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  Assessment Schedule – 2011
Economics: Describe aggregate economic activity (90632)

Evidence Statement
	Code
	Q
	Evidence
	Achievement
	Merit
	Excellence

	A1
	ONE 
(a) 
	Recessionary gap
	TWO of:

· Recessionary gap identified

· New curve drawn correctly, labelled with PL1 and Y1 identified

· Slope explained correctly

· 2 of 3 lines of (d) correct

	
	(b) 
	See Appendix One
	

	
	(c)


	Idea of:

At low levels of output there is unused capacity/unemployed labour and firms will increase Y without needing a rise in PL. At high levels of Y existing capacity is being fully utilised [and there will be shortages of materials and labour] and firms will need a higher PL to increase Y as costs are higher.
	

	
	(d)
	See Appendix Two
	

	A1
	TWO PART A
(a) 
	Inflation: increase

Economic growth: Increase

Employment: increase
	· 2 correct

	A2 / 

M2 / 

E2
	TWO

PART B 

(a) 
	· The public finance amendment Act requires the government to have an operating surplus until prudent level of debt is achieved.  

· Government debt has been increasing over last 3 years to 13% of GDP in 2010 and are likely to continue to increase.

· The additional spending by the Government could be concerning because it might lead to them not running an operating surplus and could lead to debt levels increasing if they are in deficit.
	THREE of:
· One correct point from (a)
· Correct point for marine industry
· Correct point made for other producers

· Correct point made for employment

· Correct point made for overall effect on the economy
	THREE of:

· All points for (a)

· Correct point explained for marine industry

· Correct point explained for other producers

· Correct point explained for employment

· Correct point explained for overall effect on the economy
AND no significant errors
	Full explanation of effect of the spending on all sectors
AND no significant errors

	
	(b)
	Idea of:

· The marine industry will benefit from an increase in demand for their services from the NZ team in preparation for the challenge.  The America’s cup will showcase NZ’s skills in the industry and this is likely to lead to the marine industry facing a further increase in demand from other parties.  This could lead to improved confidence and an increase in the investment into new technology.

· Other producers in NZ will benefit from the spending by the government.  The government is hoping to use the America’s cup to encourage tourism in NZ.  Increased tourist numbers will increase demand for accommodation and other services.  There will also be a flow on effect for producers from the increased spending by the 100 marine industry workers who were retained by the initial spending. 

· There will be an increase in employment.  Initially from the 100 highly skilled workers who are retained and later on from the increased demand for marine industry services and for tourism related industries.  This will lead to an increase in incomes for households and therefore an increase in consumption spending.

· The increase government spending combined with the increased investment and spending by businesses and households will increase aggregate demand in the NZ economy.  The overall level of economic activity will increase and there will be increase GDP and growth in the economy. There will also be an increase in the inflationary pressure in the economy.
	
	
	

	A2 /

 M2 /

 E2


	THREE

(a)
	· The policy targets agreement states that inflation should be within 1-3% over the medium term.

· The announced inflation rate is outside targeted range and might require action to bring it back within the target range.
	THREE of:

· One point from (a)

· Correctly identified increase OCR and contractionary MP

· Identified increased OCR leads to increased interest rates

· Correct point about households
· Correct point about  producers

· Correct point about trade sector
· Correct point about overall economy


	THREE of:
· Both points from (a)

· Correct point about households explained

· Correct point about  producers explained

· Correct point about trade sector explained

· Correct point about overall economy explained (does not have to include effect of increase in AS)
AND no significant errors


	Full explanation of effect of increased OCR including:

· Explanation of link between interest rates and exchange rates 

· ONE point explained for each sector

· Correct point about overall economy explained including recognition of the effect of the increase in AS)
AND no significant errors



	
	(b)
	OCR: increase

MP: contractionary
	
	
	

	
	(c)
	Idea of:

An increase in the official cash rate will lead to an increase in interest rates.

Households:

· Increased interest rates will encourage households to save as opposed to spend their income.  

· Debt servicing will become more expensive leaving households with less income for discretionary spending.  

· It will be more expensive for households to buy on credit / borrow to fund new purchases.  

· Inflationary expectations will fall.

Leading to a decrease in consumption spending.

Producers:

· Increased interest rates will increase the cost of borrowing and lead to a decrease in Investment as it is now possibly no longer profitable / feasible.

Trade:

· An increase in interest rates will make NZ more attractive to foreign investors and lead to an inflow of foreign currency and an increase in the demand for NZ dollars.  This will lead to an appreciation of the NZ dollar.

· A higher exchange rate will discourage overseas consumers from buying NZ exports as they are now more expensive, and there will be a fall in export receipts (or exporters will swap foreign earnings for less NZ dollars – reducing value of X receipts)
· Imports will now be relatively cheaper and NZ consumers will demand more foreign made products and there will be an increase in import payments
· The increase in the exchange rate will make imported raw materials cheaper, which will increase aggregate supply 
· Government:Government revenue will decrease due to the decreased income tax being paid as employment might decrease (derived demand idea) 

· GST receipts decrease due to the decreased consumption spending.
· If household and producer spending on imports increase (due to the increased exchange rate) there will be an increase in tariff revenue.
Overall:

· The tight monetary policy will lead to a decrease in economic activity in NZ (decrease in aggregate demand) and there will be a decrease in GDP / growth and inflationary pressure. (Note it will also lowering imported raw material costs (and shift AS right), which will mean the impact on real GDP will not be certain.)
	
	
	


Judgement Statement

	Achievement
	Achievement with Merit
	Achievement with Excellence

	Minimum of:

1 A1
1 A2

AND

1 other A
	Minimum of:

1 A1
1 A2

1 M2
	Minimum of:

1 A1
1 M2

1 E2

	Codes:

A1 refers to the first criterion.

A2 and M2 and E2 refer to the second criterion. 


Appendix One – Question One (a)
Graph 1: The New Zealand Economy
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Appendix Two – Question One (d)
	Event
	AS
	AD
	Price Level
	Real G.D.P
	Employment

	Increase in productivity
	
	NC
	
	
	

	Increase in inflationary expectations
	NC
	
	
	
	

	Increase in cost of imported raw materials
	
	NC
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