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Economics

Written examination — November

Introduction

The examination will be presented in a question and answer book. The examination for Economics will be two
hours in length and will be scored out of 90 marks.

The examination will comprise two sections:

Section A will be worth 30 marks and will consist of 15 multiple-choice questions, each worth 2 marks. Students
are required to mark their responses onto a multiple-choice answer sheet.

Section B will be worth 60 marks and will consist of 2—4 questions.

Students will be required to provide answers to questions in Section B within the spaces allocated on the paper.
The number of lines provided after each question, together with the number of marks allocated, will indicate
the appropriate length of response.

This new format is demonstrated in the sample examination questions to follow.

Students may request a script book if there is insufficient space to change or complete an answer.

All questions on the paper are compulsory.

All outcomes are examinable and all outcomes will be examined in both sections of the examination. Units 3
and 4 will be approximately evenly weighted.

Efficiency in resources allocation has been added to the list of economic objectives in Unit 3 Area of Study 2.
The Economics examination papers from 2001 to 2003 remain a reliable guide to the types of questions which
will be asked on the Economics examination paper.

Teachers and students should refer to the VCE Economics Assessment Handbook 2004, p.29 for the revised
examination criteria. The examination criteria provide a focus for the key knowledge and key skills to be
assessed in the examination. There have been some small changes to the wording of the 2004 examination
criteria, however the intent is unchanged.

The sample questions for Section B provided on the following pages uses the 2003 examination questions to
demonstrate changes to the examination format.
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Instructions for Section B

Answer all questions in this section in the spaces provided.

Question 1
The Commonwealth budget aggregates in the period 2000—2003 are presented in the table below.

Commonwealth Budget Aggregates

Actual Estimates
200001 2001-02 2002-03
Underlying cash balance ($bn) 5.6 -1.2 2.1
Fiscal balance ($bn) 5.9 -3.0 0.2

Source: Budget 2002—-03 Budget Statement No. 1 Fiscal Strategy and Budget Priorities Part 1 Overview at
http://www.budget.gov.au2002—03/bp1/html/Bst1.html#P37 817

a. The Commonwealth budget outcome could change from either surplus to deficit or from deficit to surplus
as a result of either cyclical factors (automatic stabilisers) or structural factors (discretionary factors).

i. Explain the difference between cyclical and structural factors.

ii. Give one example of each.

2 + 2 =4 marks



Sample examination material 12

b. i, Will taxes levied on commodities such as alcoholic beverages and tobacco products be progressive
or regressive? Explain.

ii. Outline two economic reasons why governments levy taxes.

2 +4 = 6 marks
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¢.  Outline two major influences on budgetary/fiscal policy settings for 2003—04.

6 marks
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d. Explain how budgetary/fiscal policy has influenced each of the following objectives, during the period of
2001-03. Use a different example for each objective.

i. external stability

ii. efficiency of resource allocation

3 + 3 = 6 marks
Total 22 marks
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Question 2

In recent years, Australia has been suffering an extreme drought with rainfall in many regions being well
below long-run historical average levels. In releasing a special report about the economic effects of the drought
(Australian Crop Report, 29 October 2002), the executive director of the Australian Bureau of Agriculture and
Resource Economics, Dr Brian Fisher, noted the following.
While grain production will be well down this season, world grain prices have increased steadily
since midyear, reflecting poor harvests in North America and the expected poor harvest in
Australia. These higher world grain prices are being reflected in the domestic market with adverse
consequences for domestic grain-using industries.

The drought will have a significant impact on economic growth in Australia through the direct and
indirect linkages between agriculture and other industries.

Taking into account this latest downward revision to the crop forecast, the drought is now estimated
to reduce the rate of economic growth in Australia in 2002—03 by around 0.7 percentage points,
or around $5.4 billion, from what would otherwise have been achieved.

Adapted from (http://www.abareconomics.com/pages/media/2002/29oct.htm)

a. Explain how drought reduces the rate of economic growth.

4 marks
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b.  Explain the likely effect of a major drought on

i. Australia’s balance of payments on current account

ii. the value of the Australian dollar.

2 + 2 =4 marks
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c.  Describe the possible effect of the drought on
i. price stability

ii. the distribution of income.

2 + 2 =4 marks
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d. Suggest two government policies that might alleviate the economic effects of the drought and explain how
each would achieve this result.

6 marks

Total 18 marks
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Question 3

a.  Suppose Australia was faced with both a weakening in world economic growth and increased growth in
domestic spending. Explain how this environment might influence the Reserve Bank of Australia’s monetary
policy settings.

6 marks



Sample examination material 20

b.  Explain how the implementation of an expansionary monetary policy may affect the achievement of
i. price stability

ii. external stability.

3 + 3 = 6 marks
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c.  Evaluate the extent to which microeconomic reform policy has supported monetary policy in the pursuit
of domestic economic stability in Australia over the last decade.

8 marks

Total 20 marks



