Assessment Schedule – 2011

Economics: Describe inflation and its causes and effects using economic models (AS 90794)

Evidence Statement
	Q
	Evidence
	Achievement
	Merit
	Excellence
	Code

	ONE

(a)
	A persistent (continuous) increase in the general level of prices in the economy
	Any TWO of:

a correct

definition is

given for

inflation

AS curve is

shifted to the

left, labels or

arrows used

states that rising petrol costs will

shift AS to the

left.

states that rising commodity prices result in AD increasing
	General

explanation of

why both

rising petrol prices

AND rising commodity prices affect

the AS and AD  curves OR

affect inflation /

price level.
	In-depth

explanation

linking

rising petrol costs to an

increase in cost

of production shifting in the AS

curve, while rising commodity prices increases net exports increasing AD which also results in price level increasing
	A / M / E

	(b)
	See Appendix One.
	
	
	
	

	(c)
	Petrol is an input to production. The impact of rising petrol prices is that production costs rise, causing Aggregate Supply to decrease, shifting AS to AS1 resulting in price level rising PL to PL1. 

Increasing export prices will increase net exports causing AD to increase. This will also result in Price Level increasing.
	
	
	
	

	(d)
	· In periods of high inflation it is difficult to predict future prices and costs, reducing business confidence. This is likely to discourage firms from carrying out investment

· In periods of high inflation, households are discouraged from saving as inflation erodes the value of saving. Also, inflation encourages speculation in non-productive assets such as gold or property. This makes it difficult for producers to obtain finance for investment.

· If NZ prices are rising more rapidly than our trading partners, exports will be less competitive. Also firms competing against imported goods will also be less competitive. This will result in a decrease in net exports.

· The drop in confidence and lack of investment funds is likely to result in less investment. As Net Exports are likely to decrease as well, it is likely that the level of production will decrease, causing a decrease in economic growth


	Any two of States that

Business confidence will decrease 

Investment funds will be less available

Net exports will decrease

Economic growth will  decrease
	General

explanation for

TWO  of:

business confidence decreasing

investment finance becoming less available

net exports

decreasing

AND linked to

economic growth decreasing
	In-depth

explanation for a

decrease in

net exports AND

investment,

linking both to

decrease output

and decreased

growth.
	A / M / E

	TWO

(a)
	M= Money Supply

V = Velocity of Circulation

P = Price Level

Q = Quantity of Output or Real GDP
	ONE of:

the terms correct

states that the

price level

would

increase

because of

increases in

M.
	General

explanation of printing money on M, and the effects on P when M increases 


	In-depth

explanation of the effects on P of an increase in M which uses the Quantity Theory assumptions
	A / M / E

	(b)
	The Equation of Exchange is MV = PQ and given that Q/V are assumed to be constant, a large  increase in M will result in an large increase P (the price level) for the equation to balance (and since P = inflation the increase in inflation is large) 
	
	
	
	

	(c)
	When an economy is in a downturn

phase, there is likely to be a

decrease in production which will increase the spare capacity that is available. 

This is likely to reduce the impact on P when M increases, as Q is able to increase.

When an economy is in a

boom, the ability to increase Q

when M increases is limited

(because of economy operating

at full capacity / shortages of

resources) and, therefore, P is likely to rise significantly.
	ONE of:

states that the

increase in the

price level will

be significantly

less during a

downturn

states that the

increase in the

price level will

be significantly

more during a boom.
	General

explanation of the

effects on P of an

increase in M in

ONE of:

downturn

boom.
	In-depth

explanation of the effects on P of an increase in M in BOTH a downturn

and boom.

Must give a

reason for the

differences in the

effect on Q.
	A / M / E

	THREE

(a)
	See Appendix Two.

The government is increasing expenditure which will increase aggregate demand AD to AD1. The price level increases Pl to PL1 and results in demand pull inflation / inflation increasing.
	Any TWO of:

AD curve is

shifted to the

right, labels or

arrows used

identify that

rising

government spending

increases

inflation

states that an

increase in the

price of

petrol will

lead to a

higher cost of

production

states

significance of

petrol in

the basket of

goods

states that an

increase in the

price of cigarettes is

an increase in

only a single

market.
	General

explanation of

TWO of:

effect of rising

Government spending on

AD curve or

inflation

effect of an

increase in the

price of

petrol on

cost of

production

and its impact

on inflation

why an

increase in the

price of cigarettes is

less likely to

cause

inflation.
	In-depth

explanation of

ONE of:

effect of increasing government spending with reference to the model

comparing

effect of an

increase in the

price of

petrol and

cigarettes

AND

general

explanation of

the other.
	A / M / E

	(b)
	Petrol is an input into the

production of most goods and

services. An increase in the

price of petrol is likely to

increase the costs of production

and, therefore, the prices of

most goods and services. This

will lead to an increase in the

general level of prices, which is

inflation. An increase in the

price of cigarettes  is less likely to

increase the costs of production

of other goods and services

and is less likely to result in inflation. Price rises in a single market are not considered as inflation
	
	
	
	

	(c)
	· As the Price Level increases the purchasing power of income decreases, resulting in a fall in Real Income. 

· While some households will be able to get wage increases to cover rising prices households that rely in fixed incomes such as benefits or superannuation won’t, so they will worse off.

· Those on a low income spend to majority of their income on essential items, such as petrol and food. Those on higher incomes have more discretionary spending on luxury goods. The article  suggests that it is the price of essential goods and services that is rising, which make up a greater % of the spending of low income families.
	Describes the negative impact on purchasing power, and ONE reason why the effects are unequal
	General explanation of the impact of inflation on households purchasing power and one reason why the effects are unequal
	In-depth explanation of the impact of inflation on households purchasing power and how this is a greater impact for households on fixed income and households on low income.  Reference must be made to the article
	A / M / E


Judgement Statement
	Achievement
	Merit
	Excellence

	4A 
	3 M 

1 A
	3E

1A


Appendix 1





Appendix 2
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