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Question 3 
 
6 points (1 + 1 + 1 + 2 + 1) 
 

 
 
 

 
(a)  1 point: 

• One point is earned for drawing a correctly labeled graph of the short-run Phillips curve. 
 

(b)  1 point: 
• One point is earned for shifting the short-run Phillips curve to the right. 

 
(c)  1 point: 

• One point is earned for stating that the increase in expected inflation does not affect the long-
run Phillips curve. 

 
(d)  2 points: 

• One point is earned for stating that the nominal interest rate will increase. 
• One point is earned for stating that the real interest rate will remain unchanged. 

 
 (e) 1 point: 

• One point is earned for calculating the real interest rate: 8%-3%=5%. 
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Question 3 
 
Overview 
 
Part (a) examined the students’ ability to draw a short run Phillips curve diagram. Part (b) tested the 
students’ ability to show the effect of an increase in inflationary expectations on their diagram from part (a). 
Part (c) assessed the students understanding of the effect of an increase in inflationary expectations on the 
long run Phillips curve. Part (d) tested students’ ability to identify the effect of this increase in inflationary 
expectations on the nominal interest rate and the real interest rate. Part (e) tested students’ ability to 
calculate the real interest rate from the data given. 
 
Sample: 3A 
Score: 6 
 
The student answers all parts of the question correctly and so earned 6 points. 
 
Sample: 3B 
Score: 4 
 
The student lost 1 point in part (b) for failing to shift the short-run Phillips curve to the right. In part (d)(ii), 
the student lost 1 point for incorrectly concluding that the real interest rate will decrease. 
 
Sample: 3C 
Score: 2 
 
The student earned 1 point in part (a) for drawing a correctly labeled graph of a short-run Phillips curve.  
The student earned 1 point in part (c) for concluding that there is no effect on the long-run Phillips curve. 
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