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Section | (20 marks)

e Attempt ALL questions.

e Mark your answersin pencil on the Answer Sheet provided.

e Select the dternative A, B, C, or D that best answers the question.

Section 11 (20 marks)

e Attempt BOTH questions.

e Answer the questionsin the spaces provided in this paper.

e Write your Student Number and Centre Number in the spaces provided on the first page of
each question.

Section 111 (20 marks)

e Attempt ONE question.

e Answer the question in a separate Writing Booklet.

Section 1V (40 marks)
e Attempt TWO questions, each from a different option.
e Answer each question in a separate Writing Booklet.



SECTION |
(20 Marks)

Attempt ALL questions.
Each question isworth 1 mark.
Mark your answersin pencil on the Answer Sheet provided.
Select the dternative A, B, C, or D that best answers the question.

Consumer sovereignty occurs when

(A) consumers pay lessfor agood than they are willing to pay.
(B) consumer demand determines what is to be produced.

(C) thereisno advertising in a market.

(D) demand equals supply.

If anation’s output rises, it would be expected that

(A) consumption and savings would rise.
(B) consumption and savings would fall.
(C) consumption would rise and savings would fall.
(D) consumption would fall and savings would rise.

One am of competition policy isto

(A) improvethe efficiency of supply.
(B) increase barriersto entry.

(C) dow structural change.

(D) sel al government-owned firms.

The problem of rising inflation is more likely to occur when

(A) unemployment is high and interest rates are high.
(B) unemployment islow and interest rates are high.
(C) unemployment is high and interest rates are low.
(D) unemployment islow and interest rates are low.



5. Inthefollowing diagram, DD and SSrepresent the demand and supply curve for a good.

Price S

D s

Quantity

If asubsidy of $5 per unit were paid to producers, shifting the supply curve from SSto
S;S,. then, other things being equal, the price of the good would

(A) fal by $5.

(B) fall by more than $5.
(C) fal by lessthan $5.
(D) remain unchanged.

6. The combination of policies that would most likely provide the greatest stimulus to
domestic employment and output in the short runis

(A) increased interest rates, lower income tax rates, and increased government
expenditure.
(B) lower interest rates, higher income tax rates, and reduced government expenditure.

(C) increased interest rates, higher income tax rates, and reduced government
expenditure.

(D) lower interest rates, lower income tax rates, and increased government expenditure.

7 . If the Reserve Bank of Australiaaims to reduce the rate of inflation, it could

(A) increaseinterest rates and reduce the growth of money and credit.
(B) increase both interest rates and the growth of money and credit.
(C) reduceinterest rates and increase the growth of money and credit.
(D) reduce both interest rates and the growth of money and credit.



10.

The following information refersto a nation’ s terms of trade.

Import Export
Year Pricelndex | Pricelndex
1 100 100
2 130 104

Other things being equal, the change in this nation’ s terms of trade from Year 1 to Year 2
means that

(A)
(B)
(©
(D)

the nation’ s value of exportsis greater than its value of imports.
the nation will increase its reserves of foreign currency.

the nation can buy fewer imports with a given volume of exports.
the nation’ s current account deficit will fall.

In a progressive income tax system

(A)
(B)
(©)
(D)

both the marginal tax rate and the average tax rate rise with levels of income.

the marginal tax rate rises with income, while the average tax rate remains constant.
the tax-free threshold rises with levels of income.

the average tax rate remains the same for different levels of income.

Public goods are supplied by governments rather than by private firms because

(A)
(B)
(®)
(D)

public goods are the major source of government income.

governments can supply these goods more efficiently than private firms.
public goods are free to produce.

private firms are unwilling to supply these goods in appropriate quantities.



11.

12.

13.

Price of D
$AiIn $US

S D

Quantity of $A

In the above diagram, the shift in the demand curve from DD to D, D, could have been
caused by

(A) increased capita inflow and increased demand for imports.
(B) decreased capital inflow and increased demand for exports.
(C) decreased capital inflow and increased demand for imports.
(D) increased capita inflow and increased demand for exports.

Market failure occurs when

(A) demand and supply do not reflect al the costs and benefits of production.

(B) merit goods are provided by the private sector.

(C) demand and supply arein disequilibrium.

(D) the quantity demanded for the good is less than the quantity supplied of the good.

Increases in Australian exports, foreign travel in Australia, and foreign capital inflow into
Australiawould cause

(A) adepreciation of the Australian dollar.

(B) anincreasein supply of foreign currency into Austraia.

(C) anincreasein demand for foreign currency by Austraians.

(D) adecreasein foreign exchange reservesin Australia.



14. Which of thefollowing is a characteristic of monopolistic competition?

15.

16.

(A)
(B)
(©
(D)

There are substantial barriersto entry.

Thereis product differentiation.

A single firm produces the entire industry output.

Each firm’'s demand curveis horizontal at the market price.

Inflation
(%) P

P
Unemployment (%)

In the above diagram, the Phillips curve shows that

(A)
(B)
(©)
(D)

with achangein the level of inflation, unemployment will remain constant.
adecreasein thelevel of inflation will lower the level of unemployment.
thereisacertain level of unemployment where priceswill actualy fall.
asthe level of unemployment changes, priceswill remain constant.

An example of how automatic stabilisers affect economic activity would be

(A)
(B)
(©)
(D)

the government raising marginal tax rates in order to slow down economic growth
during a boom.

a rise in government expenditure on roads in order to increase the level of
employment during arecession.

slower growth in consumption expenditure as taxpayers move into higher tax
brackets asincomes increase.

an increase in unemployment benefit rates in the Federal Government budget.



17. Thecrowding in effect refersto

18.

19.

20.

(A) adecreaseintheinterest rate caused by a balanced budget.

(B) anincreasein theinterest rate caused by an increased demand for money.
(C) anincreasein private investment caused by an expansionary fiscal policy.
(D) adecreasein private investment caused by increased government spending.

Corporatisation is

(A) theopening of apublic enterprise to private sector ownership.

(B) the encouragement of private sector enterprises to operate more efficiently by
lowering costs and prices.

(C) the process of improving productivity in government enterprises by ensuring that
price covers the costs of production.

(D) the reforming of government enterprises by removing government benefits and
adopting private sector characteristics.

Intheequation Y =C+ | + G + (X — M), aggregate supply refersto
(A) C+lI

B) Y-G-I

© Y

(D) C+I+G

Differences in income distribution in Australiaindicate that

(A) single-income households, on average, earn more than two-income households.
(B) malesearn more than females, on average.

(C) cultura background isirrelevant to income level.

(D) therearenoinequaitiesinincome levels.



BLANK PAGE

© Board of Studies NSW 1997



ExAaMINER’S USE ONLY

Q.21

1997

HIGHER SCHOOL CERTIFICATE EXAMINATION

ECONOMICS
2/3 UNIT (COMMON)

STUDENT NUMBER

CENTRE NUMBER

SECTION 1 Marks

(20 Marks)

Attempt BOTH questions.
Both questions are worth 10 marks.
Answer the questionsin the spaces provided in this paper.

21. Inthediagram below, DD isthe demand curve for the Australian dollar. S;S; is
the supply curve of Australian dollars on day 1, and S,S; is the new supply
curve for Australian dollars on day 2.

Price of $A
in $US

0-80
0-75

D

Quantity of $A

With the assistance of the above diagram, answer the following questions.

(& Explainwhat is meant by the term ‘exchangerate'. 1

Question 21 continues on page 10



10

21. (Continued)

(b)

(©

(d)

(€)

In the diagram on page 9, what is the exchange rate for the Australian
dollar on day 1?

Describe TWO factors that could cause the supply of Australian dollarsto
move from $;S; to S;S,.

() et e,

What is the likely impact on the components of Australia’ s merchandise
trade as aresult of the supply curve shifting from S;S,; to S;S,?

Describe and explain TWO possible actions that the Reserve Bank could
takeif it wished to maintain the exchange rate for the Australian dollar at its
level on day 1.

() et e,

© Board of Studies NSW 1997
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22. The following table shows the amount of computers and wheat produced by
TWO nations, X and Y, using the same quantity of resources.
Nation Computers Wheat
(units) (units)
X 300 800
Y 200 400
With the assistance of the above table, answer the following questions.
(& Which nation has the absolute advantage in the production of 1
(1)  COMPUEEIS? ot e e
(1) WHEBL? o
(b) Outline ONE reason why a nation should specialise in the production of 1
goods in which it has a comparative advantage.
(© In the production of which good does Nation Y have a comparative 2

advantage? Explain your answer.

Question 22 continues on page 12
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22. (Continued)

(d) Describe TWO internationa attempts to promote free trade.
)

(e) Outline TWO reasons why nations restrict trade. Discuss the effects of
such restrictions.

() et e,

© Board of Studies NSW 1997
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SECTION 11
(20 Marks)

Attempt EITHER Question 23 OR Question 24.
Both questions are of equal value.
Answer the question in a separate Writing Bookl et.

Question 23 starts on page 14



14
EITHER
23. With the assistance of the following information, and using your knowledge of
Economics, write an essay on
Unemployment and Inflation in the Australian Economy.

In your essay, include some discussion of the following points:

e trends in unemployment and inflation in Australia since 1990, and the reasons for
these trends;
¢ the difficulties of simultaneously reducing unemployment and inflation;

* policy measures the Australian Government could use to lower unemployment and
achieve low inflation.

Year ended Unemployment Inflation Growth of

June rate rate real output
(%) (%) (%)
1990 69 77 33
1991 9-4 3-4 -0-3
1992 11-1 1-2 2-0
1993 11-0 1-7 3-4
1994 9-9 1-7 3-9
1995 83 4-5 3-5
1996 83 3-1 4-4

Reserve Bank Bulletin, AGPS December 1996
Courtesy the Reserve Bank of Australia.

In the second half of 1994, when a rise in inflation threatened, monetary policy was
tightened three times. These tightenings helped keep inflation to modest levels, thus
allowing the economy to remain on a sustainable growth path. Over the past six
months, with a pronounced fall in inflation in prospect, monetary policy has now been
eased three times.

1. J. MACFARLANE, Reserve Bank Governor, December 1996

OR
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24. With the assistance of the following information, and using your knowledge of
Economics, write an essay on

Fiscal Policy in Australia.
In your essay, include some discussion of the following points:

* the meaning of fiscal policy;

 the current role fiscal policy plays in attempting to solve Australia’s current account
and external debt problems;

 the problems associated with this current role.

A central plank of the Government’s economic strategy is to put in place policies to lift
national saving to a level adequate to finance national investment without having to rely
excessively on foreign saving . . . Policy priorities in this area encompass fiscal
consolidation measures to increase public saving at the Commonwealth level.

BUDGET STRATEGY AND OUTLOOK 1997-98, Budget Paper No.l, page 1.8

COMPONENTS OF THE CURRENT ACCOUNT BALANCE

$ billion $ billion
5 5
Balance on Goods and Services ..
A
0
- =5
—-10 . ——10
Net Income and

Unrequited Transfers RERAN
—15- ——15
20 ! ! . ! —eat 20

1976-77  1980-81 1984-85  1988-89  1992-93  1996-97(e)

(e) Treasury estimate

BUDGET STRATEGY AND OUTLOOK 1997-98, Budget Paper No. 1, page 2.19

Dept of the Treasury, Budget Speech and Statements 1 and 2 of Budget Paper No 1 1996-97, AGPS Canberra 1996.
Commonwealth of Australia copyright reproduced by permission.
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26.

27.

28.

29.

30.
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SECTION IV
(40 Marks)

Attempt TWO questions, each from a different option.
Each question is worth 20 marks.
Answer each question in a separate Writing Booklet.

LABOUR ECONOMICS
EITHER

What are the determinants of the supply of Iabour to firms and the economy as a whole?
Discuss how participation rates can affect this supply of labour. Explain government
policiesthat have affected labour supply over the last few years.

OR

Outline current government labour market policy. How has this policy affected the role
of ingtitutions in the labour market? Discuss the implications of this policy on wage and
employment outcomes.

INDUSTRY ECONOMICS
EITHER

Why is there a high degree of seller concentration in many Australian markets? What
problems may arise from highly concentrated markets? Explain how government policy
may lead to reduced seller concentration. Use examplesto illustrate your answer.

OR

Outline the pricing and output policy for a firm maximising profit in monopolistic
competition. How does this policy differ from that of a monopolist? Explain why and
how governments might influence the pricing and output decisions of firmsin less than
perfectly competitive markets.

DEVELOPMENT ECONOMICS
EITHER

Outline problems faced by developing nations in attaining higher standards of living.
Discuss TWO strategies by which economic development can be achieved. Explain the
costs and benefits of economic devel opment.

OR

What are the main differences between developed and developing nations? To what
extent can the differences in the economic performance of these two groups be explained
by problems specific to the developing nations? How can global equality be promoted?
Use examples to illustrate your answer.



31.

32.

33.

34.
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ECONOMICS OF PRIMARY INDUSTRIES
EITHER

What is the contribution of primary industries to the Australian economy? Explain the
domestic and international problems that confront Australia s primary industries. Discuss
government policies designed to overcome these problems.

OR

Why do the prices of agricultural products tend to be unstable? What are the implications
of this price instability for the agricultural sector and for the economy as a whole? How
could the Australian Government stabilise agricultural prices? Use examplestoillustrate
your answer.

DISTRIBUTION OF INCOME AND WEALTH
EITHER
Describe the distribution of income in Australia. How do market factors influence this
distribution? What are the arguments for and against governments attempting to influence
the distribution of income?
OR
How can poverty be measured? What groups are most likely to be affected by poverty?

Discuss the policies available to governments to reduce poverty. What problems are
associated with such policies?
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