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‘This partial fill-in paper consists of 20 pages plus instructions for the completion of a mark-reading sheet and
2 sheets of paper for rough work.

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 question in this section. Section A counts 25% of the paper.
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. Also give attention 1o the
following:

(@) Suppose yon are asked the following question:
Which of the following statements are correct?

2 A country with a high growth rate is rich.
b, All people in a country with a high GDP have a high standard of living.
G, The more wealthy a country becames, the more difficult it is to continue growing rapidly.

[1 Al the statements are corvect
[2) onlyaandb

[3) onlyaandc

[4] onlybandc

(s} onlyc
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SECTIONA-25%
Answer ALL the following questions in your examination paper in the blocks provided.
QUESTION 1
List two factors which can give rise to an increase in the market supply of labour. 2)
QUESTION 2

Use the following diagram to show the impact of the imposition of a minimum wage above the equilibrium wage
in a perfectly competitive labour market. Clearly indicate

(i)  any possible excess demand or excess supply of labour.

(i)  the effect, if any, on the level of employment. 3)
w
o N
QUESTION 3
Name the three motives for holding money distinguished by John Maynard Keynes. 3)
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QUESTION 4
Use the following diagrams of the demand for money curve to show the effect of:

(i} anincrease in the interes rate. ()]

(i} adecrease in the income level. 4]

[TURN OVER]
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QUESTION 5
Suppose the government wishes to cool down economic activity by applying fiscal policy. Mention two
contractionary fiscal policy steps which can be taken. <)
QUESTION 6

Use the following diagram of the South African market for US dollars to show the effect on the rand/dollar
exchange raie if the price of gold increases in dollar terms, @

RIS
s
2"( o ><
q Q;

Quantity of dollars

Price of dollars.

QUESTION 7

Give two of the basic assumptions of the Keynesian model of the economy including the government and
foreign sector. @

(TURN OVER]|
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QUESTION 8
What are the determinants of induced consumption in the Keynesian model of a closed ceonomy without a
govemment sector? @
QUESTION 9
Use the following diagram 1o llustrate the effect on the equilibrium level of income of a decrease in proportional
ingome tax in a simple Keynesian model of a closed economy. o)
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QUESTION 10

Use the following diagram which shows sifuation of eost-push inflation. Show how an increase in productivity
can be used to combat cost-push inflation. @

QUESTION 11

Question 11 is based on the following diagram:

Economic
actiily
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trend
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Time
[
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()  What does the movement from point B to point D represent? (O]
(i}  What does point C represent? 3]

FAE K ERE
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SECTION B-75%
Auswer ALL the questions in this section on the mark-rcading shoet which is supplied.
1. Which of the following statements are correct?

a.  Investment s a leakage from the basic circular flow of income and spending in the economy.
. An open economy is an economy where there is no government intervention,
¢. The foreign sector is linked to the domestic flow of income and spending through imports and
exports.

[1]  All the statements are correct
12] onlyaandb

(3] onlybande

[ onlyb

[5] onlyc

2. Which of the following statements with regard to the derivation of the demand for labour are correct?

Itis assumed that abour s a heterogenous factor of production.
It is assumed that the quantities of all other factors of production are fixed.
¢ The law of diminishing returns has no bearing on the demand for labour

o

[1] None of the statements is correct

[2] aandb
3] onlya
[4] onlyb
5] onlye

3. Which of the following statements are correct?

a4 Aninorease in the size of the population will cause a movement along the market supply curve
of labour.
b Anincrease in the price of product manufactured by workers will shift the market demand curve
-~ for labour 1o the right.
c.  Anincrease in the price of product manufactured by workers will cause a movement along the
market demand curve for labour.

[1]  All the statements are correct
[2) onlyaandb

[3] onlya
@] onlyb
[5] onlyc
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‘Which of the following statements are correct?
Money is essential for the functioning of a barter economy.

Money fucifitates the comparison of values of different assets and goods and services.
. Only notes and coins are acceptable means of payment in South Africa

B

[1] Al the statements are correct
[2] onlyaandb

Bl oniya
[4] onlyb
[5] onlyc

Which of the following statements are correct?

2. The South African Reserve Bank is responsible for formulating and implementing monctary and
Fiscal policy.

b, Asbankers' bank the South African Reserve Bank acts as fender of last resort.

. The South African Reserve Bank regards as its primary role the protection of the domestic and
external value of the rand.

(1] All the statements are correct
[2] onlyaandc

[3) onlybendc
[4] onlya
[5) onlyc

‘Which of the following statements are correct?

a When banks prefer fo keep excess reserves, monetary policy in the form of an increased legal
reserve requirement, might be ineffective in influencing the money supply.

b, Ifthe South African Reserve Bank wishes to increase the money supply, it could sell long-term
government securities on the open market.

. Transactions with foreign countries do not influence the domestic money supply.

[1] Al the statements are correct

[2] onlya
B] onlyb
[4] onlyc

[5] onlyaandb
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‘Which of the following statements are cosvect?

a The existence of externalitics prevents the attainment of an efficient allocation of resources in
the economy.

b, The allocation function of government refers to actions by government to promote an efficient
allocation of resources in the economy.

c.  The stabilisation function of govemnment refers to measures taken to promote political stability
in the country.

[1] Al the statements are correct
[2] onlyaandb

3] onlyaandc
[4] onlybandc
[s] onlyb

Which of the following statements are correct?

a  Aftax is regressive if it takes a greater percentage of the taxable income of lower income groups
than of higher income groups.
. A proportional tax takes the same amount of tax from all taxpayers.
¢ Valve-added tax in South Africa is an example of 2 proportional tax,

{1} Allthe statements arc correct

2} onlya
(3] onlyb
4 onlyc

51 Not 1), [2), [3] or [4]

‘Which of the following statements are correct?

2 The statutory or legal incidence of a tax determines who ultimately bears the burden of the tax.

b The degree to which the burden of a tax can be shifted depends ot the market structure of the
200d o service in question.

. The government prefers levying excise taxes on the consumption of goads with a highly elastic
demand.

{1] None of the statements is correct

2] onlya
[3) onlyb
{4 onlye

[5] Not[11,12], [3]or [4]

[TURN OVER]
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Country A can produce 100 units of wheat or 20 units of apples, while Country B can produce 80 units
of wheat or 10 units of apples. Assuming constant opportunity costs, which of the following state-
ments are correct?

a Country A has an absolule advantage in the production of wheat.
. Country A has an absolute advantage in the production of apples.
c. Country B has a relative advantage in the production of wheat.

n
[2]
B3]
4]
51

All the statements are correct
only aand b

onlyaandc

onlybandc

only ¢

‘Which of the following statements are correct?

& The more open a country’s ecanomy is, the more vulnerable it is to changes in economic
conditions in other countries.

b.  South Aftican citizens would be better off economically if the country did not engage in
international trade.

¢ Economic activities which take place within the borders of a country are revorded in the balance

of payments.
[1} aandb
“ 2] bande
3] onlya
4] onlyb
[5] onlyc
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Question 12 is based on Figure 1 which represents the impact of a specific import tariff on teddy bears.

Price per teckly bear (R}

FIGURE 1

1500 1750 2000 2250 2500

Quantty of teddy bears

The original domestic demand and supply curves of teddy bears before intemational trade are represented by
D and 8. The world price of teddy bears is R30,00,

12. Which of the following statements are correct?

a.

‘The equilibrium position of the market for teddy bears after intemational trade but without a
tariff is at point K.

Asstume an import tariff of R15,00 per teddy bear is imposed.

b.
c

2250 teddy bears are imported after international trade but with the imposition of the tariff.
The level of domestic production of 12ddy bears after international trade but with the imposition
of the tarifT is 1750.

m
(21
B3]
[
[51

All the statements are correct
only aand b

onlyaand ¢

onlybandc

Not [1], [2]. (3} or 4]

[TURN OVER]
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13, Which of the following statements are correct?

4 According to Say's law, goods and services will only be produced if there is a demand for them.

b, John Maynard Keynes argued that the level of cconomic activity is determined by aggregate
demand.

¢ Inthe Keynesian model there will always he an automatic tendency towards full employment if
the economy is operating at a level of income below the full-employment level.

[1] None of the statements is correct

2] oalya
B3] onlyb
[ onlye

[s] Not[1],[2], [3]or [4]

Question 14 is based on the following equation which refers to a model of a closed economy without a
govemnment sector.

C = 600+34Y.
14, Which of the following statements are correet?

2. S=-600+3/4Y.

b C=750at an income level of 1000.

. Theslope of the savings function is 1/4.

{1]  None of the statements is correct

2] onlya
3] onlyb
4] onlye

(8] Net{1], [2], [3] or [4]

(TURN OVER}
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Questions 15 and 16 are based on Figure 2 which illustrates a Keynesian model of a closed economy with a
povernment sector. Note: A proportional income tax is levied in the model.

1s.

16.

FIGURE 2

Which of the folfowing statements are correet?

a3

‘The marginal propensity to consume = 4/5.
The multiplier =

. Aggregate spending in the economy = R 1000 million.

1
)
o]
[4]
5]

All the statements are comect
onlyaandb

onlyaandc

onlybande

onlyc

‘Which of the following statements are correct?

In order to reach the full employment level of income, government could

a  encourage households 1o save a larger proportion of cach additianal unit of income they receive.
. decrease the tax rate.
¢ increase its spending by RS00 million.

M
121
31
14
5]

All the statements are correct
only aand b

onlya

onlyb

Not[1], 121, 3 or [4]
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‘Which of the following statements are correct”

a2 The crux of the multiplier is that a number of rounds of respending in the economy follows an
initial increase in autonomous spending.

b, Inaclosed economy without a government, the size of the multiplier depends on the marginal
‘propensity to consume.

¢ The introduction of government spending into the simple Keynesian mode! increases the size of
the multiplier.

[1] Al the statements are correct
[2] onlyaandb

3] onlyaandc

[4] onlybandc

[5] onlya

‘Which of the following statements are correct?

a. Ifinvestment s totally insensitive to changes in the interest rate, an increase in the money supply
will have no impact on (he real economy in the Keynesian transmission mechanism.

b The Keynesian ransmission mechanism is a direct transmission mechanism.

. Keynes regarded monetary policy as the ideal way of influencing aggregate production in the
economy.

[t Al the statements are correct
[2] onlyamndec

Bl onlya
[4] onlyb
[51 onlyc

‘Which of the following statements are correct?

a. The moncy macket is one of the most important markets in the real seotor of the economy.

b, According to the quantity theory of money the impact of a change in the money supply is
determined mainly by the interest rate.

. The monetarists believe that a significant increase in the money supply will increase prices in the
long run.

(1) All the statements are correct
[2] onlyaandb

3] onlyaadc

[] onlyb

[5] omlyc
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‘Which of the following statements are correct?

2. The aggregate demand and supply model (AD-AS model) secks to explain the general price level
and the aggregate production of goods and services.

b, Inthe AD-AS model, an increase in investment could lead to a simultancous increase in the price
Tevel and the level of production.

<. If aggregate supply is completely inelastic (for example at Y,), a decrease in aggregate demand
will lower the price Jevel but leave the level of total real production unchanged.

[1] Al the statements are correct
(2} onlyaandb

3] onlyaande

[4] onlybandc

[5] onlyb

Which of the following statements are correci?

a. Frictional unemployment is caused mainly by political frictian which gives rise to lower
economic growth.

b Structural unemployment can be attributed mainly 1o a temporary decline in the aggregate
demand for goods and services.

¢ Anincrease in the aggregate demand for goods and services can reduce eyclical unemployment.

[1] amndb
[2] aande
[3] bande
[4] onlyb
[5] onlyc

Which of the following statements are correct?

a. Creditors usually benefit from inflation.

b, Inflation is most harmful to workers covered by contracts which link their wages to the
consumer price index.

<. Demand-pull inflation can be caused by expansionary monetary and fiscal policy measures.

[1]  None of the statements is cotrect

2] bande
B] onlya
[4] onlyd
{5) onlyc

[TURN OVER]
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Question 23 is based on Figure 3 which represents two Phillips curves.

FIGURE 3

Inflation rate (%)

Unemployment rate (%)

23, Which of the following statements are correet?

a.  The Philtips curves show that as inflation increases, employment will fall.
b. A movement from point A to point B illustrates economic growth.
¢. A movement from point A to point B could have been the result of a suppty shock.

{1] Al the statements are correct
2] onlyaende

B3) onlya
4] onlyb
[5] onlyc

24.  Which of the following statements are correct?

a  Real GDP measures the impact of economic growth on pallution and environmental destruction.
b With the advent of high-speed computers, nawadays economists re eble to measure the size of

the informal sector accurately.
¢ Anincrease in real GDP per capita implies that income is more cvenly distributed in an

economy.

[1) None of the statements is correct

2] aendb
[3] onlva
4 onlyb
[5] onlyc

[TURN OVER]
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25, Which of the following statcments are correet?

2. Import substitution means that goods that were previously imported are now produced locally.
. Econommic growth is a broader concept than economic development
¢, Anincrease in the quantity and/or quality of the factors of production is a prerequisite for
sustained economic growth.

[1] Al the statements are correct
[2} onlyasndb

I3 onlyaande

[4] onlybande

[5] onlyb

Ak K EER

Your mark-reading sheet can get lost and you must therefor aiso write down your answers for Section B
i the spacc provided below.

1 p S 4. &
2, i 15. <
3 4 16. [
4. & 17. 23
5. 3 18. 3
6. 2 19. s
7. 2 20. \
[ 2 2. s
9. 3 22. <
10. \ 2. =
1. 3 24, \
12, 3 25. 3
13. 3

UNisa 2002




