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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.



	                                                          

Overall Level of Performance

  


You should spend 40 minutes answering this paper.

QUESTION ONE 

Graph 1: Quarterly Economic Growth:  March 2000 - December 2010 Quarter


New Zealand narrowly avoided a recession in the December Quarter. 
(a) Explain with reference to Graph 1 why New Zealand “narrowly avoided a recession” in 2010
	

	

	

	


(b) Fully explain why Graph 1 uses Real GDP rather than nominal GDP to measure economic growth. 
	

	

	

	

	

	

	

	

	

	


While New Zealand ranks 27th based on its GDP on the World Bank’s list of economies, it ranks 3rd on the Human Development Index list of economies. The Human Development Index (HDI) is a broader statistic that is composed from data on life expectancy, education and per-capita Real GDP. 
(c) 
Fully explain the limitations of using Real GDP as a measure of Economic Growth, with reference to the information above. 
· Why Real GDP may not be an accurate measure of New Zealanders’ Quality of Life
Give some examples in your explanation
· Suggest an alternative Definition of Economic Growth, other than an increase in Real Output, and explain how it would give a better indication of New Zealanders’ overall Quality of Life 
	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	


QUESTION TWO

Model 1: Circular Flow Model of the New Zealand Economy

(a) The circular flow model above has not been fully labelled. For the two unlabelled money flows, name the Flow, and identify if it is an injection or withdrawal. 
	
	Money Flow Name
	Injection or withdrawal

	Flow  (a)
	
	

	Flow  (b) 
	
	


“Christchurch will soak up $8.5b in Government spending as the city rebuilds after two major earthquakes”, Finance Minister Bill English has today revealed. 

12 April 2011, www.stuff.co.nz 

(b) Explain which money flow in Model 1 would be directly impacted by the earthquake rebuild.
	

	

	

	

	

	


(c) Fully explain how the change in the money flow identified in (b) will have flow-on effects that will increase economic growth.
	

	

	

	

	

	

	

	

	


A major component of the increase in New Zealand export commodity prices has been the increase in prices of Dairy Products.  The increase in this sector has been consistently higher than other agricultural sectors and has resulted in the conversion of many farms from sheep to dairy across the country. Dairy farming is considerably more intensive than sheep farming and there have been concerns about the impact of increased dairy farming on the environment.
(d) Fully explain the effects of increasing international prices for Dairy Products.  In your answer, you should:

· Explain an impact of the rising dairy prices on economic growth
· Explain an impact of the rising dairy prices on inflation. 
· Explain an impact of rising dairy prices on the environment.
	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	


QUESTION THREE

Workplace productivity is the key to lifting New Zealand's living standards and wealth. It is about increasing the value of what we produce by working in more effective and efficient ways.

Department of Labour

(a) Explain how improved productivity in the use of resources could affect economic growth. 
	

	

	

	

	

	


BNZ CEO warns that NZ's low savings rate is likely to restrict business lending

New Zealanders' need to lift their poor savings rate or risk seeing their banks struggle to fund the growth of New Zealand businesses, BNZ chief executive Andrew Thorburn is warning. 
8 May, 2010 www.interest.co.nz 
(b) Fully explain the importance of increased saving for future economic growth, with reference to the article. Use Graph 2 below to illustrate your explanation. 

Note: A represents the current level of output. 






	

	

	

	

	

	

	

	

	

	

	


EU optimistic about Doha

European Trade Commissioner Karel De Gucht paid a visit to NZ, representing the EU at the Christchurch Memorial Service and going on to Auckland for talks with Trade Minister Tim Groser and business leaders. De Gucht says there’s a chance this year of concluding the 10-year-old Doha Round of World Trade Organisation (WTO) negotiations, which includes liberalisation of agricultural trade and would be of great benefit to NZ. 
12 April 2011, Trans Tasman Media Ltd 

The Doha Round consists of on-going trade negotiations between most trading nations, with the key objective of lower trade barriers, and has a special focus on agricultural goods.

(c) Fully explain how the successful conclusion of the Doha Round of WTO trade negotiations could impact on New Zealand’s economic growth. In your explanation include
· The immediate impact of a reduction in trade barriers on agricultural producers
· The possible flow on effects to the wider economy this might have

· How this may initially impact unevenly on New Zealand producers
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