
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

HSC Economics  
Sample Trial Paper 4 

General Instructions 

• Reading time – 5 minutes 

• Working time – 3 hrs 

• Write using black or blue pen  

Total Marks – 100 

Attempt ALL questions  

 

Section I: Multiple Choice 
20 marks 

Attempt Questions 1 – 20 

 

Section II: Short Answers 
40 marks 

Attempt Questions 21-24 

 

Section III: Extended Response 
20 marks 

Attempt Question 25 OR Question 26 

 

Section III: Extended Response 
20 marks 

Attempt Question 27 OR Question 28 

 



  

 

 

Section I: Multiple Choice 
1. Which of the following indicates contractionary fiscal policy? 

 
A) Lower interest rates and a lower exchange rate 
B) Higher income tax rates and reduced government expenditure 
C) Higher income tax rates and increased government expenditure 
D) Lower income tax rates and reduced government expenditure 

 
2.  What impact would lower than expected levels of economic growth have on the budget outcome?  

 
A) Decrease a budget surplus through cyclical factors 
B) Decrease a budget surplus through structural factors 
C) Decrease a budget deficit through structural factors 
D) Decrease a budget deficit through cyclical factors 

 
3. Which of the following is an example of foreign direct investment? 

 
A) Derivatives trading 
B) Securities trading 
C) A transnational company establishing a foreign subsidy 
D) Australian government securities sold overseas 

 
4. Other things being equal, what increase in investment is required to produce a $400m increase in 

national income in an economy with an MPS of 0.2? 
 

A) $80m 
B) $320m 
C) $400m 
D) $2000m 

 
5. A local manufacturer of building products decides to install new and more effective anti-pollution 

technology in its factories following the introduction of a carbon tax 
 

Which of the following outcomes would arise due to this action? 
A) An increase in private costs and a reduction in negative externalities 
B) An increase in private costs and an increase in negative externalities 
C) An increase in social costs and an increase in negative externalities 
D) An increase in social costs and a reduction in negative externalities 

 
6. The graph shows the Australian economy has moved from point X to point Y in the business cycle. 



 
 
What is the impact on automatic stabilisers in the Australian economy in this situation? 
 

 
A) Progressive income tax revenue rises and unemployment benefits fall 
B) Progressive income tax revenue falls and unemployment benefits fall 
C) Progressive income tax revenue rises and unemployment benefits rise 
D) Progressive income tax revenue falls and unemployment benefits rise 

 
7.  Which is a measure of changes in Australia’s international competitiveness 

 

Year Import Price Index Export Price Index 

1 100 100 

2 110 112 

 
Which statement is correct given the data in the table? 

 
A) 108 
B) 106 
C) 104 
D) 102 

 
8. What is the likely impact of a depreciation of the Australian dollar? 

  
A) Australian exports are more expensive and capital inflow is discouraged 
B) Australian imports are cheaper and capital inflow is encouraged 
C) Australian exports are cheaper and capital inflow is encouraged 
D) Australian imports are more expensive and capital inflow is discouraged 

 
 

9.  What are three common features of developing countries? 
 

A) Low per capita incomes, high population growth and low levels of foreign debt 
B) High population growth, high levels of foreign debt and high levels of capital accumulation 
C) Low levels of domestic savings, low levels of technology and high levels of foreign debt 
D) Low levels of savings, low per capita incomes and high levels of capital accumulation 

 
10. What is a non-inflationary method of financing a federal budget deficit? 



 
A) Increasing the level of income tax 
B) Reducing expenditure on social services 
C) Selling government securities to the Reserve Bank 
D) Selling new government securities in domestic markets 

 
11. Which type of unemployment is best reduced by the use of expansionary monetary and fiscal 

policies? 
 

A) Frictional unemployment 
B) Cyclical unemployment 
C) Structural unemployment 
D) Seasonal unemployment 

 
12. The table below shoes the exchange rates for the Australian dollar against the US dollar and the 

Japanese Yen. 
 

 22 December 24 December 

US Dollar 0.54 0.57 

Japanese Yen 65 62 

 
 Which statement applies to December 24? 

A) The Australian dollar has appreciated against the Yen 
B) Australian exporters to Japan will face lower demand for their goods 
C) Australian tourists to the US will be able to purchase more $US with their Australian currency 
D) Japanese products will be cheaper for Australians to buy 

 
13. What does Gross World Product measure? 

 
A) The change in the volume of world trade 
B) The quality of life of the people in the world 
C) The value of the world’s wealth 
D) The value of final goods and services produced in the world 

 
14.  Which of the following statements is appropriate if S + T + M is less than I + G + X in the short run? 

 
A) The Federal Budget is in surplus 
B) Unemployment will result 
C) Stocks will decrease 
D) The economy will contract 

 
 

15. Which one of the following most likely indicates a trend towards greater globalisation? 
 

A) Increases in the growth rates of developing economies 
B) Increases in the trade barriers between countries 
C) Increases in the volatility of country’s exchange rates 
D) Increases in the value of global trade as a proportion of total output 

 



16.  Which one of the following statements about externalities is correct? 
 

A) Externalities arise as a result of free riders 
B) Externalities are solved by the operation of the price mechanism 
C) Externalities give rise to non-excludable, non-rival public goods 
D) Externalities are caused by market failure 

 
17. Which of the following would occur if Australia’s inflation rate fell below our trading partners? 

 
A) Our trade balance would improve and the $A would depreciate 
B) Our trade balance would deteriorate and the $A would appreciate 
C) Our trade balance would improve and the $A would appreciate 
D) Our trade balance would deteriorate and the $A would depreciate 

 
18. When will real incomes increase? 

 
A) Prices fall faster than consumption 
B) Prices rising faster than productivity 
C) Prices rise slower than money income 
D) Prices fall slower than nominal income 

 
 

19.  What effect will a rise in aggregate demand have on an economy? 
 

A) Decrease transfer payments, increasing savings, decreasing unemployment 
B) Decrease the level of savings, decrease inventories, increase employment 
C) Reduce taxation revenue, increase employment of resources, increase inventory 
D) Reduce taxation revenue, increase employment of resources, increase inventory 

 
20.  Given the consumption function C = 1000 + 0.75Y, what is the marginal propensity to save 

 
A) 0.25 
B) 0.75 
C) 400 
D) 1000 

 
 

 

Section II: Short Answer 

(40 marks) 
Question 21 (10 marks) 

(a) Define what is meant by microeconomic policy    (1) 

____________________________________________________________________________________

____________________________________________________________________________________ 

 

(b) The graph shows shifts in both aggregate demand and aggregate supply curves 



 

   

Outline ONE microeconomic policy action likely to cause the shift in the supply curve.  (1) 

____________________________________________________________________________________

____________________________________________________________________________________ 

 

(c) Explain the rationale for microeconomic policies in terms of shifts in aggregate supply and economic 

efficiency.    (4) 

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________ 

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________ 

 

(d) Examine the role of microeconomic policies in encouraging structural change in the Australian 

economy    (4) 

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________ 

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________ 

Question 22 (10 marks) 

 



(a) Define the term enterprise agreement.     (1) 

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________ 

 

(b) Describe the role of trade unions in the current wage determination system in Australia.   (2) 

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________ 

____________________________________________________________________________________ 

 

(c) Explain the difference between a centralised and a decentralised wage determination system (2) 

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________ 

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________ 

 

(d) Explain TWO benefits and TWO costs of the shift towards a more decentralised wage determination 

system.    (4) 

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________ 

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________ 

 

Question 23 (10 marks) 

Study the following diagram which refers to Australia’s exchange rate? 



 

 

(a) Distinguish between the private and social costs associated with carbon emissions  (2) 

____________________________________________________________________________________

____________________________________________________________________________________ 

____________________________________________________________________________________

____________________________________________________________________________________ 

 

(b) Explain the relationship between the objectives of economic growth and environmental sustainability. 

    (2) 

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________ 

 
(c)  Explain one economic method that a government may use to reduce carbon pollution   (2) 

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________ 

 
(d) Using TWO examples, discuss how market failure causes the misallocation of scarce resources in 

Australia.    (4) 

 
____________________________________________________________________________________

____________________________________________________________________________________ 



____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________ 

 

Question 24 (10 marks) 

 

(a) Define the term globalisation.    (2) 

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________ 

(b) Explain the composition and direction of Australia’s trade     (4) 

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________ 

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________ 

 

(c) Assess the impact of one international organisation on the global economy      (4) 

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________ 

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________ 

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________ 

 

 



Section III: Extended Response 
Question 25 (20 marks) 
Discuss the arguments for and against increasing the level of economic growth in Australia.  
 

 
 

 
Figure 1: Business Insider, September 2015 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 



Question 26 (20 marks) 
Discuss how microeconomic policies in Australia aim to improve the efficiency of the economy. 
 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Section IV: Extended Response 
Question 27 (20 marks) 
Analyse the impact of changes in the global economy on Australia’s economic growth and external stability. 

OR 
 
Question 28 (20 marks) 
Discuss the effectiveness of fiscal policy in maintaining the government’s goal of sustainable economic growth 
in recent times  
  
 


