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Question 2 
 
6 points (2 + 2 + 2) 
 
(a) 2 points:  

• One point is earned for stating that Tara’s currency will depreciate. 
• One point is earned for explaining that capital flight increases the supply of and/or decreases the 

demand for Tara’s currency in the foreign exchange market, thereby lowering the market 
equilibrium exchange rate. 

 
 
 

 
  

(b)  2 points: 
• One point is earned for a correctly labeled graph of the loanable funds market. The graph must 

have correctly labeled axes and correctly labeled supply and demand curves. 
• One point is earned for showing a leftward shift of the supply curve and a higher interest rate. 
 

(c)  2 points: 
• One point is earned for stating that the interest rate rise found in (b) will result in a decrease in the 

rate of economic growth.  
• One point is earned for explaining that the interest rate increase reduces investment, which causes 

a decline in the rate of growth of the capital stock. 
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Question 2 
 
Overview 
 
This question tested students’ understanding of the foreign exchange market, the loanable funds market, 
and the real interest rate as a determinant of economic growth. Part (a) asked how the loss of investment 
funds would affect the foreign exchange market. Part (b) asked how the loss of investment funds would 
affect the loanable funds market and tested whether students could draw the relevant graph and shift. Part 
(c) tested students’ understanding of the relationship between the real interest rate and economic growth. 
 
Sample: 2A 
Score: 6 
 
The student earned all 6 points for this question. 

 
Sample: 2B 
Score: 4 
 
The student lost 1 point in part (a) by not providing a correct explanation for the currency depreciation. 
The student lost 1 point in part (c) for failing to explain that the fall in the rate of economic growth is 
caused by a fall in the rate of capital stock accumulation. 
 
Sample: 2C 
Score: 2 
 
The student lost 1 point in part (a) by not providing a correct explanation for the currency depreciation. In 
part (b) 1 point was lost because of the incorrect shifting of the demand for loanable funds to the left. The 
student lost 2 points in part (c) because the predicted change in the rate of economic growth is 
inconsistent with the fall in the interest rate found in part (b). 

 


