CHECKSHEET: AS90798 (Economics 2.5) 

Title: 	Describe government policies in relation to economic issues.

This achievement standard involves the description of how government policies are intended to achieve economic objectives related to the given issues, and the effects of these policies on other economic issues.

Achievement Criteria

	Achievement
	Achievement with Merit
	Achievement with Excellence

	· Describe how policies are intended to achieve economic objectives related to given issues.
	· Explain how policies are intended to achieve economic objectives in relation to given issues.
	· Fully explain how policies are intended to achieve economic objectives in relation to given issues.

	· Describe effects of policies on other issues.
	· Explain the linkages between policies and their effects on other issues.
	· Fully explain the linkages between policies and their effects on other issues.



What do the verbs in the Achievement Standard mean?

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.  
Describe may also mean students have to identify the specific target of the policy in relation to issue  e. g. Expansionary fiscal policy  objective is to increase growth by …..
Note: describe requires a fuller answer than identify.

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 how policy will achieve its purpose/objectives or give reasons to explain why policies will have the effects you have described.

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.
Fully explain: means to explain in depth and/or breadth.
e.g. explain how policy will achieve its purpose/objectives AND explain the effects of the policy on the other issues [inflation, trade, growth].
Excellence may tie questions together so blank answers may cost a student excellence.

Remember 
- partial correct answers earn Achieved so students must attempt every question in every paper.
- if resource material is provided read it carefully before answering questions and refer to it when   
  answering questions.
- answers written in pencil are not eligible for remarking so write all answers in pen 
-  twink should not be used, simply cross out answers and use extra pages at the back of answer 
   booklets.


	
AS 90798 (2.5) Describe government policies in relation to economic issues


	 when I can do it
	
	  if I need further practice

	Trade

	· impact of trade policies on growth and inflation 
The student will need to be able to :

	
	1. Describe and explain the impact of trade policies on
	

	
	· growth                                                                                                                 e.g. if a free trade agreement is signed with China NZ exports will be more price competitive in China so export receipts increase  increase AD  increased Y [growth].   Use AS/AD model to illustrate .[Note: the inflationary impact of the policy could also be explored]
	

	
	· inflation
e.g.  if NZ Govt lowered import tariffs  lower price of imported goods  increase in imports purchased  increase in import payments  fall in net exports  fall in AD  lower price level in NZ  Use AS/AD model to illustrate. [ Note: the growth impact of the policy could also be explored]
	

	Growth

	· fiscal policy
The student will need to be able to

	
	1. Define 
· Fiscal policy
	

	
	· Expansionary / contractionary fiscal policy 
	

	
	· operating balance / surplus / deficit
	

	
	· (net) public debt
	

	
	2. Identify the main areas of Government spending and taxation
	

	
	3. Describe the relationship between the operating surplus and (net) public debt
	

	
	 (
+
)



















	

	
	6. Use models [circular flow/AS AD] to illustrate the effects of various fiscal policies 
    on growth.  
	

	
	7. Public Finance Act 2004 (Formally the Fiscal Responsibility Act)
	

	
	· explain the objective of the Public Finance Act 2004 e.g.
          (a) increased transparency eg. Govt has to be explicit about their fiscal objectives)
            (b) greater accountability eg. Govt has to report on a wider range of economic and fiscal information
	

	
	· explain the objective will achieved through the five principles of responsible fiscal management
· reducing debt to prudent levels, until then government must budget for surpluses
· once prudent levels of debt have been achieved, maintaining those levels   
· by ensuring that on average over a reasonable period of time operating expenses do not     
    exceed operating revenue [i.e. budget for a surplus or a zero deficit]
· achieving and maintaining levels of total net worth
· managing prudently the risks that face the government
· predictable and stable tax rates
	

	
	· explain the effects of the Act on inflation i.e. responsible fiscal management reduces inflationary pressures
	

	· Resource Management Act 1991 (RMA)
The student will need to be able to

	
	1. Describe the objective of the Resource Management Act 1991 in relation to 
    growth and explain how it impacts on growth
· objective
	

	
	· explanation
	

	
	2. Explain the effects of the Act on other issues e.g. business costs, environment
	

	· supply-side policies (e.g. deregulation)
The student will need to be able to :

	
	1. Define 
· supply-side policies
i.e. policies that shift aggregate supply curve out to the right/increase the productive capacity of the economy (e.g. training schemes aimed at improving skills of workers and therefore increase productivity) 
	

	
	· de-regulation 
i.e. is the reduction of government from the market place and is based on the assumption that resources are better allocated if the free market does it rather than govt
	

	
	2. Identify the objective of supply-side policies in relation to growth and explain how 
    the policies achieve this objective
	

	
	· Employment Relations Act 2000 e.g. encouraged harmony and fairness in the work place so less work stoppages due to industrial action
· objective
	

	
	· explanation
	

	
	· increasing amount and skill level of labour e.g. increasing immigration of workers, ‘modern apprenticeship scheme’ which increased the number of people doing apprenticeship and therefore the skill level of these workers. 
· objective
	

	
	· explanation
	

	
	· increasing the amount/stock of capital goods to increase productivity 
· objective
	

	
	· explanation
	

	
	· improving technology to increase productivity e.g. 15% tax credit for spending on research and development
· objective
	

	
	· explanation
	

	
	· encouraging innovation e.g. NZ Ministry of Economic Development offering programmes to create a culture of new ideas/entrepreneurial activity
· objective
	

	
	· explanation
	

	
	· de-regulation e.g. removal of subsidies , floating the exchange rate
· objective
	

	
	· explanation
	

	· policy responses to unforeseen and external influences
The student will need to be able to :

	
	1. Identify examples of unforeseen and external influences on growth e.g. stormy 
    weather causing power cuts in Auckland.
	

	
	2. Identify and explain the effect of the event on growth
	

	
	3. Identify and explain the likely response of the Reserve Bank [monetary response]
    and/or the Government [fiscal response] 
	

	
	4. Use models [circular flow/AS AD] to help explain the effect of the unforeseen/ 
    external influence and the policy response [monetary or fiscal].  
    (Models are not required for this AS but using them will help explain)
	

	· impact of supply-side policies on trade and inflation 
The student will need to be able to :

	
	1. Describe and explain the impact of growth policies on
	

	
	· trade     
      e.g  supply side policies may lead to export producers becoming more efficient /increased productivity so 	lower costs of production and therefore cheaper prices for exports. Exports more price competitive so export 	receipts increase improving the BOT
	

	
	· inflation
e.g. expansionary fiscal policy e.g. reduced income tax will increase consumer spending and therefore AD so PL will rise [use AS/AD model to illustrate].

	

	Inflation

	· monetary policy – Reserve Bank of New Zealand Act 1989
The student will need to be able to

	
	1. Define 
· monetary policy
	

	
	· tight monetary policy
	

	
	· loose monetary policy
	

	
	· inflation
	

	
	· policy target agreement
	

	
	2. Identify the objective of monetary policy (in relation to inflation) and explain how 
    they achieve it:
· Objective i.e. inflation target
	

	
	· Explanation 
e.g.  OCR  R  borrowing more expensive	and saving encouraged   C + I   AD    demand 
pull inflation
[See diagram over page]
	

	
	
















	

	
	· Note; with monetary policy there is a complication i.e. After low inflation / price stability achieved it creates an economic environment where growth may take place
[image: ]













	

	
	3. Reserve Bank 
	

	
	· objective of the Reserve Bank Act 1989
	

	
	· role of the Reserve Bank in the economy
	

	· fiscal policy
The student will need to be able to

	
	1. Same content as for growth policies plus….
	

	
	2. Explain the effect of expansionary or contractionary fiscal policy on inflation
e.g.  expansionary fiscal policy e.g. reduced income tax will increase consumer spending and therefore AD so PL will rise [use AS/AD model to illustrate].
	

	
	3. Describe/explain the relationship between the operating surplus and inflation 
eg. operating surplus occurs when govt revenue is greater than its spending → ↓ net G→ ↓AD → ↓PL → ↓demand pull inflation.
	

	· impact of inflation policies on growth and trade
The student will need to be able to :

	
	1. Describe and explain the impact of inflation policies on
	

	
	· growth     
      e.g  tight monetary policy -  OCR  R  I  AD    real output (Y)  [= growth] but low inflation
	in the long run provides a macro environment in which business planning is made easier  improves business 	confidenceI   AD  real output (Y) [=growth]
	

	
	· trade
e.g.  tight monetary policy  appreciation makes exports less price competitive and imports more price competitive so exports receipts fall/import payments rise so worsening current account  but low inflation may                                                                           improve international  competitiveness so X + M   improving current account

	

	
	Some understanding of exchange rates and their effect on trade is required  
[Note: the supply and demand model for foreign exchange will not be examined]
	

	
	1. Define
· exchange rate
	

	
	· depreciation
	

	
	· appreciation
	

	
	· trade weighted index
	

	
	2. Identify depreciation /appreciation from resources
	

	
	3. Calculate/convert from one currency to another using given exchange rates	
	

	
	4. Explain effect of monetary policy on the exchange rate i.e. interest rates  
    appreciation
	

	
	5. Explain the effect of a depreciation or appreciation on export receipts and import 
    payments and therefore balance of trade
	





Terms and Definitions List AS 90798 (Economics 2.5)

	Adding value
	Increasing the number of production stages within a country to gain greater benefit from natural resources

	Appreciation
	Occurs when the NZ dollar increases in value
ie. a $NZ will buy more foreign currency
Note = $NZ getting stronger

	CER
	Closer Economic Relations (with Australia). A free trade agreement signed between NZ and Aussie in 1983.

	Comparative advantage
	Being able to produce a product / service for a lower opportunity cost

	Competitiveness
	Usually refers to ability of a firm to compete (on price) effectively with other firms due to low cost or superior technology

	Current account
	A balance in the balance of payment recording current transfers
Calculated by adding
Balance of goods + Balance of services + Balance of Income + Balance of Current transfers

	Depreciation
	Occurs when the NZ dollar decreases in value
ie. a $NZ will buy less foreign currency
Note = $NZ getting weaker

	Deregulation
	The reduction of government from the market place and is based on the assumption that resources are better allocated if the free market does it rather than govt

	Direct tax
	A tax levied either on the basis of earned income or wealth. The payment of the tax is the responsibility of the individual / company which is intended to bear the burden of the tax.

	Disinflation 
	A fall in the rate of inflation e.g. from 5% to 3%

	Diversification
	Spreading risk by investing in different types of production.
In NZ historically we have depended on a narrow range of primary exports but diversification has given us a broader export base.

	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

	


	

	
	

	EU
	European Union (formally EEC (European Economic Community))
Note: The most recent development of this group is the “euro”, i.e. a single currency used by all member countries

	Fair trade
	Fair Trade is an alternative approach to conventional international trade. It is a trading partnership, which aims at sustainable development for excluded and disadvantaged producers. It seeks to do this by providing better trading conditions, by awareness raising and by campaigning.

	Fiscal policy
	The use of Government income and expenditure policies to achieve economic objectives.

	Fiscal policy - contractionary
	Occurs when govt decreases govt spending or increases taxes or both, will cause a decrease in real GDP (ie.  AD)

	Fiscal policy – expansionary
	Occurs when govt increases govt spending or decrease taxes or both, will cause an increase real GDP. (ie. AD)

	Fiscal position
	Difference between govt revenue (tax) and govt spending 
-ve = deficit (G > T) 
+ve = surplus (T > G)
Note now called operating balance

	Fixed exchange rate
	When the exchange rate of a currency is not allowed to fluctuate against another, ie the exchange rate remains constant. Typically, under fixed exchange rate regimes, currencies are allowed to fluctuate within a small margin. Fixed exchange rate regimes require central bank intervention to maintain the fixed rate.
Note NZ has not had a fixed exchange rate since March 1985

	Flexible exchange rate
	A system in which the value of a country’s currency is determined by market forces.
Note also called a floating exchange rate.
NZ floated its exchange rate in March 1985

	Flexible working week
	Organising the working week to be consistent with the needs of the business
eg. Compressed working week or fortnight, ie. working four long days instead of five, doing a nine day fortnight, or shortening breaks and leaving earlier.
Staggered hours, ie. flexible start and finish times



	Free market (policy)
	Same as deregulation.
ie. reducing of government from the market place and is based on the assumption that resources are better allocated if the free market does it rather than govt.

	Free trade
	Occurs when the sale or purchase of goods and services occurs without direct intervention by government

	Indirect tax
	A tax levied on consumption or production (e.g. GST). The responsibility for paying the tax falls on the sellers/ suppliers of goods and services.

	Infant industry argument
	The view that "temporary protection" for a new industry or firm in a particular country through tariff and non-tariff barriers to imports can help it to become established and eventually competitive in world markets, in which case the protective measures will no longer be needed.

	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.

	Monetary policy
	Monetary policy can be defined as the controlling of the money supply and credit availability in an economy so as to achieve certain economic objectives
In NZ the govt (through the RBNZ) uses the Official Cash Rate (OCR) / interest rates to implement monetary policy / control inflation 

	Monetary policy - loose
	Implementing monetary policy to expand the economy and so promote growth etc.

	Monetary policy – tight
	Implementing monetary policy to contract the economy and so reduce inflation

	Niche marketing
	Niche marketing is the process of finding small but potentially profitable market segments and designing custom-made products for them. Niche marketers are often reliant on the loyalty business model to maintain a profitable volume of sales.
Note. NZ cannot hope to be competitive against large scale multinational corporations so niche markets may be a better option for exporters

	OCR (Official cash rate)
	The overnight or cash rate set by the RBNZ, which determines the rate at which banks can borrow and lend overnight cash  

	Operating balance (of Crown)
	The difference between crown revenue and crown expenses for a given year.
ie. T > G = operating surplus
     G > T = operating deficit

	Progressive tax
	An income equalising policy that taxes a higher proportion of the income of high earners. 
eg. PAYE


	Protection
	Occurs when government intervenes (creates barriers) in the exchange of goods (trade
eg. subsidy, tariff, quota

	PTA  (policy target agreement) target
	This agreement between the Minister of Finance and the Governor of the Reserve Bank of New Zealand (the Bank) is made under section 9 of the Reserve Bank of New Zealand Act 1989 (the Act) setting out specific targets for achieving and maintaining price stability.
Note current PTA = to keep future CPI inflation outcomes between 1 per cent and 3 per cent on average over the medium term

	Public debt
	The debt the government sector is responsible for

	Quota
	Limit on the number of imports that can be brought into a country giving local producers chance to supply local market

	Research and development 
	Research and Development
By funding research and development, and by spending on their own research and development, the government can help create innovation and new industries that could lead to growth through increased productivity or the opening of new markets.

	Red tape
	Red tape is a derisive term for regulations that are considered excessive or bureaucratic procedures that are considered excessively time- and effort-consuming.
Note it originates from the pinkish-red tape that surrounded nearly all English and French legal documents that were also sealed with wax and stamped with an official government seal. Hence, to read these documents a person had to get through the red tape by breaking the wax seal and sliding off the tape.

	Regional development
	The government can inject money into regions that are going through a depression phase, that are stagnant or are key areas that could lead to strong economic growth in the future. 
This can take the form of tax incentives, setting up the infrastructure needed to entice business into the area, or in the form of cash grants to help entrepreneurs to start up business.

	Regressive tax
	A tax which taxes a higher proportion of low income earners
eg. GST (since the ‘poor’ spend a higher proportion of their income than ‘rich’)

	
	

	
	

	Resource allocation
	Apportionment of factors of production among the different uses. 
Resource allocation arises as an issue because the resources of a society are in limited supply, whereas human wants are usually unlimited, and because any given resource can have many alternative uses. In free-enterprise systems, the primary mechanism through which resources are distributed among the uses most desired by consumers is the price system.

	Subsidy
	Payout by govt to lower price to consumer / raise revenue received by producer

	Supply side policies
	Policies designed to increase supply curve 
ie. policies that reduce costs of product (like removing red tape) 
or
 increase productivity (eg. training schemes aimed at improving skills of workers )

	Tariff
	Tax imposed on imports which raises their price making domestic products more competitive

	Trade union
	A group of employees organised to exercise some influence over the labour market.
Organize principally for the purpose of increasing wages and improving conditions.

	WTO
	World Trade Organisation
Established in 1995 as the successor to GATT (the General Agreement on Trade and Tariffs). WTO promotes fair competition and trade development and administers various multilateral trade agreements.
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