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INSTRUCTIONS: Write an essay in response to EACH of the THREE questions in this paper.
Question Two is on page 10, and Question Three is on page 18.

QUESTION ONE: Dynamic pricing and market efficiency

Use information from Resources A to C, and your knowledge of micro-economic theory, to answer
this question.

Consumers are becoming increasingly aware that prices for some services are no longer
fixed, but can fluctuate at different times according to the level of demand. This is called
dynamic or ‘surge’ pricing. Ride shares and concerts are examples of markets where it
occurs.

Using elasticity theory, analyse the impact of dynamic pricing on participants and allocative efficiency
in the markets for ride shares and concerts. Evaluate the effect of a government intervention to ban
dynamic pricing in each market.

In your answer:

. use appropriate economic models

. use elasticity concepts to explain why ride shares would have more elastic supply and demand
than concerts

. for each market, analyse how dynamic pricing impacts consumer surplus, producer surplus, and
allocative efficiency at times of increased demand

. evaluate the effect that implementing a fixed or maximum price that bans dynamic pricing would
have on consumers, producers, and allocative efficiency at times of increased demand in each
market.

Use the space below to plan your essay. This plan will NOT be marked.
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QUESTION TWO: Market failure in the market for high-emission vehicles

Use information from Resources D to F, and your knowledge of micro-economic theory, to answer
this question.

The Clean Car Discount scheme, implemented in 2022, focuses on the supply and
demand of different types of vehicles coming into New Zealand. The policy is part of a
government strategy to reduce the consumption externality of transport emissions, by
encouraging the importation of low-emission vehicles.

Analyse the market failure in the market for high-emission vehicles. Evaluate the effectiveness and
impact on allocative efficiency of the Clean Car Discount scheme in encouraging buyers to switch
from high-emission vehicles to cleaner, low-emission vehicles.

In your answer:
. use appropriate economic models
. explain the externality and market failure in the market for high-emission vehicles

. analyse the impact on allocative efficiency in the market for high-emission vehicles of each of
the two policies in Resource D

. evaluate the overall effectiveness of a combination of both policies in reducing transport
emissions and achieving allocative efficiency in the market for high-emission vehicles in the
short and long term.

Use the space below to plan your essay. This plan will NOT be marked.
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QUESTION THREE: Relationship between the current account and the exchange rate

Use information from Resources G to J, and your knowledge of macro-economic theory, to answer
this question.

The current account and the exchange rate are interrelated economic issues. The
current account has decreased from a surplus in June 2020 to a near record deficit in
September 2022, Meanwhile the value of the New Zealand dollar against the US dollar
has fluctuated but overall has trended downwards.

Discuss the interrelationship between the current account and the exchange rate within the
New Zealand economy. Evaluate whether a strong or a weak exchange rate is most likely to reduce
the current account deficit.

In your answer:
. use appropriate economic models

. explain how the current account balance is calculated and, using Resource G, explain the
factors that caused the current account deficit to increase in the March 2022 quarter

. analyse the combined impact of the increased current account deficit and rising interest rates in
the United States on the New Zealand exchange rate

. compare the effect of a depreciation and an appreciation in the exchange rate on the current
account. Evaluate which is most likely to reduce the current account deficit.

Use the space below to plan your essay. This plan will NOT be marked.
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Q

Score

Marker commentary

05

On page 3, the candidate provided a sound explanation of
elastic demand and supply in the case of ride shares, including
an appropriate model for PED (but not PES). However, this
would have been enhanced by better integration of the
resource material.

On page 5, the candidate produced an explanation of the
impact of an increase in demand on CS and PS. Providing
further details would have resulted in a more complete
answer.

On pages 5 and 6, the candidate provided a relatively simple
explanation of PES and PED in the market for concerts. Again,
this would have been enhanced by better integration of the
resource material.

The economic models for changes in CS and PS were
acceptable but would have made for better economic analysis
had the change in CS and PS after an increase in demand
been shown on a single graph for each market.

On pages 6 and 7, the candidate produced a relatively
sophisticated explanation of the effect of a maximum price on
each market, with models correctly reflecting the differing
elasticities. The answer also included evaluation of the impact
on allocative efficiency.

This essay provides evidence towards a 5 rather thana 4
through the consistent quality of analysis.

To gain a higher mark, greater sophistication and detail is
needed when explaining and modelling the effect of an
increase in demand on each market, with further integration of
resource material.

05

The candidate defined negative externality correctly by
comparing the PMB to SMB and synthesised this with their
model through the comparisons of the prices (P:1 v P2).

The DWL was shaded incorrectly, which means a higher grade
was not attainable as it has impacted analysis throughout the
essay. Also, higher marks could have been awarded for
integrating resource material here to integrate the example of




negative externalities that are bring caused by the
consumption of high emission vehicles (HEVs).

The candidate correctly identified that HEVs and LEVs are
substitute goods, hence a policy on LEVs will impact the
consumption of HEVs indirectly. The subsidy imposed on LEVs
was correctly illustrated through the decrease in PMB on the
HEV Market, through a decrease in demand of this substitute
good. The DWL continued to be drawn incorrectly due to the
original error. However, the analysis was correct as it
explained that DWL will decrease through the intervention and
the allocative efficiency will increase, relating it back to the
question. The candidate could have labelled and commented
on the new price as well as discussing quantity, to relate back
to the fact that fewer HEV cars being consumed, hence less
spillover costs to society.

The tax on the HEV Market is drawn correctly through a shift
to the left of the MC curve. Price and quantity are also labelled
correctly. The DWL continues to be shaded incorrectly,
however again the commentary explains that the policy
decreases it and improves allocative efficiency, relating it back
to the question. Again, a higher grade could be achieved by
analysing quantity and relating back to spillover costs being
reduced to society from this policy imposition.

The candidate showed that both policies reduced the negative
externalities of consumption somewhat. However, the
candidate would have been given more credit had they
explained why the externality was partially internalised.

The combination model illustrating both policies working
together was good. It would be more accurate to have shown
the original prices and quantities, as well as the new ones.

The candidate evaluated the short-term and long-term
impacts on the market for HEVs of implementing these two
policies and integrated resources well into this part of their
essay.

04

Page 19 contains a valid definition of the current account,
including balance of goods and balance of services. The
candidate referred to the increase in inflows outweighing the
increase in outflows but could have explained in more depth.
Data was integrated from the resource to explain the increase
in the current account deficit. Further factors could have been
extracted from the resource, such as using examples and
separately explaining the relative changes in imported and
exported goods and services. This would have provided a
more sophisticated explanation of the causes of the current
account deficit.

Page 20 contains a comprehensive economic explanation of
the impact on the New Zealand dollar of an increase in the
United States interest rates. The candidate explained the




reasons for the increase in supply at a sophisticated level,
however they did not give a reason for the decrease in
demand, although this was shown on the economic model.

The third bullet point asked for the combined impact of the
increase in United States interest rates and the current
account deficit, on the New Zealand dollar. The opportunity to
provide an analysis of the further depreciation caused by the
current account deficit was missed. Furthermore, a combined
graph illustrating the multiple changes to demand and supply
on the New Zealand exchange rate would have contributed
towards a higher grade.

Page 21 contains a sophisticated analysis comparing the
impact of a depreciation and an appreciation of the New
Zealand dollar on the current account deficit. The candidate
made a valid evaluation of which would be favourable,
referring to both the balance of goods and the balance of
services.

Overall, this is a high 4. A comprehensive economic analysis of
the interrelationship between the current account and the
exchange rate has been demonstrated. Evidence of
sophisticated analysis is provided but the response is not
complete. To achieve a 5 an analysis of either the impact of
current account deficit on the exchange rate, or the combined
impact of both scenarios would also be included. Alternatively,
a more competent level of integration of the resource material
could also have increased the grade to a scholarship level.




