· Physical capital
	

	
	· Productivity
	

	
	2. Explain how investment in physical capital increases productivity and can
 workers with more tools have a higher output per hour
· illustrate the effect of this on a PPC diagram to show economic growth
	

	
	3. Explain how investment in human capital increases productivity and can
 workers with greater skills have a higher output per hour
· illustrate the effect of this on a PPC diagram to show economic growth
	

	
	4. Explain how technological advances will increase productivity and can
 better quality capital and labour resources make fewer mistakes / are faster / so have a higher output per hour
· illustrate the effect of this on a PPC diagram to show economic growth
	

	
	5. Explain how the a change in resources / immigration affects productive capacity and can
 discovery of new resources enables more products to be produced with available labour and capital so productive capacity increases
· illustrate the effect of this on a PPC diagram to show economic growth
	

	the importance of events (eg Rugby World Cup, World Rowing Champs, free trade agreements). 
The student will need to be able to

	
	1. Define 
· Withdrawals (from the circular flow)
	

	
	· Injections (into the circular flow)
	

	
	· Direct value added expenditure
	

	
	· Indirect value added expenditure
	

	
	· Induced value added expenditure
	

	
	2. Use the circular flow model to
· Illustrate the multiplied effect of an injection into the circular flow resulting from a significant event like World cups 
	

	
	· Identify the key inter-relationship and so explain multiplied effect of the event on:
· industries directly involved in the event
eg. A Rugby world cup will result in an increase in X receipts as overseas tourists spend on the event and accommodation etc
	

	
	· industries indirectly involved in the event
eg. Hotels and motels demand more cleaning and cooking resources to meet the needs of their customers
	

	
	· unrelated industries responding to induced changes in spending as a result of the event
eg motel owners incomes will increase so they buy more luxury products meaning NZ firms supplying (for example spa baths) will hay an increased demand for their products and so they will increase output
[image: Image1-17]













	

	The effects of economic growth will involve a selection from:

	positive and negative outcomes of growth (including environmental impact, inflation and trade)
The student will need to be able to

	
	1. Describe and explain :
· Positive effects of growth, eg:
·  demand for resources to produce the increased output  more employment,  Investment
	

	
	·  Govt revenue   Govt can afford more transfers/ spending (health, education) improving equity
	

	
	· Better material S of L
	

	
	· Supply side growth (eg increased worker productivity) 
 reduced cost push inflation
 lower inflation improves competitiveness of NZ produced g+s on overseas markets so current a/c (↑X - ↓M) improves
	

	
	· Sustainable development (growth that meets the needs of present without compromising the ability of future generations to met their needs) is growth that doesn’t compromise environment
	

	
	· Innovative production practices that increase productive capacity may have positive environment impacts
	

	
	· Negative effects of growth, eg:
· Environment damaged
· Waste by products from product increase pollution, 
eg green house gases released by dairying
· Natural resources used in production processes are depleted
	

	
	·  Stress/ Health problems as workers made to worker harder / longer to increase productivity 
	

	
	· May  unemployment if productivity increases the result capital replacing workers
	

	
	· Increased real output resulting from increased AD will also cause demand pull inflation
	

	· economic growth’s uneven impact on the economy.
The student will need to be able to

	
	1. Define 
· Inequality
	

	
	· Creative destruction
	

	
	· Sunset industries
	

	
	· Sunrise industries
	

	
	2. Describe and explain the how economic growth has an uneven impact on the economy
 You will need to link economic growth to a specific economic inequality
ie. benefits of economic growth not always evenly distributed. 
eg. Regions may miss out if they don’t produce the products causing growth
      Some individuals may miss out, often the unskilled and less educated, as firms seek to employ the most productive workers to minimise their costs / maximise their profits
	

	
	3. Understand that innovation and economic growth can be at the expense of current / obsolete products 
ie. Creative destruction 
You will also need to be able to provide specific example of “winners” and “losers” from  growth to show its unequal impact
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Definition List AS 90796 GROWTH (Economics 2.3)

	Aggregate demand
	The total of all planned expenditure in an economy at each level of prices. Aggregate demand is the total level of demand in the economy. It is the total of all desired expenditure at any time by all groups in the economy. The main groups who spend are consumers (consumption), firms (who spend on investment), government (government expenditure) and overseas (exports). Total aggregate demand is therefore: 
AD = C + I + G + (X-M)

	Aggregate supply
	Aggregate supply is the total of all planned production at each level of prices. Aggregate supply is the total quantity supplied at every price level. It is the total of all goods and services produced in an economy in a given time period. 

	AS –AD model
	Is a model of the aggregate goods market and graphs Y (or GDP) on the horizontal axis and PL (or price level on the vertical axis)
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	Capital goods
	Man made factors of production used to produce other goods and services


	Circular flow model
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	Circular flow model
	Economic model of the economy illustrating the interdependent relationship between the sectors of the economy (households, firms, government, financial institutions & overseas)

	Consumer goods
	Goods used to satisfy needs and wants of households.

	Consumer spending (C)
	Spending by households on goods and services

	Cost push inflation
	Inflation caused by an increase in aggregate supply
ie. inflation caused by rising production costs.

	Cost push inflation on AS –AD model
	













	Creative destruction
	Term coined by Joseph Schumpeter to describe the economic impact of technological change. 
The creative aspect refers to the new and improved goods and services being brought to market, and cost-saving technologies being used in production. 
The destructive aspect refers to the displacement of obsolete goods, services and technologies


	Demand-pull inflation
	Inflation caused by an increase in aggregate demand
eg.  C due to  household confidence.

	
Derived demand
	The demand for resources is dependent on the level of demand for the final goods and service they will be used to produce.

	Direct tax (DT)
	Tax that is taken straight off income and paid to IRD e.g. PAYE income tax

	Direct value added expenditure
	Changes in real spending directly related to an event
eg demand for NZ dairy exports causes increased dairy export receipts

	Disposable income (HDI)
	The income of households that is available to spend
ie. HDI = Y – T + Tr 
where HDI = Household disposable income
Y = gross income, T = taxation, Tr = transfers

	Economic growth
	occurs when the total level of production and real income in an economy rises.
This means that people living in that economy are able to satisfy more of their needs and want

	Entrepreneurs
	Someone who attempts to earn profit by taking risks and using initiative.

	Equality (equal)
	The same. If a primary school teacher and a secondary school teacher earn the same amount of money, then they have equality of income.

	Equity (equitable)
	Fairness. A doctor will be paid more than a labourer because that is as being fair due to the amount of training involved (and other issues).

	Export Receipts (X)
	Payment received for goods and services sold overseas

	Factor costs
	The cost of resources used to produce goods and services


	Factors of production
	Classical economics distinguishes between three factors of production which are used in the production of goods: 
Land or natural resources - naturally-occurring goods such as soil and minerals. The payment for land is rent. 
Labour - human effort used in production. The payment for labor is wage. 
Note. Some distinguish enterprise separately and its payment is profit
Capital goods - human-made goods (or means of production) which are used in the production of other goods. These include machinery, tools and buildings. In general sense, the payment for capital is called interest. 

	Finance sector
	Financial institutions – banks and other organisations, that help channel money (as intermediaries) from savers to borrowers


	Government sector
	Includes Parliament and many organisations such as government departments, ministries, and state owned enterprises

	Government spending (G)
	Spending by the government sector on goods and services
eg. Money spent on building roads


	Gross Domestic Product
( GDP)
	Total market value of all final goods and services produced by an economy in a year

	Household sector
	The sector that provides resources for productions (factor inputs) and buys final goods and services (consumer g+s)


	Human capital
	The quality or skill level of human resources which can improved by better education or workplace training.

	Import Payments (M)
	Payment made for goods and services purchased from other countries

	Income (Y)
	A FLOW of money earned by the owners of resources
ie. Labour  earns wages, Natural resources earn rent, Capital earns interest, Enterprise earns profit

	Increase production economic growth on PPC
	











	Increase productive capacity economic growth on PPC
	











	Indirect tax (IT)
	Tax that is paid to the government via a third party, eg. GST goes from the consumer to the shop to the government. Or taxes on goods and services

	Indirect value added expenditure
	Flow on changes in spending to industries supplying resources (indirectly relate) to an industry affected by an event
eg increased demand for dairying will increase spending on fertilizer products for pastures

	Induced value added expenditure
	Flow on changes in spending to industries unrelated relate to an industry affected by an event due to changes in income that it causes in the economy
eg. increased demand for dairying will increase dairy farmers income who will then buy proportionately more luxury products so for example firms supplying spa pools may have increased demand / spending on their products 

	Inequality (unequal)
	Not the same. If there are two lawyers and one gets paid more than the other, then they have unequal incomes 


	Inequitable
	Unfair. An accountant with ten more years experience gets paid the same amount of money as another accountant even though she has more responsibility.

	Inflation
	Inflation occurs if there is a rise in the general level of prices 
ie. If products rise on average by 10%, then there is 10% inflation.

	Injections and withdrawals (into and out of the circular flow)
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One way of thinking about the circular flow of income is to imagine a water tank. 
investment, government spending and spending by foreigners is injected into the tank, and savings, taxes and spending on imports leak (= withdrawals)  out. 
If the injections and the withdrawals are equal to each other the level in the tank is stable, or as economists like to say in equilibrium. 
 If injections are greater than withdrawals then the level in the tank will rise. (economic growth occurs)
If withdrawals are greater than injections then the level in the tank falls. (economic growth occurs)

	Injections
	Occur if investment, government spending or spending on exports increases.
If injections > withdrawals in a period income will increase and economic growth will occur

	Investment / Capital formation
	The production/purchase of capital goods / man-made resources to be used in the production process
- also called capital formation.

	Money flows
	Payments for goods and services purchased
eg. money payment for goods bought and wages for labour supplied

	Net exports
	The balance between receipts from exports and payments for imports.

	Net social welfare
	Refers to a countries overall well-being. It includes both economic (or material) as well as non-economic (quality of life) indicators of performance

	nominal GDP
	the total market  (money)value of all final goods and services produced by an economy in a year

	Opportunity cost
	The cost of one good or service measured in terms of the cost of the next best alternative foregone.
ie. it is the second ranked item you missed out on when you make a decision [obviously, the first ranked the one is the you choose]  

	Output gap
	The difference between the economy's actual output and the level of production it can achieve with existing labour, capital, and technology without putting sustained upward pressure on inflation.

	Overseas sector
	The sector containing overseas buyers of exports and suppliers of imports 

	Physical capital / Productive investment
	Purchasing capital resources to assist in the production of goods and services

	Poverty cycle
	The inability of poor to become better off by earning more income
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	Producer sector
	The sector responsible for the production of goods and services

	Production
	The process of turning inputs into outputs.
ie. it is the total output of a firm /country

	Production possibility curve (frontier)
	A line on the production possibility curve model showing the various output options that are possible is all resources and technology are fully utilised.

	PPC model
	


	Productive capacity
	the maximum possible output of an economy with current resources and technology
ie. an economy’s PPC
Note if productive capacity increases the PPC shifts out BUT the current level of output may not change.

	Productivity
	The amount of output per unit of input (labour, equipment, and capital).









	Real flows
	Movements of actual goods and services
eg. goods purchased by households and labour purchased by producers

	real GDP per capita
	Real GDP divided by the population of the country

	Real income (real GDP)
	nominal GDP divided by a price deflator and so a measure of output changes in an economy in a year
Note 
Nominal GDP = P x Q
Real GDP = nominal GDP / P
                  = PxQ / P = Q


	Resource endowments
	These are the natural resources or ‘gifts of nature’ available to an individual / economy.

	Saving
	The portion of income that is not spent
ie. HDI –C = S

	Speculative investment
	Buying and selling existing assets in order to make capital gains

	Standard of living
	The overall quality of life that people enjoy. Usually refers to a individuals / country's per capita income, but also account also of additional conditions that matter for a person's or household's well-being such as leisure or the quality of the environment.

	Sunrise industries
	A new industry that is expected to be a strong sector in the future.

	Sunset industries
	The sectors that sunrise industries replace are sometimes referred to as sunset industries.  

	Sustainable development
	Development that ensures that the use of resources and the environment today does not damage prospects for use by future generations.

	Trade (business) cycle
	The trade cycle is the fluctuations in the rate of economic growth that take place in the economy 
These fluctuations appear to occur around every three to five years






TRADE CYCLE
The trade cycle is the fluctuations in the rate of economic growth that take place in the economy 
These fluctuations appear to occur around every three to five years
RECOVERY PHASE OF TRADE CYCLE 
Occurs when the economy is growing faster and an output gap emerges 
‑ shortages in key resources occur
PEAK OR BOOM PHASE OF TRADE CYCLE 
Occurs when the economy has reached the end (top) of its growth phase 
‑ excessive confidence, speculation occur
RECESSION OR DOWNTURN PHASE OF TRADE
Occurs when economy begins to grow more slowly identified by many economists as at least two consecutive quarters of decline 
‑ rising unemployment, business failures occur
TROUGH (DEPRESSION) PHASE OF BUSINESS
Occurs when economy has reached the bottom of the downturn 
‑ relatively high unemployment levels occur

	Transfers (Tr)
	Payments by the government for which no exchange is required, including benefit payments

	Withdrawals (from the circular flow)
	Occur if savings, taxes or spending on imports increase.
If withdrawals > injections in as period income will fall and economic growth decreases  
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THE PRICE   SYSTEM AT  WORK  

Sunset Industries   eg. Cinema Market  

 D emand for  cin ema tickets        

 P rice and quantity    

 Pr ofits so MANAGEMENT tries to  cut costs      cut workers hours      cut production(eg. Less          screenings)      cut   capital purchases (eg. use          old   machines)      some inefficient firms shut down                    

   Incomes earned b y   resource owners in   cinema industry    

Resources  moved out  of declining cinema  industry    

Sun rise  Industries   eg.  DVD Hire Market  

 D emand  for DVD  hires        

 P rice and quantity    

 Pr ofits so MANAGEMENT  has  incentive to expand      Existing firms expand (possibly           by opening new branches)          -  increases D for factors      N ew firms enter this market (as          entrepreneur seek higher profits)          -  more  increases D for factors      some inefficient firms shut down                    

   Incomes earned by   resource owners in   DVD  industry    

Resources  attracted to   DVD industry ( possibly  from  of declining cinema  industry    
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R EAL INCOME   By deflating nominal GDP to  remove the  effects of inflation real income shows  increases economic growth due to  increased output changes   ie. an economy experiencing a growth in  real GDP could be moving from a point  inside the PPC to a point closer to the  frontier   P RODUCTIVE  C APACITY   An increase in productive capacity  increases the potential level of output an  ec onomy can produce and so shows that  increases in economic growth can occur.   Note. An economy experiencing growth  in productive capacity experiences a shift  outwards of its PPC but growth only  occurs if demand rises   N ET  S OCIAL  W ELFARE   An increase in Net Social Welfare occurs  when there is an improvement in   economic (output terms) or non - economic (quality of life terms).   In this case economic growth could be  the result of better  resource use (and so  producing greater output) or using  resources in a way that makes people  better off (like reduced pollution and so  they live longer).    
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