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	Level 3 Economics, 2011
90630 (3.2) Describe an economic problem, allocative efficiency, and market responses to change




Credits: Four

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 – 10 in the correct order and that none of these pages is 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 the economic problem.


	Describe the economic problem.


	Describe the economic problem.



	Describe allocative efficiency.


	Describe the effect of a change in the market on allocative efficiency.


	Describe the effect of a change in the market on allocative efficiency.



	Describe market responses to change.


	Explain market responses to change.


	Fully explain different markets’ responses to changes.



	[image: image1.png]SANCTA MARIA
COLLEGE





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

Use only


Suggested time 40 minutes

QUESTION ONE
(a) On Graph 1 show:

i. An increase in the production of consumer goods from point A assuming no change in the level of resources or technology (label as point B); and 
ii. The opportunity cost of the change in production (label as OC).

Graph 1: Production Possibility Frontier.




(b) Describe, with reference to Graph 1 and the concept of scarcity, why an opportunity cost arises from the increase in production of consumer goods.
	

	

	


QUESTION TWO

Graph 2: Market for bicycles
(a) On Graph 2 above, show the effect of an increased awareness of the benefits of exercise. Label any changes.
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(b) With reference to Graph 2, explain how market forces shift the market to the new equilibrium.

	

	

	

	

	

	


(c) On Graph 2 shade:


i. The change in Producer Surplus

ii. The new consumer surplus

(d) Define allocative efficiency

	

	

	


In order to further encourage the use of bicyles, the government decides to reduce GST charged on bicycles

(e) Describe the effect the reduction of GST on bicycles would have on allocative efficiency.
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QUESTION THREE
(a) New Zealand is often a price taker in the world market.  Explain the term “price taker” and what this means in terms of the shape of the world supply curve faced by NZ importers
	

	

	

	

	

	

	


The Republic of Korea is one of New Zealand’s major trading partners and it has been negotiating a Free Trade Agreement since 2009.  Part of the negotiations has been the removal of tariffs from goods imported from Korea  

Graph 3: New Zealand market for Plastics








(b) Assuming the tariff removal goes ahead, show the following on graph 2: 

i) The quantity produced in NZ before the tariff removal (Qp)

ii) The quantity consumed in NZ before the tariff removal (Qc)

iii) The world supply curve and price without the tariff (Sw) and (Pw)

iv) The quantity produced in NZ after the tariff removal (Qp1)

v) The quantity available to NZ consumers after the tariff removal (Qc1)

vi) The new level of imports (M).
vii) Shade the tariff revenue lost
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(c) As a result of the changes identified above, what would happen to:

i) NZ Plastic workers’ wages (assuming they are currently paid the minimum wage):








increase
decrease
no change




(Circle your prediction)

ii) The number of workers employed in the NZ Plastics market:

increase
decrease
no change




(Circle your prediction)

(d) With reference to Graph 2, fully explain the effect of a tariff removal on the plastics market.
In your answer explain:

· The full effect on NZ consumers of plastics
· The full effect on NZ producers of plastics
· The full effect on the allocation of labour in the NZ economy
· The full effect on the NZ government
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	(e) With reference to the elasticity of supply for plastics over time, explain how the Government aids business planning by announcing changes to tariffs well in advance.
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QUESTION FOUR
Graph 3: Market for Dairy Products









(a) Explain how the market demand curve for dairy products would have been derived

	

	

	


There is concern over the pollution caused by farming and the government has decided to tax dairy products.

(b) On Graph 3 above show the effect of the tax.  Show / label the following:

i. The new curve (S + tax )
ii. The new price received by producers (Pp)
iii. The new price consumers pay (Pc)
(c) On Graph 3 shade:
i. The total tax revenue for  the government 

ii. The incidence of the tax on producers


	 Assessor

Use only


(d) Fully explain the effect of the tax on the market for dairy products. In your answer you should:
· Describe what is meant by price elasticity of demand

· Explain why the demand for dairy products is likely to be relatively price inelastic

· Identify the group (consumers or producers) that is burdened most from the tax
· Use elasticity to explain why that group is affected the most.
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	Extra paper for continuation of answers if required.

Clearly number the question
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