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Question 1 
 
11 points (3 + 2 + 2 + 3 + 1) 

 
 
(a) 3 points: 

• One point is earned for a correctly labeled AS/AD graph. 
• One point is earned for showing a vertical LRAS. 
• One point is earned for showing current output and price level below full employment. 

 

 
 
(b) 2 points: 

• One point is earned for showing a leftward shift of the SRAS curve. 
• One point is earned for showing that real output falls and price level rises. 

 
(c) 2 points: 

• One point is earned for stating that unemployment increases. 
• One point is earned for explaining that the cause is the decrease in real output. 
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Question 1 (continued) 
 

 

 
 
(d) 3 points: 

• One point is earned for a correctly labeled graph. 
• One point is earned for explaining that the fall in real income will cause the demand for 

imports to decrease. 
• One point is earned for showing that the supply curve for dollars will shift to the left. 

 
(e) 1 point: 

• One point is earned for stating that the U.S. dollar will appreciate. 
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Question 1 
 
Overview 
 
This question tested students’ understanding of aggregate economic analysis, including short-run 
equilibrium, full employment, the effects of an adverse supply shock, and the effect of aggregate economic 
changes on the foreign exchange market. The first part of the question required students to demonstrate a 
less-than-full-employment equilibrium. Part (b) asked students to draw a graph to show the effect of an 
increase in the price of oil on short-run aggregate supply and the equilibrium output and price level. Part 
(c) required an explanation of the connection between the changes in part (b) and unemployment in the 
short run. In parts (d) and (e), students were required to show the effect of a lower output level on the 
supply of dollars in the foreign exchange market and the resulting change in the dollar exchange rate. 
 
Sample: 1A 
Score: 11 
 
The student received full credit. 
 
Sample: 1B 
Score: 8 
 
The student lost 2 points in part (d): the first because the vertical axis is mislabeled, and the second 
because an incorrect reason is given for the leftward shift in the supply of dollars curve. The point in part 
(e) was lost because the student asserts that the dollar will depreciate. 
 
Sample: 1C 
Score: 5 
 
The student lost 1 point in part (a) because the initial equilibrium is placed at full employment output. A 
point in part (c) was lost because the explanation for increasing unemployment is incorrect. No points 
were earned for parts (d) or (e). 
 
 
 




