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Question 1 
 
11 points (3 + 4 + 2 + 2) 
 
 

 
 
 
(a) 3 points: 

• One point is earned for a correctly labeled graph. 
• One point is earned for a vertical LRAS at full employment. 
• One point is earned for showing the current output and price level. 

 
(b) 4 points: 

• One point is earned for shifting SRAS curve to the right. 
• One point is earned for explaining that wages decrease, lowering the cost of production. 
• One point is earned for concluding that employment will increase. 
• One point is earned for explaining that real output is rising. 
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Question 1 (continued) 
 

 

 
 
 
(c) 2 points: 

• One point is earned for a correctly labeled graph. 
• One point is earned for a rightward shift of the supply curve causing the interest rate to fall. 

 
(d) 2 points: 

• One point is earned for stating that LRAS will shift to the right. 
• One point is earned for explaining that lower real rates increase investment, which increases the 

capital stock. 
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Question 1 
 
Sample: 1A 
Score: 11 
 
The student received full credit. 
 
Sample: 1B 
Score: 6 
 
This student does well with the aggregate demand/aggregate supply graph in part (a) and earned all 3 
points.   
 
In part (b) the student does not indicate what will happen to short-run aggregate supply, nor specify the 
wage decrease that shifts SRAS. (Note that the question states that wages are flexible, so the statement to 
this effect in the answer is simply a restatement of the information in the question.) The point for an 
increase in employment was earned, but not the explanation point for saying that real output is rising. 
 
Part (c) was correct and earned 2 points. Part (d) was incorrect because the answer states that LRAS is 
unaffected, and there is no stated link between lower interest rates and higher levels of investment, 
capital, and LRAS. 
 
Sample: 1C 
Score: 3 
 
This student received the first point in part (a) for a correct basic AS/AD graph. The second point was 
missed because the equilibrium is not below full employment output. The third point was earned for 
indicating the current output and price level.   
 
The first point in part (b) was earned for stating that SRAS shifts to the right. No points were earned in part 
(c) because there is no demand curve drawn for loanable funds and the shift of supply is in the wrong 
direction. The remaining answers were incorrect. 
 
 




