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[bookmark: TemplateOverview]This report provides sample answers or an indication of what answers may have included. Unless otherwise stated, these are not intended to be exemplary or complete responses. 
Student responses reproduced in this report have not been corrected for grammar, spelling or factual information.
The statistics in this report may be subject to rounding resulting in a total more or less than 100 per cent.
Section A – Multiple-choice questions
	Question
	Correct answer
	% A
	% B
	% C
	% D
	Comments

	1
	B
	4
	92
	3
	1
	

	2
	D
	8
	10
	3
	79
	

	3
	A
	75
	3
	8
	13
	

	4
	B
	2
	64
	4
	29
	

	5
	B
	10
	68
	14
	8
	

	6
	D
	26
	4
	5
	65
	

	7
	B
	6
	77
	10
	7
	

	8
	C
	10
	8
	80
	2
	

	9
	C
	21
	7
	63
	9
	

	10
	D










	20
	8
	19
	52
	This question proved to be tricky, with only half of students identifying D as the correct answer. Students are reminded to pay careful attention to every single word in the question. The question clearly stated that the ‘economy was operating at a level close to capacity’ instead of at full productive capacity. This suggests there is still some slack in the economy and hence it is still able to absorb further increases in the level of aggregate demand, resulting in potentially higher output, employment and prices.

	11
	D
	11
	2
	7
	80
	

	12
	A
	76
	5
	14
	4
	

	13
	C
	2
	2
	93
	3
	

	14
	A
	43
	32
	17
	7
	Many students found this question to be challenging. Performing basic economic calculations is a key skill in the Study Design. With respect to the terms of trade (TOT) formula, students are reminded that the export price index (XPI) is the numerator while the import price index (MPI) is the denominator. That is, to calculate the TOT index the XPI is divided by the MPI. Some students got this the wrong way around and divided the MPI by the XPI. Additionally, some students forgot to multiply the result by 100 to arrive at the TOT index.

	15
	D
	5
	3
	3
	90
	


Section B – Written responses
Question 1a.
	Marks
	0
	1
	2
	Average

	%
	17
	30
	53
	[bookmark: _Hlk3250884411]1.4


Students were required to outline the characteristics of public goods. Overall, this question was handled well, with more than half the cohort achieving full marks. 
High-scoring responses: 
clearly demonstrated an understanding of non-rivalry
A non-rivalrous (or non-depletable) good is one where consumption by one person does not reduce consumption for others. Students should also have noted that non-rivalry is a key characteristic but is not unique to public goods. 
clearly demonstrated an understanding of non-excludability
Non-excludability refers to a situation where it is difficult (in some cases, impossible) for suppliers to prevent individuals who do not pay from accessing or consuming the good or service. This characteristic leads to the ‘free-rider problem’, but this problem is not a characteristic of a public good. 


Common misconceptions included:
describing the impacts instead of the characteristics 
For example, many students focused on how public goods lead to the free-rider problem, are underproduced by the market or result in an inefficient outcome. These are consequences, not characteristics.
misunderstanding the meaning of non-excludability
Many students responded that non-excludable means ‘everyone can access them’. This does not demonstrate proper economic understanding, as the concept relates to the difficulty of excluding non-payers, not universal access.
providing an unclear structure reducing the quality of the response 
Some students included definitions of both characteristics in their answer, but it was not clear which was which. Students should be careful to clearly set out their answer so that they address each aspect of a question. For example, a response could read ‘one characteristic of a public good is non-rivalry which means…’ and ‘another characteristic is…’ 
misinterpreting the question
Some students only gave examples of public goods even though the question asked for characteristics. 
incorrectly using examples
Although not a requirement of the question, some students gave incorrect examples of public goods, such as public education, public hospitals and public transport.
The following is an example of a high-scoring response that clearly demonstrates an understanding of public goods, outlines the characteristics of a public good and includes examples of public goods for added emphasis: 
Public goods are goods that are both non-excludable (firms cannot stop non-payers from using them) and non-rivalrous (one person consuming it doesn’t reduce the amount available for others). An example would be streetlights or firework displays. 
Question 1b.
	Marks
	0
	1
	2
	3
	Average

	%
	33
	21
	20
	26
	1.4


Students were required to explain why direct provision of a good or service may address a market failure and to provide an example. This question challenged students who did not understand the meaning of ‘direct provision’. 
High-scoring responses: 
demonstrated an understanding of market failure 
demonstrated an understanding of direct provision supported by a relevant example 
demonstrated an understanding of how direct provision corrects market failure and moves the market towards an efficient allocation of resources. 
Common misconceptions included:
misunderstanding the meaning of ‘direct provision’ 
Many students interpreted direct provision as any form of government involvement, instead of the government directly producing a good or service using taxpayer funds. Direct provision could be used to correct market failure, including but not limited to the provision of public goods as outlined in Question 1a. Some students incorrectly gave the example of subsidies, rules and regulations or taxes, none of which are forms of direct provision. 
misinterpreting the question 
Many students assumed that they must refer to public goods in this question. Although Question 1a referred to public goods, Question 1b allowed students to link direct provision to any type of market failure. For example, students could have explained that the government funds and runs schools and hospitals to address the under-allocation of resources to these (merit) goods given that they yield positive externalities. Students are reminded to read each question carefully and respond to what is being specifically asked.
not demonstrating a clear understanding of market failure 
Market failure occurs when the operation of free and competitive markets results in an inefficient allocation of resources that does not maximise societal welfare. In such cases, government intervention (like direct provision) is designed to correct the market failure by increasing the allocation of resources to markets where goods and services would otherwise be underproduced, thereby moving the allocation of resources towards a more efficient or socially optimal level.
The following is an example of a high-scoring response that clearly addresses all requirements of the question:
In the case of public goods, in the free market they are inherently underproduced, since due to its characteristics, it has the ‘free-rider’ problem, where no one is willing to pay, thus making it unprofitable for firms to produce. Thus, there is an under allocation of resources to public goods, e.g. streetlights, thus it creates a market failure (when the free operation of demand and supply results in an inefficient allocation of resources). This can be corrected through a government intervention such as a direct provision; directly providing the public good, thus increasing the supply of it, and lifting the amount of resources allocated to public goods towards a more allocatively efficient amount, correcting the market failure. 
Question 2a.
	Marks
	0
	1
	2
	3
	Average

	%
	7
	21
	32
	39
	2


Students were required to reference two non-price factors (one demand and one supply) to explain the movement in the global market for coffee beans shown on the graph. Students handled this question well, with a high proportion of the cohort achieving full marks. 
High-scoring responses: 
clearly stated the new equilibrium price and quantity; for example, at E2, equilibrium price increases and equilibrium quantity decreases
clearly referenced one relevant non-price supply factor that led to a decrease in supply (a shift in the demand to the left) 
clearly referenced one relevant non-price demand factor that led to an increase in demand (a shift in the demand to the right). 
Common misconceptions included: 
mistaking this question for a disequilibrium analysis 
Many students wasted valuable time explaining how the market would move from E1 to E2. While much of this analysis demonstrated a depth of understanding, the question did not require this. 
not referring to the equilibrium price and quantity 
Many students did not clearly state that the equilibrium price had increased and equilibrium quantity had decreased, despite it being clearly labelled on the demand and supply diagram. 
Additionally, many students confused ‘quantity supplied’, a single point on the supply curve at a given price level, with ‘equilibrium quantity’, which is the market clearing quantity where demand and supply are equal. 
The following is an example of a high-scoring response:
Unfavourable climatic conditions for coffee growing areas can reduce the output of coffee beans given much of the produce will not grow properly. This causes the decrease in global supply for coffee beans as the producers are less willing and able to produce coffee beans at all price points, represented by the leftward shift of supply curve from S1 to S2. Increasing disposable income globally could have increased the willingness and ability for coffee consumers to buy coffee as a good that is not necessary for survival. This causes coffee producers who use coffee beans to increase their demand for coffee at all price points, shown by the rightward shift of the demand curve for coffee beans from D1 to D2. The culmination of these factors is an increase in equilibrium price (from 100 to 250 USD) and a decrease in equilibrium quantity traded of coffee beans. 
Question 2b.
	Marks
	0
	1
	2
	3
	Average

	%
	32
	23
	21
	23
	1.3


Students were required to explain why the elasticity of supply might change over time. This question proved challenging for some students. 
High-scoring responses: 
demonstrated an understanding of the meaning of the price elasticity of supply (PES)
Such responses quantified PES by referring to the percentage change in the quantity supplied relative to a percentage change in price.
identified a relevant PES factor (for example, durability, production time or spare capacity) 
Such responses generally referred to how improvements in technology may result in shorter production (growing) periods or improved durability/storability of coffee beans, resulting in a higher price elasticity of supply over time. 
explained why the elasticity of supply may change as a result of a factor over time
Such responses noted whether elasticity would increase or decrease and explained what this meant in terms of responsiveness (for example, quantity supplied becomes either more or less responsive to a change in price).
Common misconceptions included: 
answering from a PED perspective or confusing PES with a non-price supply factor 
Many students incorrectly interpreted this as a PED question or wrote about non-price supply factors. This indicated either a lack of understanding of elasticity or a failure to read the question carefully. 
providing an explanation of the law of supply instead of PES
Some students wrote about the direct relationship between price and quantity supplied but did not show any understanding of the degree to which the quantity supplied may change in response to a change in price.
not describing how elasticity would change over time 
Some students referred to a factor that would impact the elasticity of supply but did not explain how this factor changes elasticity. For example, responses could have referred to how farmers may adapt production methods or invest in new technology, which would decrease production times and increase elasticity over time.
The following is an example of a high-scoring response:
Price elasticity of supply refers to the level of responsiveness among firms in supplying coffee beans relative to price changes. Coffee beans will have a relatively inelastic supply i.e. increase in price of 100% will only lead to 5% more of coffee beans produced. This is due to its long time of production where it typically takes a year for coffee beans to fully grow. However, over time, as new growing methods are introduced this will likely decrease the production period of coffee beans, meaning firms can quickly increase production levels if the price of coffee rises, making firms more responsive to price changes thus increasing the price elasticity of supply for coffee beans. 
Question 3a.
	Marks
	0
	1
	2
	Average

	%
	11
	31
	58
	1.5


Students were required to state what is meant by strong and sustainable economic growth. While this question was answered well by many students, some neglected to demonstrate the meaning of both ‘strong’ and ‘sustainable’ economic growth.
High-scoring responses: 
demonstrated an understanding of ‘strong’ economic growth 
For example, such responses referred to a rate of economic growth that is sufficient to generate employment opportunities. 
demonstrated an understanding of ‘sustainable’ economic growth 
For example, such responses referred to a level of economic growth that could be maintained over time without creating excessive inflationary pressures, external instability or environmental degradation. 
Common misconceptions included: 
only stating the target range for growth
Many students simply stated that the goal of strong and sustainable growth is to achieve a real gross domestic product (GDP) growth rate of 3 to 3.5 per cent. While this is often cited as an unofficial target, it does not explain what ‘strong’ or ‘sustainable’ mean and therefore does not answer the question.
The following is an example of a high-scoring response:
The goal for strong and sustainable economic growth is to have ‘strong’ growth – to promote strong employment growth (and thus raise living standards) which is achieved by having the fastest rate of increase in the production of goods and services (to raise derived demand for labour), but to also have ‘sustainable’ growth; levels of growth that do not cause inflationary, external or environmental pressures. The unofficial target is an annual raise in real GDP of 3–3.5%.


Question 3b.
	Marks
	0
	1
	2
	3
	Average

	%
	10
	30
	41
	19
	1.7


Students were required to explain why imports are removed from the aggregate demand (AD) equation when calculating AD. Many students struggled with this question due to a lack of understanding of the calculation or definition of AD.
High-scoring responses: 
demonstrated an understanding of AD
For example, total spending on Australian made goods and services over a period of time. 
Given the prompt, it was also helpful for students to state that imports (M) are a leakage from the five-sector circular flow model and thus do not count towards aggregate demand.
explained that import spending is already counted in other components of the AD formula
Such responses noted that spending on imports (M) is included in the other components of AD such as consumption (C), investment (I) and government (G) spending. Therefore, imports must be subtracted from these components. For example, if an Australian household purchases a foreign-made car it will initially be counted as C spending. Hence, it needs to be extracted from C to accurately determine the level of AD. Again, this is related to the definition of AD, which measures spending on Australian-made goods and services only. This avoids overestimating the level of AD and by extension its impact on the level of economic activity.
Common misconceptions included: 
not demonstrating a correct understanding of AD 
Many students did not highlight that AD measures spending on Australian-made goods and services only.
misinterpreting the question
Many students explained that imports are subtracted because the spending leaves our shores, unlike savings and taxes which stay in the banking and government sectors. While this is true in the context of the circular flow model, it does not answer the question of why import spending is removed from the AD formula. 
The following is an example of a high-scoring response:
The total value of AD represents the total demand for Australian goods and services, both from domestic demand and foreign demand. Since imports are not goods/services produced in Australia, the demand for imports should not be considered/added as being part of Australia’s AD. Therefore, to take this into account, the consumption (C) component includes domestic consumption of both domestic and imported goods/services, but the imported goods/services (M) is then subtracted from the equation resulting in imports having no overall impact/contribution to AD since it doesn’t count as aggregate demand for Australian goods and services. 


Question 3c.
	Marks
	0
	1
	2
	3
	Average

	%
	6
	14
	34
	46
	2.2


Students were required to explain how severe climate conditions may impact the achievement of low and stable inflation, with reference to cost inflation. It was handled well by most students.
High-scoring responses: 
demonstrated an understanding of how adverse climatic events negatively affect suppliers
Stronger responses highlighted how adverse climatic events would impact suppliers, for example, via bottlenecks in supply chains, damage to crops or livestock, or the reduced productivity of the factors of production. 
demonstrated an understanding of cost inflation 
Students are reminded that cost inflation is a macroeconomic concept. When referring to cost inflation, it is important to focus on how adverse weather conditions increase the costs of production for firms/industries across the economy. That is, firms/industries are forced to raise prices to protect profit margins and/or are less willing and able to supply goods and services because of poor supply conditions. Either way, upward pressure is exerted on the general price level.
demonstrated an understanding of the negative impacts on the achievement of low and stable inflation
Stronger responses clearly linked higher production costs and/or decreased levels of aggregate supply (AS) to an upward pressure on prices, making the achievement of low and stable inflation less likely. 
Common misconceptions included: 
not adequately demonstrating the link between adverse weather conditions and AS
Many students did not demonstrate a clear link between adverse weather conditions, the willingness and ability to firms to supply goods and services, and the level of AS.
The following is an example of a high-scoring response:
The goal of low and stable inflation (L&SI) is to achieve a rise in the general price level of 2–3% per year on average over time as measured by changes in the CPI. The cyclones and floods would have destroyed and damaged land and capital resources. Thus, the quality and quantity of factors of production fall. Thus, as the quality of these resources fall, per unit production costs rise. Thus, firms’ overall costs of production rise, making firms less willing and able to produce, decreasing aggregate supply. Firms pass on higher costs of production as higher prices to consumers to maintain profit margins, increasing cost inflationary pressures given inflation has been high, with underlying inflation still on the upper end of the goal at 2.7%, despite headline being at 2.1%, this is highly likely to have put upwards pressure on the inflation rate, making it harder for Australia to lower inflation to within the goal, hindering the achievement of L&SI. 


Question 3d. 
	Marks
	0
	1
	2
	3
	4
	5
	6
	Average

	%
	7
	9
	15
	22
	22
	14
	11
	3.3


Students were required to apply current macroeconomic data to evaluate whether Australia has achieved full employment over the past 2 years and to explain the resulting effects on living standards. Most struggled do all these things properly and achieve full marks. 
High-scoring responses: 
demonstrated an understanding of the macroeconomic goal of full employment
used statistics to show an understanding of the movement in the unemployment rate over the past 2 years 
made a clear argument for why the goal was or was not achieved and explained the impact on living standards.
The strongest arguments that the goal was not achieved: 
demonstrated an understanding of the nuance of the goal of full employment, for example, unemployment below target is good in one sense in that people have jobs but it may create inflationary pressures that reduce purchasing power and therefore reduce living standards 
highlighted that unemployment has not been ‘inclusive’ as per Treasury’s definition of full employment 
drew attention to underutilisation, underemployment or spare capacity in the labour market, arguing that the unemployment rate alone may mask some labour market weakness. 
The strongest arguments that the goal was achieved: 
stated that unemployment has increased over 2025 and as of September 2025 it was at 4.5 per cent. Thus, it was around the Non-Accelerating Inflation Rate of Unemployment (NAIRU) of 4.25 per cent (+/- 0.25 per cent) or the broader 4 to 4.5 per cent range. This suggested the goal of full employment was being achieved, particularly given that inflation had moved closer to and/or was in the target range.
explained that the Australian economy has been able to absorb many of the new entrants (reflected in a stronger labour force participation rate) into the labour market. That is, despite the modest increase in the unemployment rate, labour market conditions are still viewed as strong by the Reserve Bank of Australia (RBA) 
noted that inflation has trended downwards towards target over the past 2 years, indicating that the economy was likely to be operating near the NAIRU, consistent with full employment.
Common misconceptions included: 
not understanding the goal of full employment 
Many students argued that because unemployment was within the NAIRU range (around 4 to 4.5 per cent) full employment must have been achieved and that because it fell below this range in 2023, it had not been achieved. This reflects an incomplete understanding of both the goal of full employment and the role of the NAIRU. Unemployment below 4 per cent is only concerning to the extent that it generates excessive wages’ growth, skills shortages and inflationary pressure. To this end, some students made a good argument that an unemployment rate in the mid- to high-3s during 2023 contributed to the unacceptably high inflation rate as measured by the Consumer Price Index (CPI), resulting in the goal not being achieved in the sense that the unemployment rate was incompatible with the goal of low inflation at this time. That is, overachieving full employment caused unacceptable inflationary pressures.
Additionally, many students did not explain why unemployment above or below NAIRU could be considered positive or negative. Students should have referred to the consequences of not achieving full employment, covered in Unit 3, Area of Study 2, to strengthen their understanding of this relationship. 
The following is an example of a high-scoring response:
The goal of Full Employment (FE) is to achieve the level of unemployment where cyclical unemployment is eliminated, and the unemployment rate is as low as possible without falling below the non-accelerating inflation rate of unemployment (NAIRU), estimated to be 4–4.5%. The unemployment rate has risen from 3.6% in March 2023 to 4.5% in September 2025. Over the last 2 years, Australia has managed to increase unemployment from below NAIRU estimates in 2023 to within the NAIRU range in 2024 and 2025, indicating Australia has achieved the goal. However, in 2023 unemployment remained below NAIRU. Furthermore, the fact that wages growth has been slow indicates that Australia may actually be operating above NAIRU, despite being within the estimated range. Ultimately, Australia failed to achieve FE in 2023 with unemployment being too low, and inflation being too high reflecting this at 7%. However, Australia has maintained unemployment within NAIRU for 2024 and 2025, and thus, Australia is currently achieving the goal of FE. However, Australia must be careful with unemployment expected to continue rising. As FE is being achieved, this indicated a good level of employment and also negates the consequences of loss of GDP, tax revenue or excessive inflation. Thus, given employment is sufficient, and the minimum wage is greater than welfare benefits, average disposable incomes are high, improving access to goods and services (material living standards). Furthermore, less people are prone to the stigma of being unemployed, improving quality of life and non-material living standards. 
Question 4a.
	Marks
	0
	1
	2
	Average

	%
	20
	29
	50
	1.3


Students needed to demonstrate an understanding of the ‘terms of trade’ (TOT). Most were able to do so; however, many responses were not clear enough to achieve full marks.
High-scoring responses: 
clearly and precisely stated the definition of the TOT
The strongest responses included an understanding that the TOT is a ratio of export prices received compared to import prices paid, expressed as an index.
Common misconceptions included: 
stating the TOT measures value 
Students misinterpreted the TOT as a measure of the value (price x quantity) of exports compared to the value of imports.
confusing the TOT with net exports 
Other students misinterpreted the TOT as the measure of net exports, for example (X – M). 
The following is an example of a high-scoring response:
Terms of trade (ToT) refers to the prices received for Australian exports relative to the prices paid for imports. The ToT index is calculated by:
 x 100


Question 4b.
	Marks
	0
	1
	2
	Average

	%
	42
	20
	38
	1


Students were required to identify one factor that might account for the change in the TOT for the specified period. Many students struggled to achieve marks on this question due to a misunderstanding of the meaning of TOT.
High-scoring responses: 
highlighted a relevant factor reflecting the trend 
For example, students argued that an increase in commodity prices (raising the export price index relative to the import price index) or a fall in overseas production costs among our major trading partners (lowering the import price index relative to the export price index) would lead to an increase in the TOT.
Responses that achieved full marks clearly explained how the chosen factor would cause the TOT to rise, either by an increase in the export price index or a decrease in the import price index. 
Common misconceptions included: 
not demonstrating an understanding that the TOT is a measure of relative prices comparing the export price index to the import price index 
incorrectly attempting to use the exchange rate as a factor impacting the TOT
Some students cited movements in the exchange rate as the factor explaining the change in the TOT. The exchange rate does not affect the TOT if both export prices and import prices are denominated in AUD. However, in Australia many of our commodity exports are sold in global markets in USD; hence, a change in the exchange rate will impact the prices received for exports in AUD and therefore the export price index and TOT. This is a sophisticated argument and beyond the scope of the Study Design and was rarely seen among student responses.
It is recommended that students avoid using the exchange rate as a factor that influences the TOT. 
The following is an example of a high-scoring response:
The increase in TOT from 89.4 in September 2024 to 91.0 in December 2024 may have been due to rising commodity prices over this time. As Australia’s exports are heavily concentrated in commodities (such as iron ore, lithium, etc.), an increase in prices of these goods would ultimately have improved Australia’s TOT during this time through increasing the prices received for exports, relative to the prices domestic consumers paid for imports.


Question 4c.
	Marks
	0
	1
	2
	3
	Average

	%
	35
	21
	20
	24
	1.3


Students were required to explain how a movement in the TOT influences AD, AS or the price of imported consumer goods, and to link this effect to the achievement of low and stable inflation. Students who did not have a clear understanding of the TOT struggled to achieve marks for this question. Overall, it was handled poorly.
High-scoring responses: 
demonstrated an understanding of how the change in the TOT affects AD, AS or imported goods or services recorded in the CPI 
argued one of the following
An increase in the TOT (caused by an increase in the export price index) would lead, all things being equal, to an increase in national income and AD as Australian exporters receive higher profits for the same quantity of exports sold. This places upward pressure on demand inflation.
An increase in the TOT (caused by a decrease in the import price index) would make imported goods and services cheaper. This would reduce the price of imported consumer goods in the CPI and may therefore lower the rate of inflation. 
An increase in the TOT (caused by a decrease in the import price index) would make imported capital and equipment cheaper for Australian businesses. This would reduce the costs of production for those businesses that rely on imported capital and therefore reduce cost inflationary pressures. 
demonstrated the impact of the above on the achievement of the goal of low and stable inflation
Common misconceptions included: 
lacking depth in understanding the TOT 
In this question, it was clear that despite being able to recall the definition of the TOT, many students did not properly understand its measurement or meaning. When the TOT rises, Australia receives higher prices for exports relative to prices paid for imports. This could be inflationary if capacity constraints are present.
attempting to link the change in the TOT to the value of the AUD and therefore inflation
Again, students attempted to answer a question on TOT by referring to the exchange rate, as in question 4b. It is recommended that students do not refer to the exchange rate when answering questions on TOT unless specifically instructed to. 
As some students correctly stated, an increase in the TOT does mean that we receive higher prices for our exports, which would lead to an increase in demand for AUD (holding quantity constant) and an appreciation. However, this question specifically required students to explain the impacts of a higher TOT on inflation, not an appreciation of the AUD. 
The following is an example of a high-scoring response:
If rising commodity prices explains the rise in our terms of trade, then mining companies receive higher prices for any given volume of commodities exported (as demand is inelastic), increasing company profits and therefore making them more confident that future investment projects will meet the required hurdle rate of return, increasing investment. Also, higher company profits will lead to higher incomes (wages, dividends), increasing consumption. As a result, there is a rise in AD, making shortages more likely to occur and thus increasing demand-inflation, increasing the inflation rate. This may risk pushing inflation out of the 2–3% range, with concerns already of a projected rise in the inflation rate (confirmed by the recent announcement of 3.2% headline inflation for September 2025). 
Question 4d.
	Marks
	0
	1
	2
	3
	4
	5
	Average

	%
	11
	17
	24
	25
	17
	7
	2.4


Students were required to analyse how the reintroduction of tariffs on Australian exports would affect the allocation of resources in both the short term and the long term. While many students were able to correctly demonstrate an understanding of free trade and its effect on resource allocation, many struggled to transfer this understanding to protectionist policies. 
High-scoring responses: 
demonstrated an understanding of protectionism 
explained the short-term impacts of protectionism on resource allocation in Australia (or the efficiency of resource allocation)
explained the long-term impacts of protectionism on resource allocation in Australia (or the efficiency of resource allocation)
Common misconceptions included: 
asserting an improvement in efficiency in the long term 
Most students correctly identified the short-term impacts of protectionist policies like tariffs. However, many mistakenly asserted that in the longer term, Australian businesses would adapt and focus on areas of production in which they have a comparative advantage. This is an argument for trade liberalisation not protectionism.
Relative to the short-term negative impacts of tariffs, Australian businesses may adapt and improve efficiency; but claiming that protectionist policies lead to an efficient outcome in the long term is incorrect. 
misunderstanding the direction of tariffs
Some responses explained how tariffs on US exports to Australia would impact resource allocation. While these answers did demonstrate some understanding of protectionist policy, this was not an adequate response. 
The following is an example of a high-scoring response:
A short-term impact of the US imposing tariffs on Australian goods is that, since it would cost more for American consumers to buy Australian exports (since they would pay the price and the extra cost when the US importers pass the tariffs onto them as increased prices), AD would fall through a reduction of net exports. This could temporarily cause businesses that mostly exported to be out of business or to shut down, and overall the reduction of AD would disincentivise businesses’ production, requiring less labour resources, increasing unemployment. However, in the long term, businesses would restructure to either produce goods and services with higher relative demand from Australian consumers or foreign non-US consumers where there are no tariffs. This would stimulate AD and businesses would respond by increasing production and reallocating resources including labour and capital to different areas of production. 


Question 5a. 
	Marks
	0
	1
	2
	Average

	%
	28
	27
	46
	1.2


Students were required to identify a weakness of monetary policy other than its inability to target specific sectors, and to explain how this weakness affects the achievement of strong and sustainable economic growth. This question was answered well by many students, with almost half the cohort achieving full marks. 
High-scoring responses: 
demonstrated an understanding of one weakness of monetary policy other than a blunt instrument
Such responses referred to the long impact lag associated with monetary policy or noted that monetary policy is less effective in periods of high household debt, low consumer confidence or when interest rates are close to their lower bound. 
outlined how this weakness could make it harder to achieve strong and sustainable growth 
To achieve full marks, students needed to clearly state how this weakness makes it harder for the RBA to stimulate spending and achieve its goal of strong and sustainable economic growth. 
Common misconceptions included: 
citing the inability to target specific areas of weakness in the economy 
Many students explained that monetary policy cannot target particular sectors of the economy. As this describes its nature as a blunt instrument, marks were not awarded for this explanation. 
confusing implementation lags with impact lags 
Some students incorrectly stated that monetary policy has a long implementation lag. Monetary policy has no implementation lag as changes to the cash rate could be implemented immediately following a board decision. The impact lag refers to the time it takes for changes in the cash rate to influence AD and economic activity.
The following is an example of a high-scoring response:
Assuming the RBA ascertained that it is not concerned about the impact of weak economic growth rate (i.e. <3%) on increased unemployment, hindering the ‘full employment’ achievement as outlined in its charter, it may hold an expansionary stance – i.e. target cash rate below 3%. However, this is dampened due to high household debt levels in Australia. Through the cash flow channel, any increases in discretionary income, as a result of lower interest payments, are more likely to be spent on repaying existing debts, rather than on consumption of goods and services (C). As such, the cash flow channel is relatively ineffective, causing a constrained ability for the RBA to stimulate AD, production and hence achieve a stronger rate of economic growth (and maintaining full employment), representing a weakness.


Question 5b.
	Marks
	0
	1
	2
	3
	4
	5
	Average

	%
	11
	9
	14
	25
	22
	19
	3


Students were required to identify the monetary policy stance over the past 2 years and analyse its effect on AD, full employment and living standards. A high percentage of the cohort demonstrated a good understanding of the current monetary policy stance. However, many misinterpreted the question, neglecting to explain how interest rates work via a transmission mechanism. 
High-scoring responses: 
demonstrated an understanding of the stance of monetary policy over the past 2 years 
Such responses referred to the change in the cash rate over the past 2 years relative to the estimated neutral rate of interest. This allowed students to clearly demonstrate that although the RBA has been loosening monetary policy, the stance is still contractionary. 
explained how the stance has impacted the achievement of full employment via a transmission mechanism and AD
These responses explained how the RBA stance has impacted AD via one or more transmission mechanisms of monetary policy. It is important to note that interest rates work via transmission mechanisms; without reference to this, students did not correctly respond to this question. 
explained how the stance has affected living standards
Common misconceptions included:
misunderstanding the RBA’s monetary policy stance over the past 2 years 
Many students described the stance of monetary policy by comparing the current cash rate to previous cash rates. The stance is assessed by comparing the current cash rate target with the estimated neutral rate of interest (somewhere between 3 and 3.5 per cent). 
A loosening or tightening of monetary policy refers only to the change in the cash rate relative to a previous period (for example, from 3.85 per cent in July 2025 to 3.6 per cent in August 2025). Therefore, although the RBA has loosened monetary policy over the past 2 years, the stance remains contractionary if the cash rate is still above the neutral rate. In this situation, monetary policy continues to restrain AD but by less than before. 
not referring to transmission mechanisms 
Many students did not explain the impacts of the RBA’s stance with reference to a transmission mechanism. Interest rates work via transmission mechanisms to impact the level of AD and therefore demand for labour and the achievement of full employment.
spending too much time explaining the impacts on living standards 
Many students focused too heavily on how interest rates would impact both material and non-material living standards. As this question did not direct students to respond this way, marks were only awarded for explaining how the policy impacts either material or non-material living standards. 
The following is an example of a high-scoring response:
In November 2023, the RBA announced a new cash rate of 4.35% which it held for all of 2024, then lowered it to 4.1% in Feb 2025, then to 3.85% in May, and finally down to 3.6% in August. Whilst they adopted a less contractionary stance (taking their foot off the brake), the stance remains ‘contractionary’ as it is still above the range of monetary policy neutrality (3–3.5%). Via the savings and investment channel, the high cash rate (and thus general interest rates) will increase the incentive for households to save (as the reward is greater) and discourage borrowing for consumption (as repayments are higher), thus reducing consumption. Also, firms are discouraged from borrowing for investment, as future projects are less likely to meet the required hurdle rate of return (as repayments are higher), thus reducing investment. Via a fall in C and I, AD also falls and firms notice falling sales and rising stock levels, thus they lower their level of production (GDP), decreasing their derived demand for labour increasing cyclical unemployment and the unemployment rate. This worsens non-material living standards as more unemployed people experience a negative stigma and poorer self-esteem, However, holding the contractionary stance over the past two years has assisted in the achievement of full employment by lifting us to within the target range (since we were below for all of 2023), thus loosening the labour market and placing us within NAIRU.
Question 6a.
	Marks
	0
	1
	2
	Average

	%
	46
	18
	36
	0.9


Students were required to identify a factor that could reduce the size of the budget deficit and explain how this factor would influence government revenue or expenditure. Responses indicated that many students did not understand the mechanics of how the budget is estimated in advance and then recorded over the following financial year. Students who understood the difference between actual and estimated budget outcomes produced stronger responses. 
High-scoring responses: 
highlighted an economic factor that would lead to a smaller deficit
The strongest responses included stronger than expected labour markets (for example, unemployment lower than anticipated) and higher than expected consumer sentiment. 
outlined how this change impacts the budget deficit, for example, via revenues increasing or expenses/outlays decreasing 
Such responses clearly explained how the factor would impact the revenues received by the government or the expenses paid, which would reduce the size of the actual deficit. 
Common misconceptions included:
explaining the difference between headline and underlying budget outcomes 
Some students described different budget measures instead of providing a reason for why the actual deficit may differ from the estimate. It is important to remember that the budget is normally handed down in May and is based on economic forecasts for growth, employment and inflation. The actual economic conditions over the financial year will determine the level of revenue collected and expenditure paid through automatic stabilisers, and therefore the final budget outcome.
incorrectly stating that the government may have changed its spending or revenues after the budget was handed down 
Once a budget is enacted, spending and revenue measures are rarely changed during the year. Students should assume that variations between estimated and actual outcomes always arise from automatic stabilisers instead of discretionary policy changes.
not demonstrating how any change would impact revenues or expenditure and therefore decrease the budget deficit 
Some responses named a factor but did not explain how it would increase revenue or reduce expenditure and therefore reduce the size of the deficit.
confusing the budget outcome with the current account balance
Some students thought this question was about the current account balance or the balance on merchandise trade more specifically and wrote about a factor affecting the level of export receipts and import payments such as an appreciation/depreciation in the value of the AUD. Students are reminded that the budget outcome relates to the government’s finances while the current account balance relates to transactions of current nature between the Australian economy and the rest of the world, such as exports and imports.
The following is an example of a high-scoring response:
If there is a lower than expected unemployment rate, there may be lower than expected [number of] people receiving unemployment benefits, decreasing government expenses on welfare. Also, there may be a higher than expected number of people not earning taxable factor incomes as they are employed, causing personal income tax receipts to be raised upwards. With rising receipts to falling expenses, this improves the budget outcome and may lead to a lower budget deficit than expected.
Question 6b.
	Marks
	0
	1
	2
	3
	4
	Average

	%
	18
	7
	15
	27
	33
	2.5


Students were required to identify a discretionary stabiliser from the 2025–2026 budget and explain how it would influence AD, production, and the achievement of strong and sustainable economic growth. This question was answered well by students. A high percentage were able to explain a discretionary stabiliser from this year’s budget, and most were able to outline some link to AD. 
High-scoring responses: 
demonstrated an understanding of one discretionary stabiliser from the 2025–2026 budget 
Such responses referred to a specific budget initiative, such as a specific infrastructure project, changes to income tax rates due in 2026 or the most recent targeted energy bill relief policy. 
explained the effect of the chosen stabiliser on a component of AD and on economic activity
Such responses showed how the measure would affect consumption, investment or government spending and AD overall. They also clearly linked this to changes in production, employment and economic growth as measured by real GDP.
linked the predicted change in economic activity to the goal of strong and sustainable economic growth
Such responses noted whether the stabiliser would support short-term growth without creating excessive inflationary pressure or unsustainable demand conditions, although a reference to the connection to strong, sustainable economic growth was not required to achieve full marks. 
Common misconceptions included:
explaining the impact of the policy from an AS perspective 
Many students analysed the policy exclusively in terms of its effect on production costs, AS or productive capacity. Students are reminded that discretionary stabilisers are budgetary measures designed to influence AD and stabilise the business cycle in the short to medium term. While discretionary stabilisers such as new infrastructure spending do raise the economy’s productive capacity and hence its potential to supply goods and services over the longer term, permitting the economy to absorb increases in AD to avoid destabilising inflationary booms (a significant peak in the business cycle), this argument was not made well by many students.
not referring to a contemporary budgetary policy 
Some responses discussed budget measures in general terms and did not demonstrate knowledge of a current initiative. Students need to commit to memory discretionary stabilisers from the most recent budget to be able to access all the available marks for this question.
The following is an example of a high-scoring response:
The announcement of the extension of the energy rebate for another 6 months in the 2025–26 budget outcome will see households’ electricity bills reduce by $150 in total, $75 per quarter. Thus this will see a rise in discretionary income (factor income + welfare – direct taxes – necessities) as electricity is a necessity and has inelastic demand. This will thus increase C and hence the AD. Firms will thus notice rising sales and falling stock levels thus increasing production levels (GDP) hence increasing economic growth. As the current rate of economic growth is 1.8%, this will help assist in the achievement of the goal by making economic growth more ‘strong’ (increasing it closer to the unofficial target of 3–3.5%). Furthermore, as electricity is counted under ‘housing policy’ category in the CPI, this will help reduce the growth in the CPI and hence inflation rate, therefore making economic growth more ‘sustainable’ (causing less inflationary pressures) assisting with the achievement of the goal. 
Question 6c.
	Marks
	0
	1
	2
	3
	4
	5
	6
	Average

	%
	29
	12
	13
	15
	11
	12
	6
	2.3


Students were required to analyse the strengths and weaknesses of both monetary and budgetary policy in achieving low and stable inflation, specifically within the context of global economic uncertainty. This question was not handled well by students. 
High-scoring responses: 
demonstrated an understanding of a strength and a weakness of monetary policy in achieving low and stable inflation within the context of global economic uncertainty 
For example, such responses noted that monetary policy is flexible and could be implemented quickly but may be less effective when confidence was low, households are highly leveraged or the actions of other central banks disrupt transmission mechanisms.
demonstrated an understanding of a strength and a weakness of budgetary policy in achieving low and stable inflation within the context of global economic uncertainty 
Such responses explained that discretionary budgetary policy could be targeted to specific groups or sectors, which may be particularly effective in times of global uncertainty; but implementation lags and political constraints could limit its effectiveness in stabilising inflation in uncertain global conditions.
Common misconceptions included:
making no reference to the ‘period of global economic uncertainty’ 
Most students did not address the contextual requirement of the question, describing strengths and weaknesses without linking them to the challenges posed by global economic uncertainty.
not referring to both monetary and budgetary policy 
Many students appeared to be confused by the phrase ‘aggregate demand policies’. AD policies include both monetary policy and budgetary policy and therefore the strengths and weaknesses of both needed to be explored. 

writing about the operation of AD policies
Many students wrote only about the operation of budgetary policy and monetary policy. That is, they explained how both policies operate to influence AD but made no attempt to analyse the relative strengths and weaknesses of each policy in achieving the goal of low inflation. Students are reminded that a strength is a feature or aspect of budgetary or monetary policy that makes it particularly potent or effective in achieving a goal; while a weakness is a feature or aspect of budgetary or monetary policy that limits or constrains its effectiveness in achieving a goal. In this question, no marks were awarded for explaining how either policy works to impact inflation (the operation), without relevant reference to the strengths and weaknesses of the policy. 
The following is an example of a high-scoring response:
The goal of low and stable inflation (price stability) is to maintain general price levels in the economy, typically a rate of 2–3% inflation. In global uncertainty, one strength of monetary policy in particular is its lack of political bias. The RBA being an independent body would not be affected by changing political stances, making them focus solely on achieving this goal. This allows them to become more contractionary when required to reduce inflation, helping it to achieve price stability. One strength of budgetary policy during uncertainty is it swings into action automatically with automatic stabilisers. If tariffs increase and countries retaliate, it may decrease overseas economic growth and negatively impact economic growth and AD in Australia. Since the cyclical component automatically takes effect, it will quickly increase outlays via welfare payments and decrease receipts via lower tax payments if unemployment goes up. This allows it to maintain a higher inflation rate to protect it from going below 2–3% as going below can lead to delayed consumption etc. However, a weakness of monetary policy in particular is its inability to control cost inflation. In global uncertainty and when geopolitical events arise, the economy may have higher cost inflation as other countries may have high inflation and if Australia increases tariffs, increasing the price of intermediate goods required for production. Since the RBA can only control demand inflation, it makes it ineffective at targeting this cost inflation, reducing its ability to achieve price stability. Additionally, since budgetary policy is controlled by the government, political bias may increase cost inflation. During global uncertainty, the government may introduce tariffs, increasing the cost of imported intermediate goods which raises cost inflation, undermining its ability to achieve price stability.
Question 7a.
	Marks
	0
	1
	2
	3
	4
	5
	Average

	%
	7
	11
	19
	24
	25
	14
	2.9


Students were required to analyse how the government’s skilled migration policy influences AS and the goal of low and stable inflation. Students handled this question well, despite some confusion about the meaning of ‘capping’ or ‘limiting’ migrant numbers and its impact on AS. 
High-scoring responses: 
demonstrated an understanding of skilled migration policy 
Such responses accurately described the government’s approach to skilled migration, including the role of skilled visas in addressing labour shortages.
demonstrated an understanding of the increase in immigration numbers, despite the cap
These responses noted that although the cap on permanent migration had been reduced, a sizeable number of skilled migrants were still entering Australia.

demonstrated an understanding of how skilled immigration policies work to improve supply-side conditions 
The strongest responses explained how skilled migration could increase the size and quality of the labour force, reduce labour shortages, increase competition and productivity in the labour force, introduce new production methods or innovations, and generally support a higher productive capacity in the Australian economy.
explained the impact on the goal depending on the route taken (such as, positive or negative) 
Some responses argued that greater skilled migration could ease cost pressures and reduce inflation through improved AS-side conditions. Others highlighted that in the short term it may place upward pressure on demand, potentially increasing inflation. The strongest responses did both. 
Common misconceptions included:
stating AS decreases 
Students are reminded that even though the level of skilled migration in Australia is decreasing, there are still a significant number of migrants moving to Australia to fill the skills shortage. This would increase productive capacity in Australia compared to a scenario involving no skilled migration. 
focusing exclusively on the impact of house prices instead of the CPI more broadly
Some students wrote about higher house prices in terms of a higher number of migrants settling in Australia increasing the demand for housing and/or a higher number of migrants working in the construction industry adding to the supply of housing over time. Although this demonstrated some understanding of the potential impacts of migration, it was not what the question required. Furthermore, housing prices are not included in the CPI. 
The following is an example of a high-scoring response:
Although they are limiting immigration, our skilled immigration policy will still improve the quantity and quality of the factors of production, as it brings in (this year) 185,000 permanent migrants, 70% of which are skilled. These skilled migrants bring experiences and qualifications that are currently in shortage, thus they ‘fill a gap’ in our labour market e.g. nurses, engineers. This increases both supply of labour for firms (making them more able to produce) and increases labour productivity (output per worker per hour), as on average they are more proficient. As a result, labour productivity is more likely to outpace wages growth, reducing growth in Real Unit Labour Costs (RULCs), thus lowering per unit costs and overall costs of production for firms, making production more profitable and thus firms more willing and able to produce, increasing AS and productive capacity. This puts downwards pressure on prices and firms can pass on lower production costs as lower prices, reducing cost-inflation, and therefore overall inflation. This should assist in ensuring inflation does not rise above the target, especially after the energy rebate is removed, assisting the achievement of the goal by helping sustain an inflation rate of 2.3% per year on average over time. The government capping the amount of skilled immigration only reduces the positive impacts on AS, not completely removing them. However, since this cap was made in response to concerns over housing affordability, then this may assist the achievement of the goal by reducing population size, and thus limiting demand (and thus shortages) for housing, reducing demand inflation and helping maintain the inflation rate within the target of 2–3%. 


Question 7b.
	Marks
	0
	1
	2
	3
	4
	Average

	%
	9
	11
	25
	33
	22
	2.5


Students were required to select one market-based environmental policy and examine the issue from multiple perspectives.
High-scoring responses: 
demonstrated an understanding of one market-based policy
Students typically referred to market-based policies, such as emissions trading schemes or carbon taxes. Market-based approaches included government interventions designed to influence the behaviour of economic agents through ‘market forces’, which ultimately involved the manipulation of relative prices to change the behaviour of firms and/or consumers.
demonstrated an understanding of intertemporal efficiency
Such responses explained that intertemporal efficiency involved achieving a balance between current consumption or production and the preservation of resources for future consumption and production.
explained the short-term positive or negative impacts of an environmental policy on intertemporal efficiency
The strongest responses noted that market-based policies may increase firms’ costs, reduce short-term output or raise prices for consumers, thereby lowering intertemporal efficiency in the short run; or that policies would begin to improve intertemporal efficiency in the short run as firms start to move away from carbon-emitting activities 
explained the long-term or positive impacts of an environmental policy on intertemporal efficiency
These responses clearly explained how market-based environmental policies created incentives to reduce pollution, encourage innovation, preserve the quantity and quality of land resources (environmental assets), and hence the economy’s productive capacity, thereby improving intertemporal efficiency over time.
Common misconceptions included:
not ‘discussing’ the impacts of the policy 
Many students did not explain two impacts of the policy on intertemporal efficiency. The requirement to ‘discuss’ meant that students needed to consider more than one impact, for example, to show strengths and weaknesses, points for and against or one or more arguments. Responses that only explained one effect on intertemporal efficiency did not meet the requirements of this task word. 
focusing on non-renewables
Too many students wrote about non-renewable resources that emit CO2 emissions such as coal, oil and gas being preserved for use by future generations. The aim of environmental policies is to reduce the harmful impact of CO2 emissions on the economy’s productive capacity and therefore its ability to meet the needs of future generations. That is, such policies are about transitioning from non-renewable, carbon-intensive forms of energy to clean, green, low-emissions forms of energy such as solar, wind and hydro.
The following is an example of a high-scoring response:
The Emissions Trading Scheme (ETS) involves the government issuing carbon credits which allow firms to emit a given volume of CO2. As the government decreases the inelastic supply of carbon credits to meet its environmental objectives, the relative cost of producing carbon-intensive goods and services rises, incentivising resource allocation towards cleaner production methods which are relatively more profitable. In the short term, the ETS may decrease intertemporal efficiency, as the additional costs of production can force inefficient firms to shut down, increasing structural unemployment and thus idle labour resources. This may represent an insufficient quantity of labour resources being allocated towards current production to sustain material living standards through wages, hence representing intertemporal inefficiency. However, in the long term, the ETS should improve intertemporal efficiency by preserving the quantity and quality of natural and common access resources for future generations, ensuring the optimal balance between resources used for current and future production.
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