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	Level 2 Economics, 2011
90798 (2.5) Describe government policies in relation to economic issues




Credits: Six

You should answer all questions in this booklet.

If you need more space for any answer, use the page(s) provided at the back of this booklet and clearly number the question

Check that this booklet has pages 1 – 14 in the correct order and that none of these pages are blank.

YOU MUST HAND THIS BOOKLET TO THE SUPERVISOR AT THE END OF THE EXAMINATION
	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.



	
Overall Level of Performance (all criteria within a column are met)
 


You should spend 40 minutes answering this paper.

QUESTION ONE 

Banks lower floating mortgages to follow OCR cut
Banks have been quick to respond to the Reserve Bank’s Official Cash Rate cut this morning. The central bank lowered the Official Cash Rate to 2.5% from 3.0% this morning in attempts to help lessen the economic impact of the Christchurch earthquake.
10 March 2011, Business Review 

a) Explain what the OCR is and what effect lowering it would have on market interest rates.

	

	

	

	

	

	

	

	


b) Fully explain the probable effect of lowering the OCR on economic growth. In your explanation, include the effects on consumption, investment, aggregate demand and real output.

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	


Government's deficit grows 

The Government's deficit was $1.7 billion higher than expected in the eight months to the end of February.
4 April 2011, www.stuff.co.nz 

c) Fully explain how an increasing government deficit may have a positive effect on growth. In your explanation, include
· an explanation of the type of fiscal policy the government is following

· how increasing government spending effects firms production
· the likely flow on effects to other firms not directly receiving the government spending
	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	


QUESTION TWO


New Zealand overseas debt is rising

New Zealand is receiving an unprecedented amount of foreign capital inflow in a short period of time. The government's budget deficit is blowing out because of the dip in the economy late last year, the earthquakes and the deficit-worsening results of the tax package. Almost two thirds of the government bonds issued to fund that deficit will be sold to foreigners. 
Interest.co.nz April 17, 2011

(a) Explain the likely impact of the government borrowing from overseas to fund the deficit will have on the Balance of Payments now and in the future.
	

	

	

	

	

	

	

	

	


The article above referred to the “tax package” which included the reduction in income taxes 
(b) Fully explain the likely effect the government tax cuts on Inflation.
	

	

	

	

	

	

	

	

	

	

	

	

	


Black Budget prediction as government spending cuts loom
The National-led government has signalled public spending will be reined in even further as it tries to get on top of its debt, leading to warnings from the opposition of a Black Budget in May.
The Government has signalled tighter eligibility criteria for Working For Families, student loans and possible changes to KiwiSaver. Some smaller programmes may be cut altogether.
Radio NZ, 23 March 2011

(c) Fully explain how government spending cuts would be expected to affect the rate of inflation. In your answer, you should: 

· explain why the government is likely to start making cuts to its spending
· explain the likely impact of the government spending cuts, as mentioned in the article, will have on inflation
	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	


QUESTION THREE


New Zealand CPI solid –Inflation remains above target

Kiwi inflation was 4.5% over the year to Quarter 1, a touch weaker than the market expected but a little stronger than Reserve Bank forecast. ………… and is still above the RBNZ’s comfort zone. While some of this will reflect the lagged effect of the GST increase last October, the rise in non-tradables inflation was strong.
18 April 2011, www.scoop.co.nz 

(a) Explain why having an inflation rate of 4.5% is not necessarily a breach of the Reserve Banks Policy Target Agreement.
	

	

	

	

	


(b) Inflation is defined as a persistent rise in the level of prices. Fully explain why the GST increase in October will have resulted in a rise in the CPI, but is not likely to result in inflation.
	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	


A significant part of the impact of Tightening Monetary Policy is that it is likely to result in a higher exchange rate which in turn reduces inflation.
(c) Fully explain the impact of Tightening Monetary Policy and the accompanying higher New Zealand exchange rate on inflation. In your answer, you should
· Describe what is meant by Tightening Monetary Policy

· Explain the impact of a higher exchange rate on New Zealand exporters 
· Explain the impact of a higher exchange rate on imported production input costs 
	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	


QUESTION FOUR

Telecom and Vodafone submitted a joint proposal to the government’s tender for the provision of broadband services in rural New Zealand last November. Communications and Technology Minister Steven Joyce described the news as a significant milestone in a journey towards a “better connected and digitally enabled productive and growing economy”.
Apr 20 2011, www.stuff.co.nz  
(a) Explain how the provision of broadband to rural areas will lead to economic growth.
	

	

	

	

	

	

	

	

	

	


(b) Fully explain how the provision of broadband to rural areas will impact on the Current Account.

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	



Despite the OCR being held at record low levels over the last year, the economy continues to perform poorly. Real GDP contracted in the September 2010 quarter and only increased by 0.2% in the December quarter, narrowly avoiding a double dip recession. It seems apparent that consumer and business confidence remain low despite the low interest rates.
(c) Fully explain the limitations of the OCR as an expansionary policy to deliver economic growth. In your answer, you should

· describe  the expected impact of a low OCR on market interest rates

· explain the expected effect of the interest change on consumption and investment

· explain how consumer and business confidence may be reducing the effectiveness of the a low OCR as an expansionary policy

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	


QUESTION FIVE

New Zealand Balance of Trade

New Zealand reported a trade surplus equivalent to 11 Million NZD in January of 2011. New Zealand is greatly dependent on international trade. New Zealand’s economy has traditionally been based on a foundation of exports from its very efficient agricultural system: meat, dairy products, forest products, fruit and vegetables, fish, and wool. Export receipts have helped New Zealand to fund imports products we can’t produce efficiently like machinery and equipment, vehicles and aircraft, petroleum, electronics, textiles and plastics.
www.tradingeconomics.com
(a) Explain with reference to the above article, why Free Trade Agreements are important for New Zealand.
	

	

	

	

	

	

	

	


While multilateral trade deals offer a bigger end gain, recent trade successes have come from pursuing bilateral trade deals.
(b) Fully explain the above statement. You should include in your answer some examples of multilateral and bilateral trade deals New Zealand is currently involved in.

	

	

	

	

	

	

	

	

	

	

	

	

	

	


Australia loses appeal in NZ apple importing case
Trade Minister Tim Groser has welcomed the ruling of the World Trade Organisation’s (WTO) Appellate Body, which has found in New Zealand’s favour in Australia’s 90-year apple import ban (due to Australian claims that New Zealand apples could carry the disease Fire-Blight). “This is good news for New Zealand apple exporters,” he added.
New Zealand Business Review November 30, 2010

(c) Fully explain the benefits of New Zealand’s membership in the WTO for New Zealand’s exporters. In your answer, you should

· Describe the role of the WTO

· Explain how countries attempt to prevent free trade through regulation, with reference to the story above

· Explain the impact of this WTO ruling on New Zealand exporters

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	


QUESTION 6
Access International Networks

New Zealand businesses can tap into targeted services from New Zealand Trade and Enterprise (NZTE), which are designed to connect them with opportunities in overseas markets, and that provide assistance operating internationally.
www.nzte.govt.nz
New Zealand Trade and Enterprise NZTE is a government department that has been set up to support and promote New Zealand businesses in overseas markets. The extract above describes one of the methods used by the NZTE to support New Zealand businesses.
(a) Explain the assistance provided by NZTE to businesses and how it will affect the Current Account.
	

	

	

	

	

	

	

	

	


The China New Zealand Free Trade Deal will mean the gradual removal of any Tariffs that remain on imports from China.

(b) Fully explain the effects of removing tariffs on imports from China on New Zealand inflation
	

	

	

	

	

	

	

	

	

	

	

	

	


EU NZ trade talks 'premature'

Talks on a free trade agreement between the European Union (EU) and New Zealand would be premature at this point, says EU Trade Commissioner Karel de Gucht. The EU is New Zealand's second largest trading partner, slightly ahead of China as an export market and a source of imports, with two-way trade of more than $12 billion.
Mar 21 2011, www.theherald.co.nz 
(c) Fully explain how a Free Trade Agreement with the European Union would impact on Economic Growth. In your answer, you should:
· Describe why access in to European markets is currently limited for New Zealand exporters

· Explain why a free trade agreement with European Union would be especially beneficial for New Zealand
· Explain the immediate impacts and flow on effects of securing a free trade agreement with the European Union on economic growth
	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	


	Extra paper for continuation of answers if required.

Clearly number the question
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