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Achievement

To ‘analyse inflation’ typically involves:
 defining economic terms and identifying examples of them which relate to the resource material (the 

context, or the information in the question)
 describing M, V, P, and Q
 clearly labelling the axes, the curves and the equilibrium on the AS/AD model
 identifying the causes of changes in both AS and AD
 identifying the impacts on the price level of changes in AS and AD
 using the formula to calculate a real value
 distinguishing between a cause of inflation and an impact of inflation
 identifying the impacts of inflation, disinflation or deflation on different groups in New Zealand society
 using the allocated space to provide a clear answer to the question
 using a ruler and a pen when drawing diagrams or showing changes to diagrams
 reading statistical information from tables and graphs
 using appropriate units associated with tables and graphs (reading what is on the axes).

Achievement with Merit

To ‘analyse inflation in depth’ typically involves:
 explaining economic concepts and terms in more detail using examples from the resource material
 explaining how a change in M, V or Q can affect P
 using accurate economic terms, such as ‘aggregate demand’ (instead of ‘demand’) and ‘aggregate supply’ 

(instead of ‘supply’)
 explaining the difference between a general price rise and a price rise in a particular market
 using the AS/AD model to explain what has caused a curve to shift and what happens to the price level as 

a result of the shift
 explaining how inflationary pressure changes at different stages of the business cycle
 demonstrating a clear understanding of the difference between the causes of inflation and the impacts of 

inflation
 explaining in detail the impacts of inflation, disinflation or deflation on different groups in New Zealand society

 avoiding repeating the same information in answers
 avoiding simply rewriting the question: make sure the question is actually answered by rereading it after 

writing the answer
 using resource material in answers
 avoiding irrelevant or incorrect material in answers.

ECONOMICS 2.1 
(ACHIEVEMENT STANDARD 91222)

Externally assessed 
4 credits

Analyse inflation using economic concepts and 
models

Copy correctly 
Up to 3% of a workbook
Copying or scanning from ESA workbooks 
is subject to the NZ Copyright Act which 
limits copying to 3% of this workbook.
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Example

If the rate of inflation is 3% per year, the price level has increased by 3% over the year. This means that 
at the end of the year it costs $103 to buy the same amount you could buy with $100 at the start of the 
year. So in nominal terms you have to pay $103, but in real terms the value of the goods is the same 
as $100 a year earlier.

Questions: Nominal and real values
1. Explain why the real value of money falls over time.

2. Explain what will happen to the real value of wages if nominal wages rise by 2% when the rate of inflation is 3%.

3. Describe the difference between a nominal value and a real value.

General price rises versus price rises in individual markets
Because inflation is an increase in the general level of prices, an increase in the price of a single good is not 
described as inflation. There are, however, some goods, such as oil, petrol and electricity, which are used in the 
production of most goods and services. An increase in the price of these goods increases the costs of production 
of many other goods and so can cause increases in the price of many other goods, leading to inflation.

An increase in the price of electricity can lead to inflation. 
(This is the Roaring Meg power station in Otago.)

Answers 
p. 221
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b. On the following map, locate and name New Zealand’s top ten import partners in 2016.

1
2
3
4
5

6
7
8
9

10

3. From the preceding information about trading partners, in the boxes describe the key trade events that 
occurred during each of the years shown on the timeline.
 

 
 
 
 
 

      

Significant events affecting New Zealand’s international trade

1973 1983 2008 2010
Early
1980s

Mid-
1980s

4. Research questions: Work with a partner or in a group to find answers to the following.
a. Why was the United Kingdom New Zealand’s biggest trading partner until about 1980?

b. Why do you think New Zealand used to be referred to as ‘Britain’s farm’?
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The diagrams
With regard to the diagrams, note that:
• PT is sometimes labelled PW, meaning ‘world price’
• when PT is drawn on the diagram it should be approximately at the price where the quantity of exports (X) 

in one country equals the quantity of imports (M) in the other, so the horizontal gap between the supply and 
demand curves is the same on both diagrams

• some versions of this model also show the supply curve decreasing (shifting left) by the quantity of exports 
in the exporting country and increasing (shifting right) by the quantity of imports in the other country.

Who gains and who loses from international trade?
Winners
In the previous example of trading apples, producers in New Zealand are better off because:
• they gain access to a new market so they can sell a greater quantity of product
• they receive a higher price
• revenue and profits increase.

Consumers in Australia are better off because they get:
• access to a wider range of apples
• lower prices.

There are also flow-on benefits from international trade, such as the apples example. For example there is:
• a greater number of jobs for people who are employed by apple growers
• greater income for apple growers, which they will spend both on capital and on consumer goods, increasing 

production and economic growth in apple-growing regions
• greater export income, which will offset import payments, improving the current account balance and 

reducing the amount New Zealand as a whole needs to borrow from overseas
• greater employment, which means increased income-tax revenue for the government
• greater spending, which means higher GST payments to the government.

Losers
In the previous example of trading apples, consumers in New Zealand are worse off because:
• consumers pay a higher price for apples
• fewer apples are available for sale in New Zealand
• consumers might have to settle for lower-quality produce, because the highest-quality apples are exported.

Producers in Australia are worse off because they:
• face competition from New Zealand producers
• receive lower prices
• sell fewer apples
• have reduced revenue and profits.

Apple exporting – winners and losers
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Price of
NZ$ in
US$

QNZ$

DNZ$

$0.84
$0.82

NZ$/US$ market

Q1 Q2 

S1NZ$ 

S2NZ$ 

The demand for New Zealand dollars in the foreign exchange market
The demand for New Zealand dollars in the foreign exchange market comes from people who have overseas 
currency and who want to buy New Zealand currency. The demand for New Zealand dollars in the foreign 
exchange market increases when:
• exports increase
• overseas people travel to New Zealand
• interest rates in New Zealand increase (this would also cause a decrease in the supply of New Zealand dollars 

to the foreign exchange market as fewer people look to save overseas)
• the New Zealand economy appears to be strengthening relative to overseas economies.
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Impacts of changes in international trade
The groups affected by international trade could include:
• consumers
• employees in firms producing goods for the New Zealand market
• employees in firms producing goods for export
• producers of goods for the New Zealand market (who might or might not be protected by tariffs)
• producers of goods for export
• the government.

Trade events might include:
• an exchange rate appreciation
• an exchange rate depreciation
• removal of a tariff or another trade barrier
• a significant event occurring in New Zealand, such as the Rugby World Cup
• a natural disaster in New Zealand
• the signing of a free-trade agreement
• a decline in economic growth in a major trading partner
• a serious disease striking crops or livestock.

Hint: When comparing the impacts in an examination answer, you will need to ensure you include all groups 
mentioned in the question, and any other groups that are likely to be affected significantly by the event. For each 
group, you should identify whether they will be better or worse off, and explain in detail how they will be better 
or worse off.
Tariff removal

Case study: Car-assembly industry
New Zealand’s car-assembly industry used to be heavily protected by tariffs and other trade 
restrictions. Many companies owned plants, including Ford, Mazda, Toyota, Nissan, Mitsubishi and 
Honda. In the 1980s, tariffs were reduced. Tariffs were finally removed in 1998. Because the firms 
could no longer compete with cheaper imported cars, all the car-assembly plants closed and thousands 
of workers lost their jobs. Some firms, which supplied wiring, car radios and glass to the car-assembly 
firms, also closed. Other firms, which made exhausts and tyres, were able to continue operating as 
they developed export markets for their products.

Todd Park was a motor assembly plant at Porirua from 1973 to 1998. At its peak it employed 
1 500 workers and produced 22 000 cars a year.
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7. On the following table, compare and contrast the different measures of economic growth.

Measure Description Advantages Disadvantages

Real GDP

Productive 
capacity

Net social 
welfare

Human 
Development 
Index

Unit 2 – Changes in economic growth
Consumer goods are the final goods and services used by consumers 
to satisfy their needs and wants. Some examples are clothes, a new 
television, or an overseas holiday. Consumer goods are different from 
capital goods, which are manufactured goods produced to make other 
goods or to provide a service. Some examples of capital goods are a 
bus, a road or a factory. Those manufactured goods that are used in 
production are known as physical capital.

All employees have valuable skills, knowledge and abilities (which come 
from training, education and experience). These skills make up human 
capital.

When households give up current consumption so they can spend in 
the future, savings are the result. Investment occurs when businesses 
buy capital goods to produce other goods or to provide services.

Human capital
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Finding data
Remember that you need data from tables so you can process the data. You can find tables of economic 
statistics at the following websites:
• Statistics New Zealand: www.stats.govt.nz
• The Reserve Bank: www.rbnz.govt.nz

You can also find economic reports, data and forecasts on the websites of major banks and other economic 
organisations, such as:
• Westpac
• ANZ
• BNZ
• ASB
• BERL
• NZIER
• Interest.co.nz

Processing data
Processing is converting data into another form to make the data easier to understand. This can be done by:
• calculating percentage changes from one period to the next
• constructing multi-line graphs, using an axis on each side with different scales if the data are in different units
• extrapolating by predicting future trends for four more years based on the data for the past ten years
• constructing pie graphs to show proportions
• constructing bar graphs to make comparisons
• using tables to summarise data.

Important terms
Terms you need to know include the following.

Quarterly data: Data measured every quarter of the year, i.e. every 3 months

Annual data: Data measured over the whole year. Annual data are sometimes calculated by adding the figures 
from the previous four quarters.
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The effect of unions on the labour market
A union is an organisation that negotiates pay and working conditions for all the workers who belong to that 
union.

Some unions can improve working conditions and give employees higher incomes, which increases the supply of 
labour because more people are willing to make themselves available to work. They also contribute to improved 
productivity, which increases the demand for labour.

Others unions can disrupt workplaces, reduce flexibility, reduce productivity and increase costs for employers, all 
of which reduce the demand for labour.

Employment policies and other models
AS/AD model
Since the demand for labour is derived demand, the demand for labour depends on the demand for goods and 
services. Any increase in production of goods and services in the economy increases the level of employment. 
Thus the policies to promote growth by increasing either aggregate demand or aggregate supply also cause an 
increase in employment and move the economy closer to full employment.

Increase in employment
as AS increases 

Increase in employment
as AD increases 

Price
level

Price
level

Real GDP

 

Real GDP

AS

AD1

AD2

AS2

AS1

Y1 Y2 Yf Y1 Y2 Yf

Production possibility frontier
Any expansionary policies that increase production and economic growth reduce both unemployment and 
underemployment. In this way, they move the economy closer to capacity, which is shown by the production 
possibility frontier.

 B  

 A

Capital 
goods

 

Consumer goods 

An increase in employment
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• of increased tourism on regional growth
• of falling dairy prices on regional inequality.

The impact on the Kaikoura economy of the 2016 earthquakes is a contemporary issue of special interest.

Various groups
This Achievement Standard requires you to explain, compare and contrast the impacts of the contemporary issue you 
have chosen on various groups in New Zealand society. The groups you choose could include people of different:
• ages
• ethnicity
• income levels
• levels of education
• regions
• industries
• categories of employment (unemployed, part-time employed, full-time employed)
• households (flatmates, couples with no children, families, retired people and so on).
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Achievement Standard 91222 (Economics 2.1)
Inflation, deflation and disinflation (page 3)

1. Term Definition Example

Inflation
An increase in the 
general level of prices

Inflation rate positive

Disinflation
A decrease in the rate 
of inflation

Inflation falling from 5.5% 
to 3%

Deflation
A fall in the general 
price level

Inflation rate negative

2. a. Inflation: An increase in the general level of prices

b. Deflation: A decrease in the general level of prices

c. Disinflation: A decrease in the rate of inflation

d. September quarter: The three months ending in September

3. a. disinflation;  b. deflation;  c. inflation;  d. inflation;  
e. December quarter;  f. deflation;  g. disinflation

4. a.  Inflation is an increase in the general price level while deflation is 
a decrease in the general price level.

b. Deflation is a decrease in the general price level while disinflation 
is a decrease in the rate of inflation.

5. Quarter Inflation Deflation Disinflation

Mar 01 ✓

Jun 01 ✓

Sep 01 ✓

Dec 01 ✓

Mar 02 ✓

6. Answer should contain the idea that a fall in the rate of inflation means 
that prices are not rising as quickly as they were. It does not mean that 
prices are falling.

7. a. Time period 
(Quarter ended) Inflation rate (%) Term

Mar 01 2.3 Inflation

Jun 01 3.6 Inflation

Sep 01 1.1 Disinflation

Dec 01 – 0.2 Deflation

Mar 02 2.2 Inflation

Jun 02 2.1 Disinflation

 b. Time period 
(Quarter ended) Inflation rate Term

Sep 02 A negative rate Deflation

Dec 02 A positive rate Inflation

Mar 03
A positive rate 
below the Dec 02 
rate above

Disinflation

Nominal and real values (page 6)
1. When there is inflation and prices are rising over time, a dollar cannot 

purchase as many goods as it formerly could, so money loses value.

2. The real value of wages will fall by 1% because prices have risen faster 
than nominal wages.

3. A nominal value is the value in current-year dollars, while a real value 
is a nominal value adjusted for changes in the price level.

General price rises versus price rises in individual markets 
(page 7)
1. Likely to cause inflation: petrol, electricity, oil; unlikely to cause 

inflation: milk, pasta, dental appointments, bread.

2. An increase in the price of petrol is more likely to cause inflation than 
a rise in the price of milk because petrol is used in the production of 
almost all goods and services. The flow-on effect of an increase in the 
price of petrol will be an increase in the costs of producing other goods 
and services and consequently an increase in the prices of most goods 
and services. An increase in the price of milk will affect the prices of 
few other goods and services and so will not cause inflation, because 
inflation is a rise in the general level of prices, not a rise in the price of 
a particular good or service.

3. A 2% increase in the price of flour is not considered to be inflation 
because it is an increase in the price of a particular good, not an 
increase in the general level of prices.

4.
Event Inflation

Not 
inflation

Shortage causes spiralling price for 
Christmas trees

✓

Oil prices rise as supply cut threatened 
by producers

✓

Floods destroy banana crops: expect 
price rises

✓

Hard-drive prices up 180% in a month ✓

Electricity prices rise as lake levels fall ✓

Prices jump as GST increased ✓

Wool prices double following 85% cut in 
global production

✓

5. An increase in the price of electricity is more likely to cause inflation 
than is a rise in the price of vegetables because electricity is used in 
the production of almost all goods and services. The flow-on effect of 
an increase in the price of electricity will be an increase in the costs 
of producing other goods and services and consequently an increase 
in the prices of most goods and services. An increase in the price of 
vegetables will affect the prices of few other goods and services and so 
will not cause inflation, because inflation is a rise in the general level of 
prices, not a rise in the price of a particular good or service.

6. An increase in the price of a good is caused by a decrease in the supply 
of, or an increase in the demand for, that good. An increase in the 
general price level occurs when, on average, the prices of many goods 
increase.

ANSWERS
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3. 

When economic activity
is slowing, the government
can increase it with
expansionary fiscal policies
such as lower taxes or
increased government spending.

 

If economic growth is 
predicted to increase too
quickly, contractionary fiscal
policy can be used to slow
the rate of growth, such as
higher taxes or reduced
government spending.

 

 

 

 

 

Time

Economic 
activity

4. An increase in government spending on the Christchurch rebuild will 
cause an increase in aggregate demand and might lead to demand-pull 
inflation. However, the increase in aggregate demand would increase 
economic growth and help achieve the government’s goal of reducing 
unemployment.

5. Growth might be restricted by the increased costs of gaining resource 
consents before businesses could expand. This might make investments 
less profitable and so discourage firms from investing in some new 
projects.

6. The Public Finance Amendment Act requires the government to plan 
for a budget surplus on average, so deficits are balanced by surpluses 
and debt is kept at prudent levels. This puts a limit on how much the 
government can increase its spending by, as any increase has to be 
funded either by increased tax revenue or by limited increases in public 
debt. The limit on increases in government spending places a limit on 
potential economic growth.

7. The more highly skilled and qualified young people in New Zealand, 
are the more productive they will be in the future. Greater productivity 
increases aggregate supply and causes higher economic growth.

Government policies to promote employment (page 207)
1. Increased immigration; higher age of eligibility for superannuation; 

lower school leaving age; more flexibility around work hours; better 
working conditions; being able to belong to a union (any two)

2. Any expansionary fiscal or monetary policies; workplace employment 
agreements rather than national agreements; 90-day trial periods; the 
ability to dismiss unsatisfactory employees (any two)

3. 

Q SL  Q DL1  

DL 1 

Q DL2  

DL 2

SL1 

Qf

Wage

W 1 

Quantity of labour

Impact of extra paid holidays

If employers have to pay workers for four weeks of holiday per 
year instead of three then it is likely that demand for labour will fall 
from DL1 to DL2. Employment will fall from QDL1 to QDL2. Involuntary 
unemployment will rise from (QSL – QDL1) to (QSL – QDL2).

4. Some unions can improve working conditions and give employees 
higher incomes, which can contribute to improved productivity if the 
workers feel better about their workplaces and put in more effort. 
Others unions can disrupt workplaces, reduce flexibility and as a result 
they can reduce productivity.

5. a. 

Recessionary gap 1 
Recessionary gap 2 
 

Price 
level

Output / Real GDP / Y

AS

AD1

AD2

Y1Y2

PL1 

The government cuts spending

Yf

b.

Recessionary gap 1 

Recessionary gap 2 

 

Price 
level

Output / Real GDP / Y

AS1

AD

AS2

Y1 Y2

PL1 

Ultra-fast broadband improves productivity

Yf

6.

 A  

Capital 
goods

 

Consumer goods

Unemployed resources

Any combination of goods underneath the PPF shows resources are 
unemployed.

7. 

Boom – low 
unemployment

Depression – high
unemployment

Recession – 
unemployment
rising

Recovery– 
unemployment
falling

 

 

 

 

 

 

Time

Economic 
activity


