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 Assessment Schedule – 2011

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

Evidence Statement

	Q
	Evidence
	Achievement
	Merit
	Excellence
	Code

	ONE

(a)
	The OCR is the official cash rate. This is the interest rate the Reserve Bank sets on settlement account balances held in the reserve bank by major trading banks. 

If the Reserve Bank lowers the OCR, retail interest rates will lower as well.
	One of:

Identifies OCR as reserve bank interest rate, and lowering it results in lower retail rates

States the C and I increase, increasing economic growth 
	One of

General discussion on the OCR and impacts on retail interest rates

Or 

General discussion that gives a valid reason for C and I increasing
	In-depth

explanation that

includes a valid

reason for C and

I increasing

PLUS links

increasing AD to

economic growth increasing.
	A / M / E

	
	As the OCR is lowered, retail interest rates will be fall.

As interest is the reward for saving, households have less incentive to save, and are likely to increase their consumption. (or cost of credit for consumption lower, or mortgage rates lower so discretionary income higher)

Interest rates are also the cost of borrowing. Firms will find the cost of financing investment is lower, resulting in a better return. Firms are more likely to invest, resulting in higher investment.

As consumption and investment expenditure increase,  AD increases expenditure on GDP increases, so firms will increase their level of production resulting in economic growth
	
	
	
	

	(c)
	When the government is increasing the deficit, this is expansionary fiscal policy

The government will be paying firms to carry out work. This will result in an increase in output, and as a result the firms will increase their revenue and profit. It is likely that they will need to hire more workers to carry out the work.

The result of higher profit for firms and wages for the additional workers is that household income will increase. This is likely to result in an increase in consumption.  Firms may also need to create new capital resources so there may also be increased levels of investment.

Given that G has increased, and as a result C and I are likely to increase as well, AD will increase, resulting in a higher Real GDP, increasing economic growth.
	Correct description of expansionary fiscal policy

and

States that Economic Growth will increase
	General Explanation of the effect of increase in G on firms resulting in economic growth
	In Depth explanation that of why economic growth will increase, Answer links the initial impact on firms to possible flow on effects
	A / M / E

	TWO

(a)
	When the government borrows from overseas, it results in an inflow in the Financial Account.

In the future, the interest payments will mean an outflow from the current account.
	One of :

Results in increase in Bal of Financial Account

Cutting tax will result in inflation
	One of:

A General explanation of the current and future effects of the government borrowing

Or

A general Explanation of the impact of tax cuts on C and inflation
	An indepth explanation of the impact of tax cuts on inflation which makes reference to disposable income decreasing, and its impact on AD and price level. 
	A / M / E

	(b)
	Cutting income tax means that households will receive higher disposable income. 

Households are likely to increase consumption expenditure as a result of the extra disposable income.

This will increase AD, causing price level to increase, which is inflation/demand pull inflation
	
	
	
	

	(c)
	The government will be concerned about increasing levels government debt. It will need to cut spending to reduce the deficit, and even create surpluses to repay the debt.

The spending cuts are likely to decrease inflation.

The cuts to working for families and student loans is likely to reduce household disposable income. Households are likely to cut back on their consumption.

Lowering consumption will reduce AD, which results in the price level falling, reducing inflation. 
	States that cuts in spending will decrease inflation
	General explanation of why the government needs to cut spending and the impact that this has on inflation.
	An in depth explanation of the need to cut spending, the impact on households with specific examples from the news story, and the impact on AD and price level
	A / M / E

	THREE

(a)
	The PTA states 1-3% over the medium term, so 4% this year is not a breach as on average inflation still between 1-3%
	One of:

PTA is 1-3% over medium term

Firms increase prices to cover higher GST
	One of

General explanation of why 4% this year is not necessarily more than 1-3% over the medium term

General explanation of GST being an indirect tax, and when raised firms raise prices, and this results in higher CPI
	An in depth explanation of the impact of GST on inflation which explains what GST is, how firms will react to its increase and how this effects CPI but as it is a one off event is not going to result in a persistent rise in the price level.
	A / M / E



	(b)
	GST is the goods and services tax, an indirect tax. Increase GST from 12.5% to 15% resulted in firms raising the price of goods and services to cover the higher GST. As a result the CPI will have increased.
Since GST is a one off increase in the CPI, and inflation is considered to be a persistent rise in the Price Level, it is not likely to contribute to ongoing inflation.

	
	
	
	

	
	
	
	
	
	

	(c)
	Tightening monetary policy means increasing the OCR to cause interest rates to increase to reduce inflation. The higher interest rates will result in a higher exchange rate.
A higher exchange rate makes exports less competitive as NZ producers will receive decreased revenue when the export receipts are converted into NZ$. This will result in lower profits for exporters who are likely to produce and export less as a result.

This will result in AD decreasing. Imported inputs will cost less in NZ$ reducing production costs increasing AS.

The decrease in AD and increase in AS both result in Price Level falling, reducing inflation

	One of

Tightening means raising OCR to reduce inflation

Higher exchange rate reduces exports

Higher exchange rate reduces cost of imports
	General Explanation of tight monetary policy and how the associated  higher exchange  rate impacts on exports or imports reducing inflation
	An In Depth explanation which includes impact of higher exchange rate on two of

Exports of goods

Imports of goods

Imported inputs

AND

How these impact on AD/AS reducing price level and inflation.


	A / M / E

	FOUR

(a)
	The access to Broadband in rural areas will increase the productivity of rural business such as farms. This would lower their production costs, so AS will increase. This will result in an increase in Real GDP which is economic growth.
	One of:

States that rural broadband will increase economic growth

States that the broadband will increase exports, increasing the balance of the current account
	General explanation of :

Impact of broadband on productivity, increasing AS and Real GDP 

Or

Impact of productivity on competitiveness, increasing export receipts, improving the Balance of Current ac
	An In Depth explanation that links the broadband to improved productivity, results in increased competitiveness and exports receipts, improving Balance of Current Account
	A / M / E

	(b)
	As rural firms become productive they will have lower production costs so they will be more competitive. 

This may lead to increased exports receipts.
This increases the Balance on Goods and the balance on the current account. 
	
	
	
	

	(c)
	When the Reserve Bank lowers the OCR, the banks Cost of Credit will be lower, and the will be able to lower their interest rates to remain competitive. 

As market interest rates fall, the reward for savings is lower. As there is less incentive to save, it is likely consumption will increase.

The cost of borrowing by firms to finance investment will also be lower, so investment is likely to increase.

Both of these will result in AD and Real GDP increasing which improves economic growth

However, if consumer and business confidence is low,  households may continue to save if they are worries about their future, and firms may be reluctant to invest if uncertain of their returns, so the lower OCR may have a less than expected impact on economic growth


	Any one  of:

Lower OCR leads to lower market interest rates.

Lower interest rates will increase consumption and investment

Low consumer and business confidence may mean C and I don’t increase as expected
	A General explanation of the impact of lowering the OCR on C, I and Real GDP.

Or 

A general discussion on how low confidence limits the effectiveness of OCR
	An In-depth discussion of how lowering the OCR impacts on market interest rates, C and I.

And

Links this to why this may not be as effective in increasing economic growth if business and consumer confidence remains low.
	A / M / E

	FIVE

(a)
	New Zealand specialises in agricultural good production and is interdependent on the rest of the world to purchase these to and to supply products NZ is less efficient at producing. Trade barriers limit our access to countries and reduces export receipts. This limits NZ ability to import goods and services needed.
	One of

States NZ’s interdependence on trade in general terms

Describes the difference between multilateral and bilateral trade deals
	One of 

General discussion of NZ’s mutual reliance on trade with other countries.

Or

General discussion on the differences between bilateral and multilateral trade deals that correctly explains why bilateral deals are easier to negotiate

Or

Bilateral deals have a smaller gain
	An In-depth discussion of bilateral vs multi-lateral trade deals that includes why bilateral deals are easier to negotiate but have a smaller gain for the country.

Must include appropriate examples of NZ trade deals
	A / M / E

	(b)
	Multilateral trade deals like the DOHA round of the WTO negotiation improve access to many markets and result in a relatively large increase in exports. However, as there are many countries negotiating it can take longer to come to an agreement, if any agreement is reached at all. 

Bilateral Trade Deals are negotiated between two countries, such as the NZ-China Free Trade Deal. As this is only one market the increase in exports will not be as large as with a multilateral deal. However, these deals are much simpler to negotiate with only 2 countries, and are more likely to result in an improvement in trade
	
	
	
	

	(c)
	The World Trade Organisation aim to promote international free trade through multilateral trade negotiation such as the DOHA round and ensuring member countries are acting according to existing agreements.

Since existing agreements require countries to reduce the use of tariffs, some countries have been using regulations that make trade difficult to protect their producers. In this case Australia has ruled that any export of apples from NZ is prohibited due to the risk of fire blight disease. 

The ruling from the WTO is that the Australian ban is not appropriate and that apples can be exported into Australia. New Zealand apple growers will be able to export more apples resulting in more revenue and profits.
	One of:

States the general purpose of the WTO

States that countries can use regulation to prevent free trade and protect their producers

States that NZ producers will be able to export more and will increase their revenue/profits
	A general discussion of the use of regulations by the Australian government to ban apples has been overturned by the WTO and how this will benefit NZ apple growers.

Must refer to Fire Blight issue 
	An In-depth discussion that links the regulatory role of the WTO too making rulings on the use of regulations that  limit free trade using the Fire Blight issue as an example. Must explain the positive impact on New Zealand.
	A / M / E

	SIX

(a)
	The NZTE provides information and support to NZ businesses wanting to find new export markets. If this increases exports, then the Bal on Goods/Bal of the Current Account will increase
	One of:

States that the NZTE will increase exports and improve the balance of current account

The China-NZ Free Trade deal will result in import prices falling and may reduce inflation
	A general explanation of the role of the NZTE and that if successful the increase in exports will increase the Bal of Goods/Current Ac 

Or 

A General Explanation of the impact of the China-NZ Trade deal on Tariffs, and how this impacts on import prices and  reduces inflation
	An In-depth explanation of the impact of the China-NZ Trade Deal on inflation which links the deal to reducing import prices, and therefore inflation. Must explain how the import prices will result in a fall in Price Level, either as a reduction across many markets, AD or AS  
	A / M / E

	(b)
	A Tariff is a tax on imports. 

The NZ-Chine Free Trade Deal will result in the reduction /removal of Tariffs on imports from China. This means that imported goods prices will fall. Also, producers of goods made in NZ that compete with imports will have to lower their prices to remain competitive. Any imported inputs from China will also become less expensive if tariffs are withdrawn. If this occurs in many markets, the CPI is likely to reduce, resulting in less inflation

Alternatively

The removal of tariffs makes imports more competitive. An increase in imports households by Chinese products rather than NZ made. This decreases AD, resulting in the Price Level falling decreasing inflation.
	
	
	
	

	(c)
	The European Union is a Trading Block with a set of Common Trade Barriers to limit access to European markets to countries that are in the Union. As NZ is not in the union, our ability to export to Europe is severely limited.

Increased access to this market would be beneficial since the size of the existing exports is already our 2nd largest, even with restrictions in place, and is bigger than China. 

If we were able to negotiate imported access into Europe, our exporting firms would be able to sell more exports and would increase output, revenue and profit. They would also need to hire more workers, and pay more wages.

The increased income would flow on to households and result in an increase in consumption. Also, the increased production may require additional capital resources and may increase investment.

Overall the increased X, C and I will increase AD resulting in GDP increasing which increases economic growth.
	One of:

European Union is a trading block that limits access by NZ producers

European Market is very large, so a trade deal would have big benefits for NZ

Trade Deal will increase exports leading to economic growth
	General explanation of how NZ has limited access to Europe and that as this is a large market a trade deal would result in increased exports and economic growth
	An In-depth explanation of what the EU is and how access is limited for NZ, why this is a significant market, and how a trade deal would increase exports, and flows onto to increase income, consumption and investment.
	A / M / E


Judgement Statement

	Achievement
	Merit
	Excellence

	3 A

from Questions 1, 3 or 5

AND

3 A

from Questions 2, 4 or 6

PLUS

1 other A
	3 M

from Questions 1, 3 or 5

AND

3 M

from Questions 2, 4 or 6

PLUS

1 other M
	3 E

from Questions 1, 3 or 5

AND

3 E

from Questions 2, 4 or 6

PLUS

1 other A
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