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SECTION I 
Total marks (20) 
Attempt Questions 1 –20 
Allow about 35 minutes for this section 
 
Answer the questions on the answer sheet provided 
_________________________________________________________________ 
 
1. Fiscal policy refers to which of the following?  

(A)  The government's redistributive tax policy 

(B) The action of the Reserve Bank to stabilise the economy  
(C)  The government's regulation of non-banking financial intermediaries 

 
(D)  Expenditure and taxing policies used by the government to fine tune the economy 

 
2.  When economists refer to 'tight' monetary policy, they mean that the RBA is taking actions that 
will have which of the following implications? 

(A)  Decrease the cash rate and increase the money supply  
(B)  Decrease the cash rate and decrease the money supply  
(C)   Increase the cash rate and increase the money supply  
(D)  Increase the cash rate and decrease the money supply 

 
3.  Which of the following is a multilateral trade agreement? 
 

(A) NAFTA 
(B) CERTA 
(C) AUSFTA 
(D) NATO 

 
4.  The Human Development Index uses which of the following to create a measure of 
development? 
 

(A) Tax rates, Congestion, life expectancy at birth 
 

(B)  Life expectancy at birth, literacy and education attainment, inflation rate 
 

(C)  Per capita income, net migration figures, death rate, literacy information 
 

(D) Per capita income, literacy and education attainment, life expectancy at birth 
 
 
5. The costs to the individual resulting from unemployment include 
 

(A)  The financial loss resulting from lost income. 
 

(B)  A loss of output associated with unemployed resources. 
 

(C)  Falling.government tax revenue as the unemployed pay less tax. 
 

(D)  Underutilised resources which results in a loss of income for others. 
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6. Which of the following affects inflation? 
 (A) An increase in productivity 

 (B) Excess capacity 
 (C) Full employment 
 (D) Improved technology 
 

7. What factor would help improve the unemployment rate when an economy has reached its 
natural rate of unemployment?  
 (A) Improvements in the terms of trade 
 (B) Reduction in interest rates 
 (C) An increasing budget deficit 
 (D) Structural change in the economy 
 
8. The following question refers to the table below. 
 

Year CPI   Index 

1 100 
2 140 
3 154 

 
     

What is the inflation rate for Year 3? 
 
 (A) 10% 
 (B) 14% 
 (C) 40% 
 (D) 54% 
 
9. If the Lorenz Curve moved closer to the line of absolute equality, what effect would it have on 
the Gini coefficient and the level of income inequality?  
 
   Gini Coefficient Income Inequality  
 (A) Increase   Increase  
 (B) Decrease    Increase  

 (C) Decrease   Decrease  
 (D) Increase   Decrease   
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10. The table below is based on the following data for a closed economy. 
  

Y C I G 

400 

500 

600 

700 

350 

425 

500 

575 

50 

50 

50 

50 

25 

25 

25 

25 

 
 
What are the equilibrium level of income and the value of the multiplier? 
 
   Income Multiplier  
 (A)  $400     5  
 (B)  $500      4  
 (C)  $600      4  
 (D)  $700      5  

 
 

11. Which of the following would be a consequence of a sustained fall in the savings ratio for an 
economy? 
 
 (A) An increase in the level of new foreign liabilities  
 (B) A decrease in the servicing costs of net foreign debt 

 (C) A decrease in capital inflow 
 (D) A fall in aggregate demand 
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Question 12 and 13 refer to the following table 
 
 Computers Fridges 

UK 300 100 
China 150 75 

 
 

12.  When is a country said to have a comparative advantage over its competitors? 
 (A) When it can produce a good using smaller quantities of resources than that of another country 

 (B) When it is able to specialise in the production of one good over another 

 (C) When it can produce a good with a lower opportunity cost than another country 
 (D) When it is able to gain greater trade than that of another country 
 
13.  Which of the following statements is most correct? 

(A) China has a comparative advantage in the production of computers 
(B) China has an absolute advantage in the production of fridges 
(C) The UK has a comparative advantage in the production of fridges 
(D) The UK has a comparative advantage in the production of computers 

 
14. The following diagram shows the relationship between unemployment and inflation in an 
economy. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
Which of the following describes the state of this economy? 

 
(A)  At point C the economy is in recession 
(B)  At point C the economy will be experiencing cost-push inflation. 
(C)  Point A indicates the natural rate of unemployment 

(D)  At point B the economy is experiencing high taxation 
 

Inflation 

Unemployment 
0 

A 

B 

C 
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15. The following diagram shows the imposition of a subsidy in a market. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
What is the amount of the subsidy paid by the government to the producer per unit of output? 

 
 (A) $300 
 (B) $200  
 (C) $150 
 (D) $50 

 
 
16 . The table below shows selected data for the Australian economy. 

 

 
 
According to the data, which statement is correct between Year 1 and Year 2? 

 
(A)  International competitiveness has improved and the terms of trade have improved.  

(B)  International competitiveness has improved and the terms of trade have 
deteriorated. 

 
(C)   International competitiveness has deteriorated and the terms of trade have 

improved. 
 

(D)  International competitiveness has deteriorated and the terms of trade have 
deteriorated. 
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17. The following diagram shows the effect of a tariff on an imported good. 

  
 
What effect does the imposition of the tariff have on the domestic market? 
 

(A) Expenditure on imports falls from QDCQ3  to Q1ABQ2.  

(B) Domestic demand increases from Q2 to Q3. 

(C) Domestic supply decreases from Q to Q1. 

(D) The government raises tariff revenue of OTBQ2. 
 
 
 
18. The following diagram shows  aggregate demand  and supply curves  for an economy. 

 

 
All other things being equal, which of the following changes in government economic 
policy could have caused the aggregate demand curve to shift from  AD to AD1? 
 

(A) Lower interest rates and increased government expenditure  

(B) Higher interest rates and increased  government expenditure  

(C) Lower interest rates and reduced  government expenditure  

(D) Higher  interest rates and reduced  government expenditure. 
 
 



 - 9 - 

19.  The diagram shows the movement of a Lorenz curve from C to D for an economy after the use of 
government taxation and welfare policies. 

 

 
 

Which of the following statements may account for the movement of the Lorenz curve from C to D? 
 

(A)  Regressive taxation and lower welfare spending has led to increased income inequality. 

(B)  Regressive taxation and higher welfare spending has led to increased income equality. 

(C)  Progressive taxation and targeted welfare spending has reduced income inequality.  

(D)   Progressive  taxation and targeted welfare spending has increased income inequality. 
 
20.  The following diagram shows the movement in the aggregate supply curve from AS to 
AS1 for an economy. 
 

 
Which of the following factors could have caused the shift of the aggregate supply curve 
from AS to AS1?  
 

(A)  The use of expansionary monetary policy by the government 

(B)  The use of a budget deficit by the government 

(C)  An improvement in the productivity  of labour and capital 

(D)  An increase in spending on investment by business 
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Section II  

40 marks Attempt Questions 21–24  

Answer the questions in the spaces provided.  
Allow about 1 hour and 15 minutes for this section 
 

Question 21 (10 marks) 
 

 
 
(a)   Define the terms of trade  and outline its influence on the value of net exports    2 
 
       .................................................................................................................................................................. 

       .................................................................................................................................................................. 

       .................................................................................................................................................................. 

       .................................................................................................................................................................. 

(b)   Explain why government spending was far higher in 2009-10 than it was in 2011-12.   2 

 
       .................................................................................................................................................................. 

       .................................................................................................................................................................. 

       .................................................................................................................................................................. 

       .................................................................................................................................................................. 
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(c)   The current account deficit is not just determined by flows of goods and services. Outline the TWO 

other segments of the current account that impact upon its final result.     2    

 

       .................................................................................................................................................................. 

       .................................................................................................................................................................. 

       .................................................................................................................................................................. 

       .................................................................................................................................................................. 

       .................................................................................................................................................................. 

       .................................................................................................................................................................. 

       .................................................................................................................................................................. 

       ..................................................................................................................................................................    

 
(d)   Unemployment was projected to grow in 2011-12. Outline one macroeconomic policy that could be 
used to reduce unemployment and explain the consequences for ONE of the government’s other economic 
objectives this policy might have.            4 
  
       .................................................................................................................................................................. 

       .................................................................................................................................................................. 

       .................................................................................................................................................................. 

       .................................................................................................................................................................. 

       .................................................................................................................................................................. 

       .................................................................................................................................................................. 

       .................................................................................................................................................................. 

       ..................................................................................................................................................................    

       .................................................................................................................................................................. 

       .................................................................................................................................................................. 

       .................................................................................................................................................................. 

       .................................................................................................................................................................. 

       .................................................................................................................................................................. 
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  Question 22 (10 marks) 
 
    
 Answer the following questions with reference to an economy you have studied other than Australia        
 
 
Name of economy: ................................................................................................................................... 
 
                           
 
(a)   Examine TWO influences of globalisation on the economy you have chosen    5 
 
        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 
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(b)   Evaluate the effectiveness of ONE strategy that has been used to promote economic development in the 
economy you have selected            5 
 
        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 
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Question 23 (10 marks) 

 
(a)   What does external stability measure?                                                1                      
 
        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

 
 
(b)  Define the term net foreign debt           1 
 
        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

        ................................................................................................................................................................... 

 
(c)   The table shows economic data for an economy.       1 
 

 
Using information from the table, calculate the net foreign debt as a percentage of Gross Domestic 
Product in Year 2.  
        ................................................................................................................................................................... 
 
        ................................................................................................................................................................... 
 
        ................................................................................................................................................................... 
 
(d)   Explain the relationship between the Current Account Deficit (CAD) and the servicing cost of net 
foreign debt?                                                                                                                                                3 
 
        ................................................................................................................................................................... 
         
        ................................................................................................................................................................... 
 
        ................................................................................................................................................................... 
 
        ................................................................................................................................................................... 
 
        ................................................................................................................................................................... 
 
 
 
 
 
 
 



 - 16 - 

 
(e)   Explain how macroeconomic policies could be used to improve Australia's  external stability 
position.              4 
 
        ................................................................................................................................................................... 
 
        ................................................................................................................................................................... 
 
        ................................................................................................................................................................... 
 
        ................................................................................................................................................................... 
 
        ................................................................................................................................................................... 
 
        ................................................................................................................................................................... 
 
        ................................................................................................................................................................... 
 
        ................................................................................................................................................................... 
 
        ................................................................................................................................................................... 
 
        ................................................................................................................................................................... 
 
        ................................................................................................................................................................... 
 
        ................................................................................................................................................................... 
 
        ................................................................................................................................................................... 
 
        ................................................................................................................................................................... 
 
        ................................................................................................................................................................... 
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Question 24 (10 marks) 
 

 
"Globalisation and trade liberalisation have long been suspected of not 
only impacting the size of an economy's income, but also its 
distribution, and the results of this study support the theory that it has 
disproportionately benefited top income earners".  
 
Timothy Neal, 'Rising Top Income Shares', Economic Record March 2013 
p.96. 

 
 
(a)   Define Trade Liberalisation.                                                                                                        1    
 
................................................................................................................................................................... 

................................................................................................................................................................... 

 
 
(b)   Explain how globalisation and trade liberalisation may lead to greater global income inequality?  3 
 
................................................................................................................................................................... 
 
................................................................................................................................................................... 
 
................................................................................................................................................................... 
 
................................................................................................................................................................... 
 
................................................................................................................................................................... 
 
................................................................................................................................................................... 
(c)  Discuss whether the strengthening of protectionist policies would be a suitable solution to global 
inequality.                           3 
 
................................................................................................................................................................... 
 
................................................................................................................................................................... 
 
................................................................................................................................................................... 
 
................................................................................................................................................................... 
 
................................................................................................................................................................... 
 
................................................................................................................................................................... 
 
................................................................................................................................................................... 
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(d) Using an example of ONE trade agreement involving Australia, outline ONE positive and ONE negative 
effect of free trade agreements on global trade        3 
................................................................................................................................................................... 
 
................................................................................................................................................................... 
 
................................................................................................................................................................... 
 
................................................................................................................................................................... 
 
................................................................................................................................................................... 
 
................................................................................................................................................................... 
 
................................................................................................................................................................... 
 
................................................................................................................................................................... 
 
................................................................................................................................................................... 
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Section	
  III	
  
Total marks (20) 
Attempt either Question 25 or Question 26 
Allow about 35 minutes for this section. 
_____________________________________________________________________ 
 
In your answer you will be assessed on how well you: 

• demonstrate knowledge and understanding relevant to the question 

• use the information provided 

• apply relevant economic terms, concepts, relationships and theory 

• present a sustained, logical and cohesive response 

_____________________________________________________________________ 
 
Question 25 (20 marks) 
 
Analyse the effectiveness of a budget surplus and an expansionary monetary policy in Australia’s 
current economic climate. In your response you should refer to the economic information provided. 
 
 
 

 
 
 
 
 
 
 
 
 
 
 

 
 

 
   
 
 
 
 
 
 
 
 
 
 
 
 
 

Generally the message is that 
the labour market, whilst it is 
OK, is softening and therefore 
unemployment is starting to go 
up. 
 

A	
  Creighton	
  and	
  L	
  Wilson	
  	
  
The	
  Australian,	
  Jan	
  17,	
  2013	
  

The Federal Government is 
putting added pressure on the 
economy via its fixation on 
achieving a budget surplus 
within the next year. Certainly 
this is one factor that the 
Reserve Bank needs to take into 
account … 
 

CommSec's	
  	
  Craig	
  James,	
  	
  	
  
Friday	
  Jan	
  25,	
  2013	
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OR 
 
 
_____________________________________________________________________ 
In your answer you will be assessed on how well you: 

• demonstrate knowledge and understanding relevant to the question 

• use the information provided 

• apply relevant economic terms, concepts, relationships and theory 

• present a sustained, logical and cohesive response 

_____________________________________________________________________ 
 
Question 26 (20 marks) 
 
Analyse the impact of changes in interest rates upon the level of economic activity in the Australian 
economy. In your response, you should refer to the economic information provided. 
 
 
 
 

      
 
 
 
 
 
 
 

 

                                             
 
 

                    
                 
 
 
 
 
 
 
 

 
 
 
 
 
  
 
                                                                                                                 

There are lags and different parts of the 
economy respond differently, but lower 
interest rates are still effective in 
providing a boost to the overall 
economy. 
 

RBA	
  Deputy	
  Governor,	
  	
  
Philip	
  Lowe	
  	
  
3rd	
  	
  Dec	
  2012	
  

It is worrying that despite recent rate 
cuts by the Reserve Bank, 
manufacturing and construction 
industries continue to report weak 
performance and declining business 
sentiment… 
 

online	
  business	
  reporter,	
  
	
  Michael	
  Janda	
  	
  

Tue	
  Jan	
  22,	
  2013	
  

 

 
	
  

2011	
  Australian	
  Bankers’	
  Association	
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Section	
  IV	
  
Total marks (20) 
Attempt either Question 27 or Question 28 
Allow about 35 minutes for this section 
 
_____________________________________________________________________ 
 
 
In your answer you will be assessed on how well you: 

• demonstrate knowledge and understanding relevant to the question 

• apply relevant economic information, terms, concepts, relationships and theory 

• present a sustained, logical and cohesive response 

 
_____________________________________________________________________ 
 
 
 
 
 
Question 27 (20 marks) 

  
Discuss the main factors that can cause changes in the value of Australia’s exchange rate AND the 
impact of exchange rate movements on the Australian economy over the past decade. 

 
 

OR	
  
 
 
Question 28 (20 marks) 
 
Discuss the effects of changes in global trade and investment on the Australian economy. 
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                                                                                                                STUDENT NUMBER_______________________            
 
SECTION I 
Total marks (20) 
Attempt Questions 1 –20 
Allow about 35 minutes for this section 
 
Select the alternative A, B, C, or D that best answers the question. Fill in the response oval completely 
 

 
 
 
 

1.   A     B       C           D    
 
2.   A     B       C           D    
 
3.   A     B       C           D    
 
4.   A     B       C           D    
 
5.   A     B       C           D    
  
6.   A     B       C           D    
 
7.   A     B       C           D    
 
8.   A     B       C           D    
 
9.   A     B       C                 D    
 
10.    A     B       C                 D    
 
11.    A     B       C               D    
 
12.    A     B       C                 D    
 
13.    A     B       C           D    
 
14.    A     B       C           D    
     
15.    A     B       C                 D    
 
16.    A     B       C                D    
 
17.    A     B       C           D    
  
18.    A     B       C           D    
 
19.    A     B       C           D    
 
20.    A     B       C                  D    
 
 
21. .. 
 
22. .. 
 
23. .. 


















































