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	Level 3 Economics, 2011

90632 (3.4)  Describe aggregate economic activity




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 – 8 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 aggregate level of economic activity and how the aggregate demand and aggregate supply model is used.


	Describe the aggregate level of economic activity and how the aggregate demand and aggregate supply model is used.


	Describe the aggregate level of economic activity and how the aggregate demand and aggregate supply model is used.



	Describe influences on New Zealand’s aggregate economic activity.


	Explain influences on New Zealand’s aggregate economic activity.


	Fully explain influences on 
New Zealand’s aggregate economic activity.



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




	 Assessor

Use only


Suggested time 55 minutes
QUESTION ONE
Graph 1: The New Zealand Economy







(a) Does Graph 1 show an 
inflationary gap   or a    recessionary gap? 
Circle your answer.
(b) On Graph 1, show the effect of an increase in the disposable income of households by:

i. Drawing a new curve and relabeling it

ii. Labelling the new price level PL1 and new output Y1

(c) Describe why the Aggregate Supply curve is flat at low levels of real GDP (or is steep at high levels of real GDP)
	

	

	

	

	

	


(d) Complete the table below to describe the immediate effect of each event on the AS / AD model. Use ↑ to denote an increase and ↓ to denote a decrease, ‘NC’ to denote no change 
	Event
	AS
	AD
	Price Level
	Real G.D.P
	Employment

	Increase in productivity
	
	
	
	
	

	Increase in inflationary expectations
	
	
	
	
	

	Increase in cost of imported raw materials
	
	
	
	
	


Question Two
The Government announced it will contribute $36 million towards Team New Zealand’s challenge for the 2013 America’s Cup.  The 2007 campaign led to a direct benefit to New Zealand of $74.4 million.  The latest funding will also retain up to 100 highly skilled specialists in the New Zealand marine industry.  Acting Economic Development Minister David Carter said “We will use the America’s Cup to our full advantage by showcasing New Zealand’s technology, products and services and encouraging tourism”.
Source: www.stuff.co.nz

Part A

a. Referring to the information above, indicate the effect this spending will have on:

i. Inflation






Increase
Decrease
No change

Circle your answer 


ii. Economic Growth 






Increase
Decrease
No change




Circle your answer 


iii. Employment 






Increase
Decrease
No change





Circle your answer 


Part B

Official Government Debt

Mar 2008
Mar 2009
Mar 2010
Dec 2010
(% of GDP) 



10.0   
11.0   
13.0   
 16.8
a. Explain, with reference to the two pieces of information above and the Public Finance Amendment Act, why this spending could be concerning if the trend in government debt continued. 
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b. Fully explain the impact of the spending mentioned above as well as the flow-on effects of the spending and the America’s Cup campaign on the New Zealand economy.
In your answer refer to:

· The marine industry
· Other producers in New Zealand
· Employment and households
· The overall level of economic activity (real output and inflation) in New Zealand
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QUESTION THREE

The RBNZ announced that the CPI for the year to March 2011 was 4.5%
a. Explain, using the Policy targets agreement (of the Reserve Bank of NZ Act), why this announcement would be concerning to the Reserve Bank of New Zealand (RBNZ)?

	

	

	

	

	

	


b. If the RBNZ decide the PTA will be breached by the latest CPI data, what action will they take?

Official Cash Rate:






Increase

Decrease

No change
















Circle your answer 


Monetary policy:

Expansionary

Contractionary

Circle your answer 


c. Fully explain the effect of the action by the RBNZ on the economy.
In your answer include the effect on:

· Household expenditure
· Producers

· Current account
· Government revenue
· The overall economy (as shown on AS / AD model)
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	Extra paper for continuation of answers if required.

Clearly number the question

	
	

	Question

Number
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	


AS





Price Level





PL





AD





Y





YFull





Real G.D.P
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