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Question 1
10 points (2 +1+3+1+2+1)
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(a) 2 points:
e One point is earned for drawing a correctly labeled graph of AD and SRAS and showing PLg.
e One point is earned for showing a vertical long-run aggregate supply curve (LRAS) at Y.

(b) 1 point:
e One point is earned for showing a leftward shift of the AD curve and showing the new equilibrium
price level, PLy, and output, Y.
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(c) 3 points:
e One point is earned for a correctly labeled graph of a downward-sloping short-run Phillips curve.

e One point is earned for drawing a vertical long-run Phillips curve and showing point A at the
intersection of LRPC and SRPC.

e One point is earned for showing point B to the right of point A on the SRPC.

(d) 1 point:
e One point is earned for stating that transfer payments will increase because more people will apply
for government benefits.
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Question 1 (continued)
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(e) 2 points:
e One point is earned for drawing a correctly labeled graph of the loanable funds market.
e One point is earned for showing a rightward shift of the demand curve and/or a leftward shift of the
supply curve and for showing an increase in the real interest rate.
(f) 1 point:

e One point is earned for stating that the short-run aggregate supply curve will shift to the right
because wages and other input costs will fall.
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Question 2

5 points (2 + 3)

(a) 2 points:

One point is earned for stating that aggregate demand in Singapore will increase and for
explaining that the depreciating Singaporean dollar increases Singapore’s exports to European
Union countries because the price of those exports — in terms of euros — decreases.

One point is earned for stating that employment in Singapore will increase because Singapore’s
real GDP increases and it takes more labor to produce more goods and services.

(b) 3 points:

One point is earned for stating that the Singaporean central bank should sell euros.
One point is earned for stating that the Singaporean central bank should sell government bonds.

One point is earned for explaining that the sale of government bonds raises the interest rate in
Singapore and increases the demand for Singaporean dollars for financial investment purposes.
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Question 3

bpoints 2+1+1+1)

(a) 2 points:
e One point is earned for calculating the nominal GDP for 2010 as $145 (= 20 + 100 + 25).
e One point is earned for calculating the real GDP in 2010 as $100 (= 20 + 60 + 20).

(b) 1 point:
e One point is earned for calculating the inflation rate as 10 percent (= 5/50).

(c) 1 point:
e One point is earned for stating that the real wage will be lower.

(d) 1 point:

¢ One point is earned for stating that Sara will benefit from the unexpected inflation because her
fixed loan payments have less value.
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