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SECTION A 

QUESTION 1 

 

(1a)  

1. Taxes 

2. Savings 

3. Imports 

 

(1b)  

1. Low Unemployment 

2. Balance of payment stability 

3. Equitable income distribution 

4. Employment 

 

(1c) 

Gross Domestic Product (GDP) – It is the total value of all final goods and services produced 
within the boundaries of a country in a particular period (usually one year). 

1. Gross National Income (GNI) – Measure of the national income of all residents in a 

country 

 

(1d) 

 

Main differences between CPI and PPI 

CPI PPI 

Pertains to cost of living Pertains to cost of production 

Basket consists of consumer goods and services Basket consists of goods only 

Capital and intermediate goods excluded Capital and intermediate goods included 

Prices include VAT Prices exclude VAT 

Interest rates taken into account Interest rates excluded 

Prices of imported goods not shown explicitly Prices of imported goods shown explicitly 

 

 

 

 

 

 

 



 

 

QUESTION 2 

(2a) 

Contractionary policy is any policy that results in a decrease in aggregate demand, and it can therefore 

be used to dampen the economy and try to reduce price increases. EXAMPLE - Increase in repo rate. 

Expansionary policy is any policy that results in an increase in aggregate demand, and it will thus 

stimulate production and economic growth, resulting in higher prices. EXAMPLE - Decrease in repo rate. 

(2b) 

 

Explanation: (Max. 2 marks)  

An expansionary policy (whether fiscal or monetary policy) should be used.   

• Intro or government attract taxation and reduce the size of the multiplier,  

• Increase in government spending Reduction in taxes, and in interest rate 

• The higher the tax the lower the size of the multiplier  

 

An expansionary policy will cause aggregate demand to increase.   

An increase in aggregate demand will cause the output to increase.  

AD will shift to the right there will be increase in income, production and more 

spending, cost of borrowing, Real GDP economic growth. 

Unemployment will go down. 

The problem of unemployment will be addressed.  

 

(2c) Use a diagram to explain how an increase in the number of South African tourists, visiting 

the United States, will affect the exchange rate of the rand to the dollar. 

 



 

 

Explanation:  

• When the number of South African tourists, visiting the USA, increases, they will need 

dollars and therefore, the demand for dollars will increase. 

• This is illustrated by a rightward shift of the demand curve from D to D’.  

• Due to the increase in the demand for dollars, there will be an excess demand for dollars, 

which will result in an increase in the exchange rate. 

• This means that you will now pay more rand for one dollar, that is, for the same quantity of 

rand, you will receive fewer dollars.  

• We say that the rand depreciated, or the rand became weaker.  

• The exchange rate will therefore increase and the quantity of dollars, at which the market is in 

equilibrium, will also increase.  

QUESTION 3 

(3a)  

The introducing of taxes in the government sector decrease the size of the multiplier. 

(3b)(i) 

 

 

 

 

(3b)(ii) 

                  α = 
1/1-MPC 

              = 1÷ (1-.8) 

              = 1÷0.2 

                   = 5 

(3b)(iii) 

Saving   = 1300-1300 = 0 

Saving   = 1500-1460 = 40  

 (3c) 

The interest rate (i) decrease and the quantity of money will increase 

Investment spending (I)and consumption spending (C) increase. 

Aggregate demand (AD) increases. Demand for goods increases and GDP growth. 

The relative impact on the price level (P) and real output (Y) depends on aggregate supply (AS) 

condition. 

 

 

 

 

 

 

  MPC = 
ΔC

/
ΔY

 

              = 1460-260/1500-0
 

              =0.8
 

  MPS =1-0.8 
                = 0.2 



 

 

QUESTION4 

(4a) 

Supply side policies 

➢ Steps must be taken to limit population growth to reduce unemployment. (long-term strategy) 
➢ Stricter immigration control is needed so that unemployment can be reduced. 

Demand side policies 

➢ Promote small businesses and discourage the import sector. 

➢ Government spending: -Increase government spending 

(4b)       

 COST PUSH INFLATION 

1) Increase in wages and salaries: wages and salaries are the largest single cost item 
in an economy. 

2) Increases in profit margins: When firms push up their profit margins they are 

therefore raising the cost of production 

 DEMAND PULL INFLATION                           

1) Increased investment spending by firms (I) – as a result of lower interest rates or an 
improvement in business sentiment and profit expectations 

2) Increase government spending (G) – to combat unemployment or to provide more or 
better services to the population at large. 

(4c)  

• Economic Growth: In a growing economy total production of goods and services 

increase. If the population grows and there is no economic growth average living 

standards cannot increase 

• Unrecorded activity: transactions or activities in the economy that are never 

recorded. Eg: the informal sector. 

• Business cycle: periods of rapid increase in aggregate demand (booms) followed 

by periods of slower increase or decline. –sales drop and some workers lose their 

jobs because there is insufficient demand for the goods and services they produce 

• Capital deepening: Occurs when the amount of capital per worker is increased. – 

when growth in stock of capital > growth in the number of workers. (increase in 

the capital intensity of production) 

• Domestic demand: consumption (C), investment (I) and government spending 

(G)Inward industrialisation: growth strategy that is based on meeting the wants of 

the rapidly growing poor population in the urban areas in South Africa. 

 

SECTION B 

1.4 11.3 21.3 

2.3 12.3 22.1 

3.1 13.3 23.4 

4.2 14.4 24.3 

5.3 15.4 25.2 

6.4 16.4 26.4 

7.3 17.2 27.4 

8.1 18.4 28.3 

9.4 19.2 29.2 

10.4 20.2 30.3 

 


