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Question 1 

 
12 Points (3 + 3 + 2 + 3 +1) 

 

 
(a) 3 points: 

• One point is earned for a correctly labeled graph of the money market. 
• One point is earned for showing a rightward shift of the money demand curve. 
• One point is earned for the conclusion that the interest rate rises . 

 
 
 

 
(b) 3 points: 

• One point is earned for a correctly labeled graph of the foreign exchange market. 
• One point is earned for showing an upward shift of the demand curve for the dollar. 
• One point is earned for concluding that the yen price of the dollar increases. 
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(c) 2 points: 

• One point is earned for concluding that net exports will fall. 
• One point is earned for stating that the appreciating dollar makes U.S. goods relatively 

more expensive to Japan, so U.S. exports to Japan would fall and imports rise. 
 

 

 
 
 
(d)  3 points:  

• One point is earned for a correctly labeled graph of AS/AD. 
• One point is earned for showing a leftward shift of the AD curve. 
• One point is earned for concluding that output and the price level both fall. 
 

(e) 1 point:   
• One point is earned for stating that unemployment rises because output is falling. 
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Question 1 

 
Overview 
 
Question 1 evaluated students’ understanding in three major areas of aggregate economic analysis: 
monetary equilibrium, the foreign exchange market, and aggregate supply and demand. Part (a) asked 
students to draw a graph showing the effect of increased money holdings resulting from sales of stocks on 
money demand and the nominal interest rate. Part (b) required them to illustrate, using a graph, the effect 
of lower prices for U.S. goods on the demand for the dollar and the price of the dollar on the foreign 
exchange market. Parts (c) and (d) directed students to use the change in the price of the dollar from part 
(b) to explain the effect on net exports of the United States and to sketch a graph to demonstrate how the 
change in net exports affects aggregate demand and the equilibrium price level and output in the short 
run. Part (e) asked them to explain the effect of the conclusions in part (d) on unemployment in the short 
run. 
 
Sample: 1A 
Score: 12 
 
The student earned all points in this question. 
 
Sample: 1B 
Score: 6 
 
The student earned 2 points in part (c). The first point was earned for concluding that exports would increase 
after asserting in part (b) that the value of the dollar decreases. The second point was earned for correctly 
explaining that an increase in net exports is due to a decline in the relative price of U.S. goods. The student 
earned 3 points in part (d). The first point was earned for a correctly labeled graph. The second point was 
earned for increasing aggregate demand after concluding in part (c) that exports were increasing. The third 
point was earned for showing that the increase in aggregate demand leads to an increase in the price level 
and the quantity of output. The student earned 1 point in part (e) for correctly concluding that unemployment 
would decrease because output increases. 
 
Sample: 1C 
Score: 3 
 
The student earned 2 points in part (d). The first point was earned for a correctly labeled graph. The second 
point was earned for correctly concluding that a decrease in aggregate demand would result in a decline in 
the price level and output. The student earned 1 point in part (e) for correctly concluding that unemployment 
would increase. 
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