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[TURN OVER] 

 
This partial fill-in paper consists of 14 pages plus instructions for the completion of a mark-reading sheet. 
 
Read the following instructions CAREFULLY before answering the paper.  
 
The paper is divided into two sections: Section A and Section B. 
 
SECTION A 
 
Candidates must answer ALL the questions in this section. 
 
SECTION B 
 
In this section ALL the questions must be answered on the mark-reading sheet which is supplied. 
Carefully follow the instructions for the completion of the mark-reading sheet. 
 

Please ensure that you use the correct unique number on the mark-reading sheet: 
If you are registered for ECS102-8, use the unique number 497757. 
If you are registered for REC102-Y, use the unique number 489493. 

 
As your mark-reading sheet can get lost, you MUST also write down your answers for this section. On the 
last page of this paper space is provided for this purpose. 
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SECTION A [50 MARKS] 
 
Answer ALL the following questions in the blocks provided. 
 
QUESTION 1  [9] 
 
(i) Define the Gross Domestic Product (GDP).   (4) 
 
 

 

 

 

 
(ii) List any two reasons why Gross Domestic Product may not be a good indicator of economic 

activity.               (2) 
 
 

 

 

 

 
(iii) Define ad valorem tax and give one example of an ad valorem tax.   (3) 
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QUESTION 2   [6] 
 
(i) Use the following diagram to show how the equilibrium in the money market changes if the 

level of income in the economy decreases. Remember to label your diagram.   (3) 
 

 
 

(ii) If the number of United States of America tourists coming to South Africa increases, iIllustrate on the 
following diagram the impact on the value of the Rand on the South African foreign exchange market. 
Remember to label your diagram.              (3) 
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QUESTION 3   [13] 
 
The following information about a Keynesian model is given: 
 
Autonomous consumption spending R250 million 
Government spending   R200 million 
Investment spending   R180 million 
Exports     R120 million 
Autonomous imports   R50 million 
Marginal propensity to consume  6/8 
Marginal propensity to import  1/6 
Proportional tax rate   1/3 
Full employment level of income  R1 500 million 
 
(i) Derive the consumption function and state the value of the marginal propensity to consume. (2) 
 
 

 
(ii) Assuming the economy is a closed economy, calculate the size of the multiplier. (Show all 

your calculations.)   (2) 
 
 

 
(iii) Assuming the economy is an open economy, calculate the size of the multiplier. (Show all 

your calculations.)   (2) 
 
 

 
(iv) What happens to the size of the multiplier once the economy is opened.   (1) 
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(v) Calculate aggregate autonomous spending. (Show all your calculations.)   (2) 
 
 

 
(vi) Calculate the equilibrium level of income for the open economy. (Show all your calculations.) (2) 
 
 

 
(vii) By how much must exports increase to move the economy to the full employment level of 

income? (Show all your calculations.)   (2) 
 
 

 
QUESTION 4 [22] 
 
(i) Briefly discuss the reasons why people hold money.   (6) 
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(ii) Given the following information on the production of gold and beef per day in South Africa and 
Lesotho: 

 
Country Gold (tonnes) Beef (kg) 

South Africa 80 60 

Lesotho 40 120 
 
 Explain why Lesotho has a comparitive advantage in the production of beef.   (3) 
 
 

 

 

 

 

 

 

  
(iii) What are the determinants of induced consumption in the Keynesian model of an open 

economy with a government sector?   (4) 
 
 

 

 

 

 
(iv) Briefly explain the assumptions of the aggregate demand and aggregate supply models 

that distinguish it from the Keynesian model.   (4) 
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(v) Explain the monetary transmission mechanism.   (5) 
 
 

 

 

 

 

 

 

 

 

 

 
 

**** * **** 
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SECTION B [50 MARKS] 
       
Answer ALL the questions in this section on the mark-reading sheet which is supplied. Each question is 
worth 1¼ marks. Note: Only ONE statement per question is correct. 
 
1. When economists say that money is a store of value they imply that 

 
[1] money has a greater value than other assets. 
[2] the value of money is not affected by inflation. 
[3] money can be used to measure the value of other commodities. 
[4] money is a way of saving purchasing power to be used when needed. 
 

2. The positive balance on your cheque account is 
 
[1] an asset for you and a liability for your bank. 
[2] a liability for you and an asset for your bank. 
[3] an asset for both you and your bank. 
[4] a liability for both you and your bank. 
 

3. The quantity of money available will increase when 
 
[1] a person deposits his or her money with a bank. 
[2] banks keep their reserves with the Reserve Bank. 
[3] banks make loans that result in additional deposits. 
[4] the government keeps its funds with the Reserve Bank. 
 

4. If the required reserve ratio is increased, the money multiplier 
    

[1] decreases.  
[2] remains the same, as long as banks hold no excess reserves.  
[3] could either increase or decrease.  
[4] increases.  

 
5. An appropriate measure of government’s involvement in economic activity is 
 

[1] the volume of government subsidies. 
[2] the total government spending. 
[3] the share of government spending in total spending in the economy. 
[4] the growth of government spending. 
 

6. __________ takes a smaller proportion of income from the high-income groups than from the low-
income groups? 

 
[1] Company tax 
[2] Value-added tax 
[3] Personal income tax 
[4] Capital gains tax 

 
7. According to Adam Smith, international trade mainly arises because of 
 

[1] differences in foreign currencies. 
[2] differences in factor endowment. 
[3] trade barriers. 
[4] trade agreements. 
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8. Assume the domestic price of good X is R12 and the world price is R10. In the short run, if there 
is no trade restrictions on good X, net exports 

 
[1] and GDP in the domestic economy will increase. 
[2] and GDP in the domestic economy will decrease. 
[3] will increase and GDP in the domestic economy will decrease. 
[4] will decrease and GDP in the domestic economy will increase. 

 
9. If the SARB reduces the interest rates relative to the rates in the USA, it will result in  
 

[1] more capital inflows into South Africa, increasing the supply of dollar leading to a depreciation 
of the rand. 

[2] more capital inflows into South Africa, increasing the demand for dollar leading to an 
appreciation of the rand. 

[3] more capital outflows from South Africa, decreasing the supply of dollar leading to a 
depreciation of the rand. 

[4] more capital outflows from South Africa, decreasing the demand for dollar leading to a 
depreciation of the rand. 

 
10. Under a system of floating exchange rates 
 

[1] the currencies of countries with a relatively high inflation rate tend to appreciate.  
[2] the currencies of countries with a relatively high inflation rate tend to depreciate.  
[3] the currencies of countries with a relatively low inflation rate tend to depreciate.  
[4] exchange rates are insensitive to differences in the rate of inflation between countries.  

 
11. The three important injections into the circular flow of income and spending are 

 
[1] investment spending, government spending and imports. 
[2] exports, taxes and savings. 
[3] exports, investment and government spending. 
[4] savings, imports and consumption. 
 

12. The objective of price stability means 
 
[1] there should not be price increases in the economy. 
[2] keeping inflation as low as possible. 
[3] prices should always stay constant. 
[4] prices should be determined by forces of demand and supply. 
 

13. The three ways of calculating GDP are 
 
[1] production, price and income methods. 
[2] income, product and services methods. 
[3] expenditure, spending and production methods. 
[4] income, expenditure and production methods. 
 

14. In the national accounts, the difference between gross investment and net investment is 
 

[1] imports. 
[2] capital flight. 
[3] income earned by foreigners. 
[4] depreciation. 
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Questions 15 and 16 are based on the following information. 
 

Year GDP at current 
prices (R millions) 

GDP at constant 
(2003) prices 
(R millions) 

2001 300 310 

2002 340 350 

2003 410 410 

2004 470 430 
 
15. Why is GDP at current prices and constant prices the same for the year 2003? 

 
[1] The price method was used to calculate the GDP in both instances. 
[2] The same prices are used in both instances. 
[3] There was no inflation in year 2003. 
 

16. The increase in real GDP between 2001 and 2004 is 
 
[1] 0,39% 
[2] 5,67% 
[3] 39% 
[4] 56,7% 
 

17. Which one of the following identities is correct? 
 

[1]  GDP at market price + taxes on products – subsidies on products = GDP at basic prices. 
[2]  GDP at basic prices + taxes on production – subsidies on products = GDP at factor cost. 
[3] GDP at factor cost + taxes on products – subsidies on products = GDP at basic prices. 
[4]  GDP at market price + taxes on production – subsidies on products = GDP at factor cost. 
 

18. In macroeconomic theory 
 

[1] total spending during any particular period is always equal to total production. 
[2] total spending may be equal to, greater than or less than total income. 
[3] equality between total spending and total income is guaranteed. 
 

19. In an economic model, an endogenous variable is 
 

[1] a stand-in for more complicated variables. 
[2] determined by the model itself. 
[3] determined outside the model. 
[4] a variable that has no effect on the workings of the model. 

 
20. Gabriel's disposable income increases from R2 000 to R2 500. As a result his saving increases 

from R300 to R450. This implies that his marginal propensity to consume is 
 

[1] 0,3 
[2] 0,7 
[3] 0,76 
[4] 0,82 
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21. Assume share prices on the Johannesburg Securities Exchange drops dramatically and families 
find that their wealth has declined. Which of the following is consistent with this decline in family 
wealth? 

 
[1] The marginal propensity to consume in South Africa will decrease. 
[2] The marginal propensity to consume in South Africa will increase. 
[3] Autonomous consumption in South Africa will increase. 
[4] Autonomous consumption in South Africa will decrease. 

 
22. If the government increases government expenditure, but keeps the tax rate constant, 

consumption spending will __________, total tax revenues will __________, and investment 
spending will __________. 

 
[1] stay the same; stay the same; stay the same 
[2] increase; stay the same; stay the same 
[3] increase; increase; stay the same 
[4] increase; increase; increase 

 
23. The marginal propensity to import  
 

[1] increases as income increases. 
[2] decreases as income increases. 
[3] remains constant as income increases. 

 
24. Given the import function Z = 300 + 2/3Y,  
 

[1] the marginal propensity to save is 1/3. 
[2] the induced component is 300. 
[3] imports are seen as autonomous. 
[4] 2/3 is the proportion of any increase in income that is spent on imports. 

 
Use the following information to answer questions 25 and 26. 
  

C = 100 + 0,8Yd 
I = 250 
G = 170 
X – Z = 540 - 0,25Y 
T = 0,1Y 
Equilibrium level of income = 2000 

 
25. The budget surplus at the equilibrium level of income is 
 

[1] 30 
[2] 70 
[3] 400 
[4] There is not enough information to calculate the value of the budget surplus. 

 
26. Net exports at the equilibrium level of income is 
 

[1] 20 
[2] 40 
[3] -100 
[4] There is not enough information to calculate the value of net exports. 
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27. Investment demand is negatively related to the real interest rate because  
 
[1] a lower real interest rates makes more investment projects profitable. 
[2] consumers are willing to spend less and hence save more at higher real interest rates. 
[3] interest rate flexibility in financial markets assures an equilibrium in which saving equals 

investment. 
 
28. The return on capital is _______ if the _______ exceeds the inflation rate.  
 

[1] negative nominal interest rate 
[2] positive nominal interest rate 
[3] zero real interest rate 
[4] negative real interest rate 

 
29. The investment demand curve shifts rightward if 
 

[1] the expected profit rate increases. 
[2] the real interest rate falls. 
[3] savings increase. 
[4] the economy moves into a recession. 

 
30. An expansionary monetary policy is less effective if 

 
[1] the interest elasticity of investment demand is smaller and the AS curve is flatter. 
[2] the interest elasticity of investment demand is bigger and the AS curve is steeper. 
[3]  the interest elasticity of investment demand is smaller and the AS curve is steeper. 
[4]  the interest elasticity of investment demand is bigger and the AS curve is flatter. 
 

31. A simultaneous decrease in aggregate supply and aggregate demand will always 
 
[1] increase the production level. 
[2] reduce the production level. 
[3] increase the price level. 
[4] leave the price level unchanged. 
 

32. Demand management policy measures tend to affect 
 

[1] output and the level of employment in opposite directions. 
[2] output and the price level in opposite directions. 
[3] the level of employment and the price level in opposite directions. 
[4] the price level and the level of unemployment in opposite directions. 

 
33. The implementation lag for monetary policy is generally  
 

[1] much shorter than it is for fiscal policy.  
[2] much longer than it is for fiscal policy.  
[3] the same as it is for fiscal policy.  

 
34. A decrease in the rate of inflation 
 

[1] causes the nominal interest rate to increase.  
[2] causes the real interest rate to decrease.  
[3] causes the real interest rate to increase. 
[4] has no effect on either the real or nominal interest rate. 
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35. Policymakers are concerned about the low savings rate in South Africa because 
 

[1] savings prevents consumption from creating inflation. 
[2] savings is morally preferable to consumption. 
[3] investment spending must be financed by savings. 
[4] high interest rates effect investment negatively. 

 
36. An increase in deficit spending by the government that is financed by domestic borrowing would most 

likely  
 

[1] increase aggregate demand, but at the expense of lower investment spending. 
[2] decrease aggregate demand, but stimulate investment spending. 
[3] increase aggregate demand, and stimulate investment spending. 
[4] decrease aggregate demand, as well as investment spending. 

 
37. Suppose the SARB increase the interest rate while oil prices are rising. What would be the expected 

effect on the equilibrium level of real GDP and the price level? 
 

 
 
 
 
 
 
 

 
Use the information below for country Z and answer question 38. All the figures are in millions.  
 
 Total population in 2001   1 800 
 Total labour force in 2000   550 
 Total labour force in 2001   675 
 Number of people unemployed in 2001 225 
 
38. The unemployment rate in 2001 is approximately  
  

[1] 12,5% 
[2] 22,7% 
[3] 33,3% 
[4] 40,9%   

 
39. Available data indicate that the level of real GDP will continue to decrease over the next few months. 

This suggests that the amount of ___________ unemployment will be _____________. 
 
 

[1] structural; decreasing 
[2] frictional; increasing 
[3] cyclical; increasing 
[4] seasonal; increasing 

 
40. According to Say's law _______ unemployment does not exist.  

 
[1] structural 
[2] cyclical  
[3] seasonal 
[4] frictional  

 Price level Real GDP 

[1] uncertain decreases 
[2] uncertain uncertain 
[3] decreases decreases 
[4] increases increases 
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