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QUESTION 1 

(i) List two important injections and two leakages from the circular flow of income 

and spending 
 

INJECTIONS                                                                         LEAKAGE 

1.Consumer spending                                                         Savings 

2.Investment                                                                        Taxed 

3.Export                                                                                 Imports 

4.Government spending 

 

(ii) Briefly explain the relationship between the demand for money and the 

interest rate. 
1. A decrease in interest rate will induce an increase in the quantity of money demanded. 

2. There is a negative relationship between demand for money and interest rate. 

        (iii)        Briefly describe an expansionary fiscal policy. 

1. The government expenditure increase. 

2. The taxation decreases. 

3. The budget deficit increases. 

4. The AD-Curve shift to the right. 

5. The budget surplus decreases. 

 

(iii) Identify and briefly describe one macroeconomic objective 
1.Economic growth 

In the growing economy total production of goods and services. If the production 

population grows and there is no economic growth average living standard cannot 

increase. 

 

        (iv)       Briefly explain why the link between the interest rate and investment spending 
.                   is important in the monetary transmission mechanism. 
 
                     If changes in the interest rate do not affect investment spending, the chain breaks down.  
.                    In other words, if investment demand is completely interest inelastic (illustrated by a          
.                    vertical investment demand curve) a change in the interest rate will not have any impact 
.                    on investment spending. 
 
 
 
 
 
 
 
 
 
 
 
 
 

QUESTION 2 



 

Question 2 is base on the following diagram of the rand/dollar exchange market. 
 

             

Use the above diagram to illustrate and explain the impact of the following events on the 

rand/dollar exchange market 

a            An economic recession occurs in the economics of major trading partners of South Africa 

b            foreign investors sell South African financial assets 

 

(a) Demand for dollars falls because a recession in South Africa causes a slump in 
the demand for curve to the left US goods  

• A shift of the demand to the left 

• The rand appreciates  

• The dollar depreciates   
 
 
 
 

 
 
QUESTION 3 



 

Question 3 is base on a simple Keynesian model with a government sector 
Use diagrams to illustrate the impact of 

(a) An increase in investment spending 

(b) An increase in the tax rate 

  
 

(i) Identify two factors that can cause an increase in the value of the 

multiplier in a simple Keynesian model with a government and foreign 

sector 

                    1 The decrease in t will increase the multiplier. 

                  2 A change in marginal propensity to consume will change the size of the multiplier 

 

 QUESTION 4 

Question 4 Is based on the following AD-AS model. 

In the model certain events took place that led to an Increase In the price level and an 

Increase In the level of output Income. 

(I) Used this diagram to Identify what possible event could have caused this result 

and describe how these events led to these results. 

 



•  With the AD-AS model since prices are no longer fixed, an increase in aggregate spending 
(A), which causes an increase in aggregate demand (AD)  

• This will result in increases in the price level (P) as well as in total (real) production and 
income (Y).  

• The impact of an increase in investment spending is illustrated by a rightward shift of the AD 
curve, from AD0 to AD1. 

•  This results in an increase in the price level, from P0 to P1, as well as an increase in total 
production and income, from Y0 to Y1.  

 
 

(ii) Used the following diagrams to Illustrate the difference between 
demand-pull and cost-pull Inflation 
 

   
 

 
 
 
 



 

QUESTION 5 
(I) Structural unemployment Is a serious Issue that needs to be dealt with In South 

Africa. Describe structural unemployment and possible solutions for structural 
unemployment. 

 

• structural unemployment is usually confined to certain industries, sectors or 
categories of workers. 

• Structural unemployment (1) is the unemployment that arises when changes in 
technology or international competition changes the skills needed to perform jobs 

• Structural unemployment occurs when there is a mismatch between worker 
qualifications and job requirements or when jobs disappear because of structural 
changes in the economy. 

• SOLUTION: Improvements in quality of labour can reduce structural unemployment in 

S.A 
 

(II) During the past few years South Africa has experienced low growth rates. One 

way of explaining economic growth Is to look at he demand and the supply 

factors that determine economic growth. Identify two demand factors and two 

supply factors of economic growth and explain the possible Impact the factors 

might have on economic growth In South Africa. 

Demand factors 

Domestic demand: ✔ This consists of consumption demand, investment demand and 

government expenditure. 

Exports: ✔ International demand for locally produced goods may be a strong driving factor 

of economic growth 
 
Supply factors 

Natural resources: ✔ A country’s endowment will determine the availability of natural 

resources. 

Labour: ✔ Both the quality and the quantity of labour plays a role here 
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