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October/November 2016 Suggested Solutions 

Section A 

Section A 

Question1 

a. Page 372 

b. Box 3.1 

c. Figure 14.2 

d. Page 292 

Question 2 

(a) Figure 18.2 Opposite change 

(b) Figure 18.5 E2-E3 

(c) Figure 19.4 

Question 3 

a) Page 389 

b) Page 384-387 

c) Figure 20.3 

Question 4 

a) Figure 16.3 Opposite 

b) Page 370 

Section B 

1.1 6.2 11.1 16.1 21.2 26.4 

2.2  7.3 12.3 17.2 22.4 27.4 

3.3 8.1 13.1 18.3 23.1 28.1 

4.3 9.2 14.5 19.4 24.2 29.1 

5.2 10.4 15.2 20.3 25.5 30.3 

 



 

 
 

 

 

 

 

This paper consists of two (2) compulsory sections: A and B.  

Section A consists of four (4) questions. You have to answer all the questions in 

section A in the space provided. The questions and space provided for answering 

section A start on page 2.  

Section B consists of 30 multiple-choice questions. You have to answer all the 

questions on the mark-reading sheet and also supply your answers on the worksheet 

that appears on page 20 (in case your mark-reading sheet gets lost). The instructions 

for completing section B are on page 12 and the questions for section B starts on page 

13. 

  



 

 
 

 

SECTION A – COMPULSORY ESSAY QUESTIONS  

Answer ALL the following questions in the space provided. Section A counts 50 marks 

in total.  

Question 1 (13)  

(1a) Define money. 

(1b) Distinguish between the three broad functions of government. 

(1c) Define the South African balance of payments. 

(1d) Differentiate between nominal and real prices. 

(1e) List four problems associated with GDP as a measure of total production in the economy. 

Question 2 (16)  

(2a) Use a diagram to explain how an increase in the tax rate will influence the income level in the 

economy, given that the price level is fixed. 

(2b) Due to a change in trade policy, there has been a substantial decrease in the amount of steel 

produced in South Africa and an increase in the amount of steel imported into South Africa. This has led 

to a substantial increase in total imports. Explain how this will affect the economy by making use of the 

Keynesian model. Also mention how this will affect employment in South Africa. 

(2c) Use the AD-AS model to explain the effect of an increase in the interest rate level in the economy. 

(2d) In the year 2022 Durban will host the Common Wealth Games, which is expected to cause a 

substantial increase in foreign tourists visiting the country. Explain with the aid of a diagram how you 

would expect this to influence the rand/dollar exchange rate. Also explain (but not with a diagram) how 

you would expect imports and exports to be affected by this change in the exchange rate. 

Question 3 (10)  

(3a) The following figures were obtained from the Quarterly Labour Force Survey (Quarter 2, 2015 edition) 

compiled by Statistics South Africa: 

April to June 2015 (thousands)  

Population aged 15 to 64 years  35 955  

Labour force  

Employed  

Formal sector (including agriculture and 

private households)  

Informal sector  

Unemployed  

Not economically active  

Discouraged work-seekers  

Other (not economically active)  

20 887  

15 657  

12 996  

2 661  

5 230  

15 068  

2 434  

12 633  



 

 
 

 

(i) Calculate the unemployment rate according to the strict definition of unemployment. 

(ii) Calculate the unemployment rate according to the expanded definition of unemployment. 

 

(3b) Use the information in the following diagram of the Keynesian model to answer the questions that 

follow: 

 

(i) Calculate the marginal propensity to consume. 

(ii) Calculate the multiplier. 

(iii) Calculate the new equilibrium income level if investment increases by R100 million. 

 

Question 4 (11)  

(4a) During the month of August 2015, the exchange rate of the rand changed as follows:  

Date R/$  

3 August 2015: 12,73  

31 August 2015: 13,34  

Indicate if this change represents a depreciation or an appreciation of the rand and explain how this 

change in the exchange rate will affect the current account of the balance of payments. 

(4b) Describe the effect of an increase in government expenditure on the economy. Clearly explain why 

the increase in income exceeds the increase in government expenditure. 

(4c) Explain why the multiplier for an open economy is smaller than the multiplier for a closed economy. 

Section B 

B1. Which of the following statements is/are correct?  

(a) Households provide factors of production to firms on the factor market.  

(b) Firms provide factors of production to households on the factor market.  

(c) Households provide goods and services to firms on the goods market.  

(d) Firms provide goods and services to households on the goods market.  

 



 

 
 

 

[1] a, b, c and d  

[2] only a and c  

[3] only a and d  

[4] only b and c  

[5] only b and d 

B2. Which of the following statements is/are correct?  

(a) Firms provide public goods and services to the government.  

(b) Firms pay taxes equal to the value of public goods and services provided to them by government.  

(c) Wages are paid to households who provide their labour service to firms and government on the 

factor market.  

(d) Households allocate the income that they receive to the payment of taxes, to consumption and to 

savings.  

[1] a, b, c and d  

[2] only a and c  

[3] only a and d  

[4] only b and c  

[5] only c and d  

B3. Which one of the following statements is correct?  

[1] Investment represents a flow of funds to the financial sector.  

[2] Investment represents a withdrawal from the circular flow of income and spending.  

[3] If the income received by households exceeds the total amounts of taxes paid and consumption by 

households, savings by households will be positive.  

[4] If the amounts of savings from households and firms that flow to the financial sector exceed the 

amount of investment financed by the financial sector, this will be a net injection into the circular flow of 

income and spending.  

[5] None of the statements is correct.  

B4. Which one of the following is a function of the South African Reserve Bank?  

[1] Setting the tax rate  

[2] Setting the exchange rate  

[3] Setting the interest rate at which banks provide loans  

[4] Setting the repo rate  

[5] Setting the rate interest rate on long-term deposits with banks 

 

 



 

 
 

 

 

B5. Based on the above diagram, which of the following options is/are correct?  

When the interest rate level decreases …  

(a) L1 will shift to the right.  

(b) L2 will shift to the right.  

(c) L will shift to the right.  

[1] only a  

[2] only b  

[3] only c  

[4] a, b and c  

[5] not a, b or c  

B6. On 24 July 2015, the repo rate was increased to 6% per year. Based on this information, which one of 

the following statements is correct?  

[1] The demand for money will increase due to the increase in the repo rate.  

[2] The demand for bank loans will increase due to the increase in the repo rate.  

[3] The amount of money that is created by banks will decrease due to the increase in the repo rate.  

[4] The money supply will increase when the repo rate increases. 

B7. Which one of the following statements is correct?  

[1] If the minimum cash reserve requirement that banks have to adhere to increases, banks will be able 

to create more money and the money supply should increase.  

[2] When a bank experiences a cash deficit, it can buy financial assets from the SARB to finance this 

deficit.  

[3] When a bank experiences a cash deficit, it can borrow funds from the SARB at the repo rate to 

finance this deficit.  

[4] When the SARB sells financial assets to a bank, this can decrease the cash deficit that the bank is 

experiencing. 



 

 
 

 

B8. Which one of the following statements is correct?  

[1] Current income of government minus government spending is equal to the budget deficit.  

[2] The budget deficit is equal to income from property plus taxes plus borrowing by the government.  

[3] The government does not pay interest on the amounts that it borrows.  

[4] A large amount of government debt implies that the current generation finances government 

expenditure that will take place in the future. 

 

B9. Based on the information in the table above, which one of the following statements is correct?  

[1] Tax A is an example of a progressive tax.  

[2] Tax B is an example of a proportional tax.  

[3] Tax C is an example of a regressive tax.  

[4] Tax A is an example of a proportional tax.  

[5] Tax B is an example of a progressive tax.  

B10. Which of the following options is/are correct?  

Fiscal policy can include …  

(a) decisions regarding the tax rate.  

(b) decisions regarding the level of government expenditures.  

(c) decisions regarding the level of the repo rate.  

(d) decisions regarding the way in which the budget deficit is financed.  

[1] a, b, c and d  

[2] only a, b and c  

[3] only a, c and d  

[4] only a and b  

[5] only a, b and d 

B11. What option is not a reason why countries trade:  

[1] They are economically interdependent.  

[2] They prefer autarky.  

[3] They have limited resources.  

[4] It is to their advantage to specialise in a certain good or product. 

 



 

 
 

 

B12. High inflation is an example of failing which macro-economic objective?  

[1] External stability  

[2] Price stability  

[3] Full employment  

[4] Equitable distribution of income  

 

B13. Which one of the following is not a component of aggregate expenditure?  

[1] Consumers’ expenditure  

[2] Investment  

[3] Autonomous consumption  

[4] Induced consumption  

[5] Saving  

 

B14. In the Keynesian model, the multiplier is equal to …  

[1] the equilibrium level of output for a given level of aggregate expenditure.  

[2] the increase in aggregate expenditure brought about by a change in investment.  

[3] the increase in the equilibrium level of income divided by the change in autonomous expenditure.  

[4] the increase in autonomous expenditure when equilibrium income increases.  

[5] the equilibrium level of consumption corresponding to a given level of aggregate spending.  

 

B15. Consider the following information:  

Marginal propensity to consume = 0,9  

Investment = R200 million  

Autonomous consumption = R70 million  

The equilibrium level of income is …  

[1] R300 million.  

[2] R700 million.  

[3] R2 000 million.  

[4] R2 700 million.  

[5] impossible to determine from the information provided. 

 

 



 

 
 

 

B16. In the Keynesian model, government expenditure …  

[1] is undertaken solely to regulate the level of spending.  

[2] increases with investment because investment increases the size of the tax base.  

[3] is taken to be autonomous because it is subject to government policy.  

[4] can be ignored because investment is taken to be the key determinant of income.  

[5] is determined by the level of tax revenue. 

 

B17. Which one of the following statements is correct?  

[1] The aggregate demand curve (AD curve) can be shifted by monetary as well as fiscal policy measures.  

[2] A restrictive fiscal policy will result in a rightward shift of the aggregate demand curve.  

[3] A general increase in wages in the economy will, ceteris paribus, shift the aggregate supply curve 

downward (to the right).  

[4] A supply shock results in a simultaneous increase in prices and production in the economy.  

[5] None of the above statements is correct. 

 

B18. The immediate effect of a decrease in government expenditure will be to …  

[1] move the AD curve to the left.  

[2] move the AD curve to the right.  

[3] move the AS curve to the left.  

[4] move the AS curve to the right.  

[5] leave the curves unchanged. 

 

 

 

 



 

 
 

 

B19. The monetary transmission mechanism …  

[1] explains how banks create money.  

[2] explains how the central bank transmits messages to the other banks.  

[3] describes the ways in which changes in the monetary sector are transmitted to the rest of the 

economy.  

[4] describes how the Monetary Policy Committee announces its decisions.  

[5] explains how developments in the economy affect the monetary sector, especially the banks.  

 

B20. In the AD-AS model, an increase in government expenditure …  

[1] will increase the balance of payments deficit and increase unemployment.  

[2] will decrease the balance of payments deficit and increase unemployment.  

[3] will increase the balance of payments deficit and decrease unemployment.  

[4] will decrease the balance of payment deficit and decrease unemployment.  

 

B21. Which of the following statements is incorrect?  

[1] Cost-push inflation may result from firms increasing their profit margins.  

[2] Attempts to decrease cost-push inflation by restrictive monetary or fiscal policy are likely to produce 

even greater unemployment.  

[3] Cost-push inflation may follow from a depreciation of the domestic currency against the currencies of 

the country’s major trading partners.  

[4] Cost-push inflation is associated with rising prices and declining unemployment.  

 

B22. If the CPI for 2015 is 156 and the CPI for 2014 is 148, what is the inflation rate for 2015 according to 

the CPI?  

[1] 5,12%  

[2] 5,41%  

[3] 8,00%  

[4] 8,40%  

 

B23. Paul lends R10 000 to his friend Steven for one year. They agree that Steven would pay the  

R10 000 back with 5% interest at the end of the year. If the inflation rate is 6%, which of the following 

would be true for the real value of the amount that Steven pays back at the end of the year?  

 

 



 

 
 

 

[1] It would be less than R10 000.  

[2] It would be more than R10 000 but less than R10 500  

[3] It would be exactly R10 500.  

[4] It would be more than R10 500. 

 

B24. One definition of inflation is that it is a continuous and considerable rise in prices. Which one of the 

following is an example of inflation?  

[1] A 4% increase in the petrol price  

[2] A 4% increase in the interest rate  

[3] A 4% increase in the tax rate  

[4] A 4% increase in the CPI  

 

B25. Which one of the following will not be appropriate in an attempt to combat demand-pull inflation?  

[1] An increase in taxes  

[2] Measures to decrease the productivity of labour  

[3] A decrease in government spending  

[4] An increase in interest rates  

 

B26. Susan studied nursing. After she graduated, she applied for a position. However, there were only 

numerous vacancies for doctors. She is still unemployed. What type of unemployment is Susan 

experiencing?  

[1] Frictional unemployment  

[2] Structural unemployment  

[3] Seasonal unemployment  

[4] Cyclical unemployment  

 

B27. Which of the following statements is/are correct?  

(a) Increased unemployment rates can cause high crime rates, increase depression, increase rioting and 

damage political and social structures.  

(b) Unemployment can be solved by increasing wage rates.  

(c) Unemployment, poverty and inequality are complex and interconnected economic issues.  

(d) Labour unions asking for higher wages could increase unemployment.  

 

 



 

 
 

 

[1] a, b, c and d  

[2] a and c  

[3] a, c and d  

[4] b and c 

 

B28. Unemployment can be caused by both changes of the demand for labour and the supply of labour. 

Which of the following policies can help solve unemployment by influencing the supply of labour?  

[1] Government can encourage consumption spending by decreasing taxes.  

[2] Government can spend more and therefore increase the aggregate demand in the economy.  

[3] Good education and skills development can be provided to all citizens.  

[4] The growth of small and medium enterprises can be encouraged. 

 

B29. Economic growth is a measure in the growth of real GDP. Which one of the following countries 

experienced the highest economic growth?  

[1] South Africa experienced a 1,5% increase in nominal GDP and inflation of 6%.  

[2] China experienced an increase of 7,4% in real GDP.  

[3] The United States experienced 2,1% growth in real GDP with inflation of almost 0%.  

[4] India experienced a 10,5% growth in nominal GDP with a 9,3% inflation.  

 

B30. Which one of the following is an example of a factor that can encourage economic growth through 

the boosting aggregate demand?  

[1] An entrepreneur starting to make gold rings for profit  

[2] Buying capital to explore and extract natural resources such as gold  

[3] Increasing exports of natural resources like gold and platinum  

[4] Discovering new deposits of natural resources 

  



 

 
 

 

May/June 2016 Suggested Solutions 

Section A 

Question 1 

 

a) Money is anything that is generally accepted as payment for goods and services or that is 

accepted in settlement of debt.  

 Money is a generally acceptable means of payment  

 This is because people believe it will be accepted as payment by other people  

 

b) Three broad functions of government.  

 the allocative function, which refers to the role of government in correcting market 

failure and achieving a more efficient allocation of resources  

 the distribution function, which refers to the steps government takes to achieve a more 

equitable or socially acceptable distribution of income than that generated by market 

forces  

 the stabilisation function, which refers to the measures government takes to promote 

macroeconomic stability (for example, full employment, price stability and balance-of-

payments stability)  

 

c) The balance of payments is a summary record of a country's transactions with the rest of the world 

during a particular period.  

 

d) Nominal prices, sometimes called current rand prices, measure the rand value of a product at the 

time it was produced. And also are calculated using prices of the current year (including inflation in 

prices)  

 

Real prices are adjusted for general price level changes over time, i.e., inflation or deflation. These 

adjustments give us a picture of prices for various years as if the value of the dollar were constant.  

 

e) Four problems associated with GDP as a measure of total production in the economy  

 

Non-market production  

 Goods and services not sold in the market such as goods and services produced by 

government, farmer’s consumption, DIY work and volunteer work.  

 

Unrecorded activity  

 These refer to smuggling, drug trafficking, prostitution, hawking, flea market trading etc. If 

unrecorded activity remains the same changes in GDP will reflect in the aggregate level of 

economic activity.  

 

Data revisions  

 Unavoidable revision of certain data after they were originally published.  

 

GDP as a measure of wellbeing or welfare  



 

 
 

 

 

 A larger physical flow of good of services does not necessarily increase wellbeing of 

residents. Unwanted by products of production such as pollution, congestion, noise and 

stress are not measured.  

 

Distribution of income  

 National accounting data say nothing about the distribution of total income within the 

country.  

 
Question 2  

a) Increase in taxes reduces the disposable income of households, which results in decline in the 

consumption spending C by households. Taxes constitute a leakage or withdrawal from circular 

flow and affect the aggregate spending and income via consumption route. Subsequently a 

decline in consumption spending will lead to decrease in the level of aggregate spending and 

income in the economy as shown below. 

 
 
b) Imports are a leakage from the domestic flow of income and spending. When households, 

firms and the government spend on imported goods and services, they reduce aggregate 

spending on domestically produced goods and services, ceteris paribus. Imports reduces 

aggregate spending A and total income Y, ceteris paribus. Take note we are working on the 

assumption that export amount is zero. When imports increase, the unemployment rate goes 

down since there will be a decline in domestic production.  

 

 



 

 
 

 

 

c)  An increase in the interest rate (r) means that borrowing is less attractive hence it decreases 

consumer spending and investment at any level of income. This impact will lead to a fall in the Aggregate 

Demand (AD) and level of income in an economy  

 

d) The holders of dollars wish to convert dollars into rands arise in this cases when tourists wish to visit 

and spending money in SA. This causes the reduce the supply of dollars. Weak rand means exports 

become cheaper and SA tends to export more than they import leading balance of trade surplus thus 

increasing the balance of payment.  

 

Question 3  

3a)  

i. Unemployment rate = Number of Unemployed/Labour Force X 100  

5230 / (15657 + 5230) X 100 = 25.039498% = 25.04% (2 decimal place)  

ii. 5230 / (15657 + 5230 + 2434) X 100 = 22.426139% = 22.43% (2 decimal place)  

 



 

 
 

 

b) i. (620 – 560) / (700 – 600) = 0.6  

ii. 1 / (1 – 0.6) = 2.5  

iii.   

Y= 11−0.6 X [200+100] Then Y=2.5 X 300= 𝟕𝟓𝟎 

Question 4 

a) It means that the rand has depreciated or weaken against the dollar. In other words the dollar has 

appreciated against the rand thus it now cost more rands than before to acquire a given $. Weak rand 

means exports become cheaper and SA tends to export more than they import leading balance of trade 

surplus thus increasing the current account of balance of payment.  

b) This is known as expansionary fiscal policy where the government stimulate the economic activities by 

increasing government expenditure and or reducing tax level.  

NB** increase in income exceeds the increase in government expenditure because of the multiplier 

effect.  

For instance if the government increase its expenditure G, this will initially have a direct impact on 

aggregate spending A which will then be multiplied as a result of an increase in induced consumption 

spending.  

The decrease taxation t will increase the multiplier, will raise the equilibrium level of income in an 

indirect way by increasing disposable income and consumption at each level of income – raises induced 

consumption.  

c) Closed economy does not involve foreign sector while open market it involves foreign sectors. Hence 

imports impacts are observed by reducing the size of the multiplier.  

Section B 

1.3 9.1 17.1 25.2 

2.5 10.5 18.1 26.2 

3.3 11.2 19.3 27.3 

4.4 12.2 20.3 28.3 

5.5 13.5 21.4 29.2 

6.3 14.3 22.2 30.3 

7.3 15.4 23.1 30.3 

8.1 16.3 24.4  
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October/November 2015 Suggested Solutions 

Section A 

Question 1  

a. Fiscal Policy (expansionary fiscal policy) - involves cutting taxes and increasing 

government spending leading to higher aggregate demand (AD) and decrease 

unemployment  

Monetary Policy- would involve cutting interest rates. Lower rates decrease the cost of 

borrowing and encourage people to spend and invest. This increases AD and should 

also help to increase GDP and reduce demand deficient unemployment.  

b) Cyclical unemployment- rises when the level of economic activity declines, as it does 

in a recession whilst Structural unemployment arises when jobs are eliminated by 

changes in the economy such as automation or permanent changes in demand  

c)  Consist of figures that have not been adjusted for inflation (It can be misleading when 

inflation is not accounted for in the GDP)  

d)  Neutrality; Equity; and Administrative simplicity  

e) Formulating and implementing monetary policy  

Maintain financial stability  

Services to the government eg banker and advisor of government  

Provision of economic and statistical services  

Issuing coins and banknotes etc 

Question 2  

a) The level of investment (I) is inversely related to the interest rate (r), ceteris paribus  

An increase in the interest rate (r) means that borrowing is less attractive hence it decreases 

consumer spending and investment at any level of income. This impact will lead to a fall in the 

Aggregate Demand (AD) and level of income in an economy.  

 



 

 
 

 

 

 

 Imports reduced aggregate spending A and therefore also total income Y, ceteris 

paribus.  

 Imports are leakages in our circular flow hence there are subtracted from exports so 

as to obtain net exports.  

 So when marginal propensity to imports decrease, the marginal propensity to spend 

on the local (domestic) products will increase and consequently lead to an increase 

in aggregate production and income  

 

c)  

 The diagram above illustrates that there are policy conflicts and dilemma and these 

scenario is known policy dilemma. At Y0 there is unemployment associated with a 

trade deficit.  

 Policymakers are confronted with a dilemma since steps to increase production, 

income and unemployment may raise the general price level while steps taken to 

lower the price level ,may result in lower production and income and increased 

unemployment.  



 

 
 

 

 Expansionary policies get rid of unemployment but worsen the deficit while 

Contractionary policies cure the deficit while increasing unemployment 

 

Question 3  

a) Current equilibrium income level 

Y= 11−0.75 X [8500+4500] Then Y=4 X 1300= 𝟓𝟐𝟎𝟎𝟎 

Or 

Equilibrium ie AE = Y 

DI = Y – T; AE = C + I + G + (X - M) C = a + b(Y – T) 

AE = 8500 + 0.75(Y -0) + 4500 

AE = 8500 + 0.75Y – 0 + 4500 AE =13000 + 0.75Y 

Since AE = Y therefore Y =13000 +0.8Y Y – 0.75Y = 13000 

Y =52000 

 

b) Effect of Government Spending to reach full employment  

Income gap ÷ the multiplier  

[Income gap = Full employment level of income – New equilibrium level of income]  

Then 115 000 – 52000 = 63 000  

63 000/4 = 15750  

 

c) MPC + MPS = 1  

MPS = 1 – 0.75 = 0.25 

 

Question 4  

a)  

i. Low-income consumers spend a greater proportion of their income on goods which carry 

VAT than high-income consumers (who save part of their income). In other words on general 

tax: the tax burden increases as income decreases (or falls as income rises) Hence increase in 

General Tax Reduces Consumption  

ii. Since general tax affects consumption at each positive level of income and passed on the 

multiplier process this will lead to Decrease in the Size of Multiplier  

iii. General tax is part of Tax and this represents a leakage or withdrawal from the circular flow 

thereby Reducing the Equilibrium Income  



 

 
 

 

b) An Expansionary monetary policy is implemented when the SARB decreases the interest 

rate (Repo rate) at which it provides credit to the banks.  

 A decrease in the interest rate; increases the money supply in the economy and 

consequently the demand for credit.  

 This in turn, will lead to an increase in aggregate demand (AD) and a rightward or 

upward shift in the AD-AS model.  

 As a result the level of income will increase but so will the general price level 

thus the equilibrium level of income in the economy increase also.  

c) Via interest rate channel for instance reducing interest rates (i), reduces the cost of 

borrowing for firms (and consumers), leads to increased consumption (C) as well as 

investment (I) and therefore higher demand, a bigger output gap (y) and finally higher prices 

and inflation  

In nutshell since mpc is one of the components of Consumption, then mpc is positively 

correlated with monetary transmission mechanism through the Consumption Spending. 

 

Section B 

1.5 16.1 31.1 

2.3 17.4 32.2 

3.2 18.2 33.1 

4.1 19.3 34.2 

5.2 20.3 35.3 

6.4 21.1 36.1 

7.5 22.2 37.5 

8.2 23.3 38.2 

9.2 24.3 39.3 

10.4 25.3 40. 3 

11.4 26.3  

12.5 27.3  

13.4 28.2  

14.1 29.2  

15.2 30.3  

 



 

 
 

 

 

 

 

 



 

 
 

 

 

 

 

 



 

 
 

 

 

 

 

 



 

 
 

 

 

 

 

 

 



 

 
 

 

 

 

 

 

 



 

 
 

 

 

 

 

 



 

 
 

 

 

 

 

 



 

 
 

 

 

 

 

 



 

 
 

 

 

 

 



 

 
 

 

 

 

 

 



 

 
 

 

 

 



 

 
 

 

 

 

  



 

 
 

 

 

 

  



 

 
 

 

 

 

 



 

 
 

 

 

 

 



 

 
 

 

 

 

 

 



 

 
 

 

 

 

 

 

 



 

 
 

 

 

 

 

 

 



 

 
 

 

 

 

 

 

 



 

 
 

 

 

 

  



 

 
 

 

May/June 2015 Suggested Solutions 

Section A 

1 

i)Page 243 

ii)Page 252 

iii)Page 291 

iv)Page 270 

2 

i)Figure 14.2 shift left 

ii)Figure 14.2 opposite 

iii)Figure 16.3 

iv)Figure 18.9 c swivel down, similar to 18.4 

v)Figure 19.4 opposite 

3 

i)page 319 0,75 x 2000; 0,25 x 2000 

ii)Box 17.7Autonomous spending = 250 + 150; multiplier = 1/(1-0,8) = 5; Equilibruim = 

400 x 5 = 2000 

(2000-1500)/5 =100 change in investment 

4 

i)Table 16.2 

ii)Page 330 

iii)Page 389 

 

 

 

 

 

 

 



 

 
 

 

Section B 

1.4 11.1 21.4 31.2 

2.3 12.1 22.3 32.1 

3.4 13.2 23.1 33.4 

4.1 14.3 24.3 34.4 

5.2 15.2 25.1 35.4 

6.1 16.1 26.3 36.3 

7.3 17.4 27.3 37.2 

8.3 18.1 28.4 38.1 

9.3 19.3 29.2 39.1 

10.2 20.2 30.4 40. 3 

 

  



 

 
 

 

QUESTION & ANSWER SERIES  

Question 1  

Which one of the following does NOT represent a key macroeconomic variable?  

 

A. The unemployment rate.  

B. The inflation rate.  

C. Gross Domestic Product (GDP).  

D. Income distribution.  

E. The population growth rate.  

 

Question 2  

If we were to add up the value of output of all firms in the economy, we would:  

 

A. obtain GDP at factor cost.  

B. obtain GDP at market prices.  

C. obtain GDP using the income method.  

D. overestimate the value of production taking place in the economy.  

E. underestimate the value of production taking place in the economy.  

 

Question 3  

Questions (a) and (b) are based on the table below, which describes the process by which a loaf 

of  bread is made available to a consumer as a final good.  

 

  

 

  

 



 

 
 

 

Question (a)  

The total value of a loaf of bread is:  

 

A. R7,00  

B. R12,00  

C. R4,00  

D. R33,00  

E. R10,00  

 

 

Question (b)  

The value added by the grocer equals:  

 

A. R12,00  

B. R10,00  

C. R2,00  

D. R5,00  

E. R4,00  

 

 

Question 4  

Net product is equal to gross product net of:  

 

A. inflation.  

B. indirect taxes.  

C. subsidies.  

D. net factor payments.  

E. depreciation/consumption of fixed capital.  

 

 



 

 
 

 

Question 5  

If dairy farming is subsidised, we would expect the value of a litre of milk to be:  

 

A. equal to the price paid by the consumer for a litre of milk.  

B. greater than the price paid by the consumer for a litre of milk.  

C. less than the price paid by the consumer for a litre of milk.  

D. lower because of the subsidy.  

E. higher because of the subsidy.  

 

 

Question 6  

Nominal GDP calculated at market prices differs from nominal GDP at factor cost. Which of the 

following items would account for the difference?  

 

A. Depreciation on capital equipment.  

B. Inflation.  

C. Interest on loans.  

D. Indirect taxes and subsidies.  

E. Net incomes from abroad.  

 

 

Question 7  

If 2010 is the base year for real GDP calculations, we know for certain that nominal GDP:  

 

A. is less than real GDP in 2010.  

B. is greater than real GDP in 2010.  

C. equals real GDP in 2010.  

D. in 2009 was greater than real GDP in 2010.  

E. in 2009 was less than real GDP in 2010.  

 

 



 

 
 

 

Question 8  

GDP at ________ prices will usually be greater than GDP at ________ prices because of ________.  

 

A. constant; current; inflation  

B. current; constant; inflation  

C. constant; current; depreciation  

D. current; constant; depreciation  

E. current; constant; deflation  

 

 

Question 9  

Since the R200 note was first introduced in South Africa, its value has:  

 

A. decreased in nominal terms and increased in real terms.  

B. decreased in nominal terms and decreased in real terms.  

C. increased in nominal terms and decreased in real terms.  

D. increased in nominal terms and increased in real terms.  

E. decreased in real terms, although its nominal value has remained unchanged.  

 

 

Question 10  

If South Africa’s GDP is greater than its GNI, then the income earned by foreign investors and 

foreign workers in South Africa is ________ the income earned by South Africans who have 

invested, or who are working, abroad.  

 

A. greater than  

B. added to  

C. subtracted from  

D. less than  

E. deflated by  

 



 

 
 

 

Question 11  

To derive GDP at market prices from Gross Domestic Expenditure, we must:  

 

A. subtract spending on exports and add spending on imports.  

B. subtract spending on imports and add spending on exports .  

C. subtract spending on intermediate goods and add spending on exports.  

D. subtract spending on exports and add spending on intermediate goods.  

E. subtract spending on net exports.  

 

Question 12  

The table below shows a section of the national accounts for a small country in 2012. Answer 

Questions  

(a) and (b) using the information provided in the table.  

Consumption expenditure -10 500  

Government expenditure - 3 000  

Depreciation - 500  

Exports - 1 200 Imports - 1 000  

Gross capital formation (investment) – 2 200  

 

Question (a)  

The value of Gross Domestic Expenditure is:  

 

A. 15 900  

B. 15 200  

C. 15 400  

D. 18 400  

E. 15 700  

 

 

 

 



 

 
 

 

Question (b)  

The value of Net Domestic Product is:  

 

A. 15 900  

B. 15 700  

C. 15 200  

D. 15 400  

E. 18 400  

 

Question 13  

In a country with a population of 50 million people, there are 20 million children under the age 

of 15 years, 16 million employed, 9 million pensioners, 4 million unemployed and 1 million 

people who are physically unable to work. The unemployment rate in this country equals:  

 

A. 8%  

B. 10%  

C. 13,3%  

D. 20%  

E. 25%  

 

 

Question 14  

A consumer’s real purchasing power refers to:  

 

A. the nominal income level of the consumer.  

B. wage income earned through employment.  

C. the maximum volume of goods and services that the consumer can buy.  

D. nominal GDP per capita.  

E. real GDP deflated by the price level.  

 

 



 

 
 

 

Question 15  

The inflation rate is measured by:  

 

A. the ratio of current year CPI to base year CPI.  

B. the percentage change in the CPI from one year to the next.  

C. the percentage change in GDP from one year to the next.  

D. the ratio of current year CPI to the next year’s CPI.  

E. the ratio of current year PPI to the next year’s PPI.  

 

Question 16  

 

 

 

Question (b)  

The inflation rate in 2012 was:  

 

A. 7,8%  

B. 8,7%  

C. 20,8%  

D. 17,2%  

E. 120,8%  



 

 
 

 

Question (c)  

Suppose that the inflation rate in 2013, calculated using the CPI, was found to be 8%. What was  

the value of the CPI in 2013?  

 

A. 128,8  

B. 130,5  

C. 129,7  

D. 132,0  

E. 124,0  

 

Question 17  

The current account of the balance of payments records:  

 

A. all sales and purchases of goods and services as well as income flows to and from the rest of 

the world.  

B. the value of exports, but not imports.  

C. the change in the country’s gold reserves.  

D. all purely financial flows in and out of the country.  

E. all of the above.  

 

Question 18  

If the financial account is in surplus, then:  

 

A. the value of imports exceeds the value of exports.  

B. the value of exports exceeds the value of imports.  

C. there will be a surplus on the overall balance of payments.  

D. capital outflows exceed capital inflows.  

E. there has been a net inflow of foreign capital into the country.  

 

 

 



 

 
 

 

Question 19  

Which one of the following steps is required to construct a Lorenz curve?  

 

A. Find the cumulative age of the population.  

B. Order the population from youngest to oldest.  

C. Order the population from poorest to richest.  

D. Divide the income of the richest group by the income of the poorest group.  

E. Divide the population into ten equal groups and calculate the average income of these 

groups.  

Question 20  

Refer to the table below that describes the income distribution in a country.  

 

In this country, the richest 40% of the population earn ________ of the total income; whilst the 

poorest 40% of the population earn ________ of the total income.  

 

A. 40%; 15%  

B. 40%; 10%  

C. 60%; 15%  

D. 75%; 10%  

E. 75%; 15%  

 

 

 

 

 

 



 

 
 

 

Question 21  

The area between the Lorenz curve of a country and the diagonal of perfect equality 

represents:  

 

A. the area of equality.  

B. the area of inequality.  

C. The Gini coefficient.  

D. The quantile ratio.  

E. the cumulative percentage of the population.  

 

 

Question 22  

Which of the following is recorded on the financial account of the balance of payments?  

 

A. A group of South Africans spends three weeks touring Europe.  

B. A German firm pays R5 million dividends to the holders of its shares in South Africa.  

C. An American firm sells its shares in a South African construction firm.  

D. A group of German tourists visits the Kruger National Park in South Africa for two weeks.  

 

Question 23  

Which of the following summarises transactions involving a country’s international exchange of 

goods, services, current transfers and income?  

 

A. Current account  

B. Financial account  

C. Balance of payments  

D. Gold standard  

E. Balance of trade  

 

 

 



 

 
 

 

 

Question 24  

Which of the following would most likely contribute to a deficit (or reduce the surplus) on the 

South African current account?  

 

A. A depreciation of the Rand.  

B. A Malaysian company invests in a South African oil company.  

C. An increase in transfers from Italian citizens to their South African relatives.  

D. A decline in imports.  

E. An increase in mine workers’ transfer earnings to Mozambique.  

 

Question 25  

Which one of the following has to be taken into account when GDP is estimated?  

 

A. John purchases shares to the value of R150 000 in Anglo American plc.  

B. Peter invests in a 24-month tax-free fixed deposit.  

C. A firm buys Mpho, its sales representative, a new car.  

D. Patrick, a university student, buys an old car from a friend.  

E. Anne, a civil pensioner, receives her monthly pension from the government.  

 

Question 26  

Which one of the following should not be taken into account when GDP is estimated?  

 

A. Supreme Limited buys a new truck to deliver finished goods.  

B. Paramount Inc buys a new car for Johnson, one of the firm’s sales representatives.  

C. Koos, a wheat farmer, purchases a new tractor for his farm.  

D. Nigel, an accountant, has his private car stolen at work.  

E. Nigel buys a new car to replace the stolen one.  

 

 

  



 

 
 

 

 

Question 27  

Which one of the following statements is correct?  

 

A. The South African national accounts are compiled by the National Treasury.  

B. The GDP is the total quantity of goods and services produced in the country.  

C. The GDP is estimated according to a double-entry bookkeeping system. All items are  

therefore counted twice.  

D. The GDP is the total value of all intermediate goods produced in the country.  

E. The GDP can be estimated by adding the value added by all the different sectors of the  

economy.  

 

Question 28  

Which one of the following statements is incorrect?  

A. GDP estimated from the production side is also called gross value added (GVA).  

B. To estimate GDP from the expenditure side, the expenditure on final goods and services  

should be taken into account.  

C. GDP can also be estimated as the total value of all incomes (wages and salaries, rent,  

interest and profit) in the economy.  

D. The three methods of estimating GDP should in principle yield the same results.  

E. GDP can be estimated by adding the total value of primary inputs to total value of  

intermediate goods and services.  

 

Question 29  

Money overcomes the problem of a double coincidence of wants inherent in the barter system 

through its function as a:  

A. medium of exchange.  

B. unit of account.  

C. standard of deferred payment.  

D. store of value.  

E. financial intermediary.  



 

 
 

 

Question 30  

The ________ demand for money arises out of the need to hold money as a medium of 

exchange. This demand for money is a function of ________.  

 

A. precautionary; interest rates  

B. transactions; national income  

C. speculative; interest rates  

D. precautionary; national income  

E. transactions; interest rates  

 

Question 31  

An increase in the market interest rates:  

 

A. will shift the money demand curve downwards.  

B. implies a lower opportunity cost of holding money balances.  

C. will cause the price of bonds to fall.  

D. will increase the purchasing power of money.  

 

Question 32  

A decrease in the rate of interest:  

 

A. lowers the opportunity cost of money and leads to an increase in the quantity of money  

demanded.  

B. raises the opportunity cost of money and leads to an increase in the quantity of money  

demanded.  

C. lowers the opportunity cost of money and leads to a decrease in the quantity of money  

demanded.  

D. raises the opportunity cost of money and leads to a decrease in the quantity of money  

demanded.  

E. does not affect the quantity of money demanded.  

 



 

 
 

 

 

Question 33  

Which one of the following statements is NOT true?  

 

A. Money is a unit of account.  

B. Money is a store of value.  

C. Money is a medium of exchange.  

D. Money is another term for income.  

E. Money is the most liquid asset.  

 

Question 34  

Which of the following best describes the M1 measure of the money stock?  

 

A It is the M3 money measure minus the M2 money measure.  

B. M1 includes cash and medium term deposits.  

C. M1 is cash plus demand deposits.  

D. M1 is cash minus demand deposits.  

E. M1 is the most comprehensive measure of money stock available.  

 

Question 35  

Which of the following is true of the money market?  

 

A. The speculative demand for money is a function of the interest rate.  

B. The liquidity preference curve slopes upward.  

C. The transactions demand for money is a function of the interest rate.  

D. The precautionary demand for money is a function of the interest rate.  

E. Higher rates of interest lead to a higher demand for liquidity.  

 

 

  



 

 
 

 

Question 36  

Which of the following will cause the demand curve for money to shift to the right?  

 

A. An increase in real GDP.  

B. A decrease in the repo rate.  

C. An increase in the quantity of money available.  

D. A decrease in the quantity of money available.  

E. An increase in the price level.  

 

Question 37  

Which of the following would be classed as an expansionary monetary policy?  

 

A. A decrease in the quantity of money.  

B. A decrease in interest rates.  

C. An increase in government taxation.  

D. An increase in government expenditure.  

E. An increase in VAT.  

 

Question 38  

Which one of the following is incorrect?  

Money serves as:  

 

A. a means of payment.  

B. a medium of exchange.  

C. a factor of production.  

D. a unit of account.  

E. a store of value.  

 

 

 



 

 
 

 

Question 39  

Which one of the following is the essential function of money?  

 

A. Medium of exchange (or means of payment).  

B. Store of value.  

C. Factor of production.  

D. Unit of account.  

E. Source of income.  

 

Question 40  

Which one of the following statements is correct?  

 

A. In a monetary economy there always has to be a double coincidence of wants.  

B. Money can never lose its usefulness as a unit of account.  

C. Money is always the best possible store of value.  

D. The stock of money consists largely of notes and coins.  

E. Money is not the only possible store of value.  

 

Question 41  

Which one of the following statements is incorrect?  

 

A. Money is anything that is generally accepted as payment for goods and services.  

B. Money and wealth are essentially the same. That is why we say that a rich person has a lot of  

money.  

C. Money and income are different concepts.  

D. Money is not a factor of production.  

E. During inflation we always have to avoid confusing nominal and real values.  

 

 

 



 

 
 

 

Question 42  

Which one of the following statements is incorrect?  

 

A. In a barter economy there has to be a double coincidence of wants before exchange can 

take place.  

B. Money is not the only possible unit of account in a monetary economy.  

C. Money is a good store of value during periods of high inflation.  

D. Money always serves as a medium of exchange.  

E. Modern money is not covered by a commodity such as gold.  

 

Question 43  

Which one of the following statements is correct?  

 

A. 10 per cent of the money stock in South Africa is backed by gold.  

B. 20 per cent of the money stock in South Africa is backed by gold.  

C. 5 per cent of the money stock in South Africa is backed by gold.  

D. 1 per cent of the money stock in South Africa is backed by gold.  

E. The money stock in South Africa is not backed by gold.  

 

Question 44  

Which one of the following statements is incorrect?  

 

A. The M1 money stock consists largely of demand deposits.  

B. The M2 money stock consists largely of notes and coins.  

C. M3 is the most comprehensive measure of money.  

D. M1 includes everything that normally serves as a means of payment.  

E. M3 relates to the store of value function rather than to the means of payment function of  

money.  

 

 

 



 

 
 

 

Question 45  

Which one of the following is not a function of the South African Reserve Bank?  

 

A. To formulate and implement monetary policy.  

B. To maintain financial stability.  

C. To finance government expenditure.  

D. To provide economic and statistical services.  

E. To act as banker to other banks.  

 

Question 46  

Which one of the following statements is incorrect?  

 

A. The opportunity cost of holding money balances is the interest that could have been earned 

if the money had been used to purchase interest-bearing assets instead.  

B. Anyone who wishes to enter into transactions in a monetary economy has to hold money as 

a medium of exchange.  

C. The quantity of money demanded for transaction purposes depends on the level of income.  

D. The demand for money as an asset is also called the speculative demand for money.  

E. The quantity of money demanded for speculative purposes is positively related to the 

interest rate.  

Question 47  

Which one of the following statements is incorrect?  

 

A. As the level of income in the economy increases, the amount of money demanded for  

transaction purposes also increases.  

B. As the interest rate increases, the amount of money demanded for speculative purposes 

also increases.  

C. The demand for money for speculative purposes is also called the demand for passive 

balances.  

D. The demand for active balances is positively related to the level of income in the economy.  

E. The demand for passive balances is related to the store of value function of money.  

 



 

 
 

 

Question 48  

Which one of the following statements is incorrect?  

 

A. As interest rates increase, bond prices decrease.  

B. As interest rates decrease, bond prices increase.  

C. There is a positive relationship between interest rates and bond prices.  

D. If interest rates are high, the quantity of money demanded will tend to be low.  

E. If interest rates are low, the quantity of money demanded will tend to be high.  

 

Question 49  

Which one of the following statements is incorrect?  

 

A. In South Africa money is created exclusively by the South African Reserve Bank.  

B. The stock of money consists largely of bank deposits and banks create these deposits by 

making loans.  

C. Money creation by banks is constrained by the demand for bank loans.  

D. The South African Reserve Bank uses changes in interest rates in an attempt to regulate the 

rate at which new money is created.  

E. The stock (quantity) of money in the economy is essentially determined by the interaction of 

the interest rate and the demand for money. There is no independent supply of money.  

 

Question 50  

Which one of the following statements regarding monetary policy is incorrect?  

 

A. Monetary policy in South Africa is implemented by the South African Reserve Bank (SARB).  

B. The key decision-making unit is the Monetary Policy Committee of the SARB.  

C. The key instrument of monetary policy is the repurchase rate (repo rate).  

D. The SARB’s main objective is to control the growth of the money stock.  

E. The SARB pursues a formal inflation target, set by the Minister of Finance, in conjunction 

with the SARB.  

 

 



 

 
 

 

Question 51  

When the inflation rate is expected to exceed the target rate by a significant margin, the SARB 

will tend to:  

 

A. reduce the cost of credit to the banks.  

B. increase the repurchase rate (repo rate).  

C. purchase government bonds on the open market.  

D. decrease the repurchase rate (repo rate).  

E. use moral suasion to persuade banks to provide more loans to their clients.  

 

Question 52  

Interest rates in South Africa are essentially determined by:  

 

A. the cost of capital.  

B. the interaction between the demand for money and the supply of money.  

C. the South African Reserve Bank.  

D. the South African government.  

E. the quantity of money in circulation.  

 

Question 53  

The repo rate is:  

 

A. the rate at which the SARB advances loans to the government.  

B. the best interest rate an investor can obtain on a long-term deposit.  

C. the rate at which banks provide loans to their best customers.  

D. the rate at which the SARB provides loans to other banks.  

E. the rate at which the quantity of money demanded is equal to the quantity of money 

supplied. 

  




