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SECTION A

ANSWER ALL QUESTIONS IN THIS SECTION

EACH QUESTION IN THiIS SECTION CARRIES 1 (ONE} MARK

Question 1

Which one of the following statements is incorrect?

A. QPP 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. GDPcan also he 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 vield 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 2

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

A, isless than real GDP in 2010,

B. isgreaterthan 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 3

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 4

A consumer’s real purchasing power refers to:

A,

mo 0w

the nominal income level of the consumer.

wage income earned through employment.

the maximum volume of goods and services that the consumer can buy.
nominal GDP per capita.

real GDP deflated by the price level.

i~



Question 5

Which of the following would most likely contribute to a deficit (or reduce the surpius) on the South
African current account?

A.  Adepreciation of the Rand.

B. A Malaysian company invests in a South African oil company.
C.  Anincrease in transfers from ftalian citizens to their South African relatives.
D. Adecline in imports.
E. Anincrease in mine workers’ transfer earnings to Mozambigue,
Question 6

The area hetween the Lorenz curve of a country and the diagonal of perfect equality represents;

A. the area of equality.

8. the area of inequality.

C. The Gini coefficient.

0. The guantile ratio.

E. the cumulative percentage of the population.
Question 7

Which one of the following statements is correct?

A, Inamenetary economy there always has to be a double coincidence of wants.
5. Aenoy can never lose its usefulness as a unit of account.

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

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

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

Question 8

fhereporate is:

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

B. the hest interast rate an investor can obtain on a long-term deposit.,

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

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

E. therate at which the quantity of monuey demanded is equal to the quantity of money supplied.



Question 9

When the inflation rate is expected to exceed the target rate by a significant margin, the SARE will
tend to:

mone e

reduce the cost of credit to the banks.

increase the repurchase rate {repo rate).

purehase government bonds on the open market.

decrease the repurchase rate {repo rate).

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

Question 10

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 hoid money as
a medium of exchange.

C. The gquantity 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 11

Which one of the following statements is incorrect?

A.  As Interest rates increase, bond prices decrease.

B. Asinterest rates decrease, bond prices increasa.

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

D. [finterest rates are high, the quantity of money demanded will tend to be fow.

E. i interest rates are low, the guantity of money demanded will tend to be high.
Question 12

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

A.

mo N

To formulate and implement monetary policy.
To maintain financial stability.

To finance government expenditure.

To provide economic and statistical services.
To act as banker to other banks.



Question 13

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. ftransactions; national income

C. speculative; interest rates

D. precautionary; national income

E. transactions; interest rates
Question 14

Which of the following is not a legitimate area of intervention by government in a mixed economy?

A. Regulation of the pricing behaviour of monopoly industries.
B. Regulation of price increases that result from changes in patterns of demand and supply in
competitive markets.
€. Stabilisation of the economy during periods of cyclical instability.
D. Redistribution of purchasing power via progressive taxation and transfers.
E. The provision of funds for public goods such as parks and street lights.
CQuestion 15

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

A. Anincrease in the quantity of money.
B. A reduction in the number of goods exempted from VAT.
C. Anincrease in government taxation,
D. Anincrease in government expenditure,
E. Anincrease in the VAT rate.
Queastion 1.6

Which one of the following statements is incorrect?

A,

o0

m

Central government forms part of general government.
Provincial government forms part of the public sector.
Local government forms part of general government.
Public corporations form part of general government,
Provincial government forms part of the public sector.



Question 17

Which one of the following is a direct tax?

A. Company tax
B. Customs duties
C. Excise duties on tobacco and alcohol
D. Fuellevy
E. Value-added tax
Question 18

Which of the following is least likely to be associated with market failure, and is consequently least
likely to require any form of state regulation or intervention?

A,

me N ®

Hake fishing off the west coast of South Africa.

The pravision of education services in government schools.
The provision of education services in private schools.

The market for fast foods.

The provision of lifeguards on Durban’s beaches.

Question 19

A tax such as VAT would generally be viewed as:

A

-~

mon

progressive, becausa the consumption expenditure of the rich is greater than that of the
nocGr.

regressive, because low-income houscholds spend a greater proportion of their incoma on
zoods that attract VAT,

proportional, because the VAT rate iz constant across goods that attract VAT,

progressive, because most goods consumed by poor households are zero rated.
regressive, because the VAT burden increases as household income rises.

Question 20

If government spending is high: r than current governmient revenue, this is known as:

A.

o0 P

o

a deficit on the current account of the balance of payments.
the budget deficit.

the public debt.

money financing,

good fiscal management.



Question 21

The exchange rate between the euro {€) and the US dollar ($) is 51,20 per euro. if an American
tourist in Paris purchases a good valued at 60 eurcs, then in his own currency this would cost:
A. 550
B. $72
C. 348

Afghanistan 100 4

us 500 25

Question 22
Based on this information:
A. there is no opportunity for mutually beneficial trade between the two countries.

B. Afghanistan has an absolute advantage in the production of both goods.
C. Afghanistan should import carpets from the US.
D. Afghanistan has a corparative advantage in the production of aircraft,
E. the US should export fighter aircraft to Afghanistan.

Question 23

An appropriate international exchange ratio that wouid allow mutually advantageous trade to take
place would be:
A, 1aireraft = 25 carpets.

B. 1 aircraft = 20 carpets.

C. 1carpet= 4 aircraft,

D. 1carpet=0,04 aircraft.

E. 1 aircraft= 22 carpets.
Question 24

if Afghanistan raised its aircraft productivity to 5 units per day, then:
A, mutually beneficial trade would no fonger be possible.
Afghanistan would continue to import fighter aircraft from the US.
Afghanistan should switch from the export of carpets to the export of sircraft,
the US would retain its comparative advantage in carpet manufacture.
the US would retain its absolute disadvantage in the manufacture of both goods.
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Quastion 25

South Africa has a comparative (relative} advantage over France in the production of maize if it:
A. proeduces maize with fewer material inputs than France.

B. can match France’s output of maize and have resources left over,

€. can produce maize with the same resources as France but faster.

D. has an absolute advantage over France.

E. produces maize at a lower cpportunity cost than France.
Question 26

Which one of the following would not necessarily enhance economic growth in South Africa?

A,  Technological improvements.

B. Increased labour productivity through on-the<job training.

C. Higher levels of net .investment in the economy.

D. Higher levels of government spending that raise local interest rates.

E. Allof the ahove.

Question 27
investment in human capital:

A. can be illustrated by a shift of the aggregate supply curve to the left.
8. increases structural unemployment.
C. increases labour productivity.

D. can be illustrated by a shift of the Phillips curve to the right.

Question 28

During a recession, cyclical unemployment will and cyclical inflation will

A. decrease; decrease
8. decrease; increase
C. increase; increase

D. increase; decrease

Question 29
The phase of the business cycle at which almost all availabie resources in the economy are in use is
referred to as:



the recovery phase.
the expansion phase.
the peak or boom phase.

the trough phase,

Question 30
Keynesians believe that the fluctuations in economic activity (business cycles):

A. are caused by external factors such as the inappropriate use of government policy.

8. are caused by changes in weather patterns.

C. arecaused by structural or institutionzl changes.

D. oceur naturally in market economies and require government intervention,
Question 31

Capital widening refers to:

A.  asitustion where capital replaces [abour in the production process.
8. asituation where the capital to Iabour ratio in the economy increases.
. asituation where additional purchases of capital are made in order to match a growing
labour foree.
D. asituation where labour replaces capital in the production process.
E. anincrease in the current account deficit as more capital is imported.
Question 32

import subsiitution invalves:

A.

the reduction of import tariffs so that ar economy can export goods that were previously
imported.

the use of import tariffs so as to encourage the local production of goods that were
previously imported,

the protection of industries in which an economy would traditionally have enjoyed
cemparative advantage.

*he substitution of local labour with imported cepital so as to reduce the costs of production
and ensurz the competitivenass of strategic industries.



Question 33

According to Keynesian econemists, during a boom in economic activity:

A. the guantity of meney should be increased.
B. interest rates should be cut.

C. government should increase its spending.
D. taxrates should be raised.

£. alt of the above should be undertaken

Question 34

Which one of the following statements is incorrect?

Economic growth:

A. may be measured as the annual rate of increase in real GDP,
B. may be measured as the annual rate of increase in GDP at constant prices.
C. may he measured as the annual rate of increase in GDP at current prices.
D. should preferably be measured on a per capita basis.

Question 35

Which one of the following is not a probiem associated with GDP?

A. GDP pertains only to production inside the country.
8. The estimation of the value of praduction that is not sold in a market.
C. Many activities are not recorded.
D. GDP data are inavitably revised as more and better information become available.
E. GDPis not a good measure of economic welfare.
Question 36
People leave the labour force when they:
A, find employment.
B. become unemployed.
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retire.

p. work in the informal sector.
E. all of the above
Question 37

Which one of the following statements is true? in South Africa:

A. rising unemployment has been associated with increased foreign competition.

B. school-leavers, who cannot find employment, qualify for unemployment benefits,
C. most unemployment is frictional unemployment.

D. all unemployment s voluntary,

E. there is a negative correlation between unemployment and crime.

Question 38

if a country’s rate of unemploymant incraases then we can conclude that:

A, the country is experiencing jobless growth.

B. no ftew jobs are being created.

C. GDP growth must be falling.

D. the proportion of people of working age who want employment and who caanet find

employment is increasing.

E.

all of the above are true.

Question 39
Buring an economic downturn, sales fall and some worlers lose their jobs. This unemployment is
referred to as:

A, seasonal unemployment.

B. frictional unemployment.

C. cyclical unemployment.

D. structural unemployment.

E. technological unemployment.
Question 40



Pitso resigns his job as an econemist in Durban and moves to Port Elizabeth to be closer his parents.
it takes Pitso three months to find new employment as an economist in Port Elizabeth. During these
three months, Pitso was:

A. structurally unemployed.
B, seasonally unemployed.
. cyclically unemployed.
D, casually unemployed.

E. frictionally unemployed.
Question 41

Which of the following situations describe structural unemployment?

i Julia is qualified as an economist, but cannot find employment because employers prefer to
hire male economists.

ii. lacob used to work in a gold mine and lost his job after the price of gold fell and the mine
closed.

jii. Johanna is a typist and cannot find employment because she does not know how to use a
word processer (personal camputer),

iv. Jim ¢an only find work as a tourist guide on the Cape Wine Route during the summar
months,

A, i, fiandiii

B. i, &, fii and iv

C. i, fiiand iv

D, iand v

E. i, itand iv

Question 42

Reasons on the demand-side of the labour market for increasing unemployment in South Africa
could include:

i an increase In population growth.

it. an increase in the capital intensity of production.
iii. an increase in immigration.

iv. a decrease in the productian of goods and servicas.

Y. an Increase in the cost of employing labour.

12



A j,itiand v

B. i,ifand iv

C. i, ivandv

D. itand iv

E. i and iii

Question 43

Which of the following might be expected to generate employment?
A, Economic growth that is capital intensive,

B. Higher taxes for small businesses.

C An increase in the wage rate, ceteris paribus.

0. A fali in the productivity of workers.

E. The promotion of exports and investment,

Questian 44

Which of the following would NOT be expected to generate employment?
A, Easier access to credit for small business.

B. Public works pragrammaes.

C. An increase in imports.

D. An increase in the labour intensity of production.

E. A decrease in the relative price of labour.

Question 45

In an industry, if wages increase more than the productivity of workers, we would expect:
A. an upward pressure on prices.

B. a decrease in unemployment.

C. investment in the industry to increase.

D. costs of production to fall.

E. the demand for labour to rise.

Question 46
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Which one of the following statements about infiation is true? Inflation refers to:

A a sudden and self-contained increase in prices.
B. a small increase in prices.

C. “too much money chasing too fow goods”.

D. a sustained increase in the general price level.

E. an increase in the purchasing power of money.
Question 47

if the consumer price index at the end of 2011 was 100 and at the end of 2012 was 120, then the
rate of inflation for 2012 was:

A 25%.

B. 20%.

C 16,66%.
D. 1,5%.

E. -15,66%.
Quostion 48

Use the table ozlow to answer the question.

Year  GDPatcurrent prices GDP at constant 2012 prices  GDP deflator
2011 400000600 000A

2012 500 000B C

i. Inthe tahle zhove, A, B and Care respectivaly equal:

A. 66,67, 500 000 and 100

B. 80, 960 000 and 100.
C. 133,33, 600 000 and 66,67.
D, 66,67,600000and 1,

E 133,33, 500 000 and 100.
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Question 49
if inflation was 10% in a particular year and you received a 209 increase in income during the same
year, then over the year your:

A. real and nominal income both fell.

B. real and nominal income both rose.

C real income fell, but nominal income rase.

D, real income rose, but noeminal income fell,

E. nominal income rose, but real income was unchanged.
Question 50

Bracket creep would be eliminated if tax rates were based on:
A, nominal income.

B. real income.

08 per capita income.

D. real disposable income.

E. nominal disposable income.

SECTION B

ANSWER ANY TWO QUESTIONS IN THIS SECTION

EACH QUESTION CARRIES EQUAL MARKS

Question Two [25 Marks]

A,

Explain the difference between the ability to pay principle and the benefit principle
with regards to taxation. {4)
Bricfly oxplain the three different approaches to measuring GDP in an economy. 6]

What are the main determinants of the demand for money? Explain the link between
each determinant and the guantity of money demanded. {6]
Draw a demand and supply curve for British pounds {on the vertical axis plot rand
per British pound}.

i.  What factors are likely to cause an increase in the demand for British pounds {in
exchange for South African rands) and how can this be iltustrated in the diagram
you have drawn?

ii. Does this reprasent an appreciation or depreciation of the South African rand
relative to the British pound? )

Question Three [25 Marlks]

A. Define the consumer price index. [3]
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B. Explain the difference between progressive, proportional and regressive taxes and
give an example of each type. f6]

C. Discuss the different roles that money can assume in an econamy. [8]

D. A country produces only two products: gold and platinum. In 2005 the country
produced 100 tons of gold at R500 000/ton and 60 tons of platinum at R1 000 000/ton.

In 2006 the country produced 90 tons of gold at R600 000/ton and 80 tons of platinum
at R1 100 000/ton.

. Calculate the value of nominal GDP in 2005,
ii. Calculate the value of GDP at current prices in 2006.
ii.  Calculate the value of GDP in 2006 at constant 2005 prices.
iv.  When comparing the performance of the economy over time, should one
calculate the growth rate in real or nominal GDP? Explain. [8]

Question four

A. How does a proporiional income tax affect: (a) autonomous spending, (b) aggregate
spending  and (c) the multipiier? 9]

B. Can monetary and fiscal policy be used to counteract (or combat) demand-pull
inflation? Use a diagram {or diagrams) to explain your answer. (10)

C. What is meant by the consumption function? Use a diagram fo explaiu the three main

characteristics of the conswmption function. {6]
[25 Marks]
Question five

A. Use the AD-AS model to illustrate and explain how the authorities can use monetary
and fiscal policies to stimulate the economy. What side-effects would such policies
have? What is the significance of the slope/condition of the AS curve in this regard?
[10 Marks]

B. Describe the various lags associated with monetary and {iscal policy. {7 Marks]

C. What type of unemployment does each of the following represent? Explain your
angwers.
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(i) Workers at a clothing factory in Newcastle lose their jobs when the firm relocates to
Lesotho.

(i) Workers at a factory making cassette tapes lose their jobs when the firm goes under
due to competition from compact dises.

(iii)  Migrant farm workers’ employment is terminated when (he harvest is finished.

(iv)  Workers at the BMW plant in Rosslyn are laid off as a result of a slump in motorcar
sales.  [8 Marks]

[25 Marks]
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SECTIGHN A: MULTIPLE CHOICE ANSWER SHEET
NAME..coiviviiiriiinanrs s STUDENT NOtivciiiiiiiiiiiiiiiinns COURSE.....crvvvtns

Indicate your choice by making a CROSS in the choice black:

Question Options: choose only one
number USE an ‘X to select your auswer
1 a b c d e
2 a b c d e
3 a b ¢ d e
4 a i} c d e
5 a b ¢ d e
6 a b c d e
7 a h ¢ d e
8 a b c d e
9 a h c d e
10 1 b ¢ d e
11 a b ¢ d e
iz a b c d e
13 a b c d e
id a b c d ¢
15 a b c d e
16 a b c d ¢
17 a b ¢ d e
18 a b c d e
19 a b c d e
20 2 b c d e
21 a b c d e
22 a b c d e
23 i ¥} ¢ d e
24 4 b ¢ d e
25 a b ¢ d e
26 a b c d e
27 a b e d e
28 a b ¢ d ¢
29 a b | e d e
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30
31

33
34

36
37
38
39
40

41

43
44

46
47
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tn

19



