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Use of a non-programmable pocket calculator 1s permissible
Closed book examination

This examination question paper remains the property of the University of South Africa and may not be
removed from the examination venue

This partial fill-in paper consists of 16 pages plus instructions for the completion of a mark-reading sheet
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 questions in this section

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

Please ensure that you use the correct unique number on the mark-reading sheet
If you are registered for ECS1601, use the unique number 482317
If you are registered for REC1601, use the unique number 497799

As your mark-reading sheet can get lost, you MUST also write down your answers for this section On the
last page of this paper space i1s provided for this purpose
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SECTION A [50 MARKS]
Answer ALL the following questions In the blocks provided
QUESTION 1 [8]
()  Name four basic properties an "item" must have in order to serve satisfactorily as money (4)
(n)  List four arguments for the use of trade barners (4
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QUESTION 2 [12]
(1 Use the Phillips curve to illustrate on the following diagram the trade-off between inflation
and unemployment (2)
0

{)  Gwen the AD-AS model

. lNlustrate on the following diagram how both unemployment and inflation can be decreased
at the same time Remember to label your diagram {(3)
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. Give one possible reason or policy measure that could result in the simultaneous reduction
of both unemployment and inflation (1)

(m)  Given the AD-AS model, use the following diagrams to Hlustrate the monetary transmission
mechanism Assume an increase In the interest rate Remember to label your diagrams (6)
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(10]

Given the following diagram of a Keynesian model of a closed economy without a government
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Calculate the multipher (Show all your calculations )

Give the equation of the total expenditure line A
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Assume an increase of 400 in autonomous spending will ensure that the full employment
level of income (Yf) will be reached Calculate the value of the fuli empioyment level of

income (Show all your calculations )

(@)

Given the following information

autonomous consumption spending
investment spending

government spending

exports

autonomous imports

multiplier

Calculate (Show all your calculaticns )

the equilibrnium level of iIncome

R300 m
R200 m
R350 m
R250 m
R100 m

total spending If the economy 1s at equilibnum
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QUESTION 4 [20]
(1 Distinguish between nationalisation and privatisation (2)

(m)  The South Afncan Minister of Trade and Industry has recently stated that a weakening of
the rand against the dollar wiil benefit exporters Explain why you agree/disagree with his
statement (3)

{m) Define fiscal policy and explain how the equilibrium level of income can be raised through
fiscal policy in a Keynesian model of the economy (8)
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(v} Briefly discuss two factors which impact on the effectiveness of monetary policy in the AD-

AS model (2)
(v) Explain how the government benefits from inflation via the tax system (3)
(vi) Distinguish between cyclical and seasonal unemployment (2)

*hhkk k kdkd
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SECTION B [50 MARKS]

Answer ALL the questions in this section on the mark-reading sheet which 1s supphed Each question is
worth 1% marks Note Only ONE statement per question Is correct

1 Macroeconomics Is least likely to be concerned with
[1] price levels
[2] relative prices
[3] the rate of inflation
[4] price indices

2 The following diagram shows the interaction between different sectors In the economy

A P
Factor services
h 4
B D E
Taxes
Goods N C
and services
What s represented by A, B, C, D and E?
A B C D E
(1] Households Firms Goods market | Factor market Foreign sector
2] Firms Goods market | Households Government Factor market
[3] Goods market | Firms Foreign sector | Government Factor market
(4] Factor market | Goods market | Government Financial market | Goods market

3 Capital formation means

{11 the addition to the quantity of money

[2] nvestment

[3] depreciation

[4] the addition to stocks, bonds and rmoney
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Classify the following financial instruments into the three broad monetary aggregates M1, M2 and

M3

(2]

3]

[4]

10 year government bond

91 day treasury bifl

R100 in notes and coins

R500 1n a current account deposit

1 year retall savings bond

3 month negotiable certificate of deposit (NCD)

M1 M2 M3

91 day treasury bill, R100 in notes and coins, | 3 month NCD

10 year government R500 current account 1 year retall savings
bond deposit bond

R100 in notes and coins, | 3 month NCD 10 year government

R500 current account
deposit, 91 day treasury
bill

1 year retall savings
bond

bond

3 month NCD, 91 day
treasury bill

R500 current account
deposit

10 year government
Bond

R100 notes and coins,
R500 current account

91 day treasury bill, 3
months NCD

10 year government
bond, 1 year retail

deposits savings bond

The South Afncan Reserve Bank primanly conducts monetary policy in response to

(1]
(2]
(3]
[4]

the demands of the government

the demand for notes and coins in the economy
nflationary pressures

exchange rate fluctuations and unemployment

Which of the following market instruments are used by the South African Reserve Bank for monetary
policy purposes?

[1]
[2]
[3]
(4]

cash reserve ratio, open market operations and the repo rate
money multiplier, transactions balances and speculative balances
hire purchase agreements, credit cellings and moral suasion
credit creation, bank supervision and moral suasion

The real interest rate 1s equal to

(1]
(2]
3]
[4]

the nominal interest rate plus the nsk ratio

the inflation rate divided by the nominal interest rate
the nominal interest rate minus the inflation rate

the nsk ratio of the loan times the nominal inflation rate
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As the interest rate , the opportunity cost of holding money and individuals

choose to hold money

[1] increases, Increases, more
[2] decreases, decreases, more
[3] Increases, decreases, iess
[4] decreases, Increases, more

The largest source of total tax receipts of the government i1s

[11 personal Income taxes
[2] company taxes

[3] value added taxes

[4] excise taxes

Samson earns R10 000 per month and pays R2 500 in the form of ncome tax His supervisor at
work, John, earns R20 000 per month and pays R5 000 in income tax What kind of a tax system s
applied to these two workers?

[1] progressive tax system
[2] regressive tax system
[3] proportional tax system
[4] indirect tax system

In order to raise revenue so as to finance the Gauteng e-tolling system, the South African
government decided to increase the level of Income tax This increase in income tax resulted in the
supply of labour falling with some workers opting not to go to work at all Which charactenstic of a
good tax system s violated by the government here?

(1] administrative simplicity
[2] benefit principle

(3] tax neutrality

[4] equity pnnciple

If the government iImposes an excise tax of R10 per unit on each bottle of Castle larger beer
produced by SAB Miller, who 1s the point of statutory incidence?

[1] SAB Miller

[2] consumers of Castle lager beer
[3] the government

[4] workers at SAB Miller

If a specific or unit tax of R5 1s imposed on a commodity ike cigarettes with inelastic demand, how s
the burden of this tax distributed?

[1] The tax will be distributed equally amongst all consumers and producers of cigarettes
[2] A larger tax burden will be borne by the producers

[3] A relatively larger tax burden will be borne by consumers of this good

[4] This tax will not iImpose any burden to either consumers or producers
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Comparative advantage 1s most easily expressed in terms of

(11  umts of labour used in the production process

{2] the units of all resources used n the production process
[3] output

[4] opportunity cost

Zimbabwe can produce a tonne of maize and two (2) tractors using one (1) unit of labor over a period
of one year The neighboring country Zambia can produce three (3) tonnes of maize and three (3)
tractors per unit of labor over the same period Which country has a comparative advantage and in
which commodity?

[1] Zimbabwe in maize production

[2] Zambia in tractors production

[3] Zimbabwe In the production of tractors

[4] Zambia n the production of both maize and tractors

A depreciation of a currency should lead to

[1] increased imports and an leftward shift of the aggregate demand curve

[2] anupward movement along the aggregate demand curve

[3] a nghtward shift of the aggregate demand curve

[4] less domestic employment and a rnightward shift of the aggregate demand curve

The value of the rand will tend to fall in relation to the dollar if

[1]  Amercan demand for South African wines Increases

[2] South African prices Increase

[8] the USA national income Increases

[4] the Amencan government restrict the number of South Africans traveling to the USA

The terms of trade means the ratio of

[1] exports to imports

[2] mports to exports

[8] domestic exchange rates to foreign exchange rates
[4]  export prices to iImport prices

The gross domestic product (GDP)

[1] includes doubie counting

[2] measures the value of what 1s produced in an economy

[3] measures the value of labour payments generated in an economy
[4] 15 generally less than government expenditure

Double counting
occurs as a result of the double entry bookkeeping systems
occurs when the value of output 1s calculated more than once

[1]
[2]
[3] 1s a weakness of the value added method of calculating GDP
[4] leads to an underestimation of the GDP
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The Lorenz curve plots

[1] the percentage of Income agamnst the percentage of people

[2] the percentage of Income against the percentage of spending

[3] the percentage of ncome against the number of years of education
[4] the percentage of spending against the percentage of people

In the Keynesian model GDP 1s determined by the

{11 level of taxes

[2] level of aggregate demand
[3] price level

[4] level of aggregate supply

At an income of R100 00¢, Tom spent R90 000 on consumer goods When Tom’s income rose to
R200 000, he spent R160 000 on consumer goods Tom's marginal propensity to consume is

1] 09
[2] 08
3] 07

[4] 1

Given the following information C =60, ¢ = 075, Y = 3000, and T = 800 The value of private
consumption expenditure 1s

(11 1590
[2] 1510
[3] 1710
[4] 2245
An increase In the marginal propensity to save will the multipher and

autonomous spending

f1]  reduce, reduce

[2] reduce, have no impact on
[3] increase, reduce

[4] have nompact, increase

If the marginal propensity to consume 1s 2/3, the tax rate 1/10 and the marginal propensity to import
1/10, the vaiue of the multiplier i1s

1] 2

2] 2%

[3] 3

4] 3%

According to the Keynesian model, an increase in income will cause In savings and

In consumption

[1] anncrease, an increase
[2] anincrease, a decrease
[3] no affect, an increase
[4] anncrease, no affect
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IfC=325+0,75and I=1500, equiibrium real GDP 1s
1] 1369
[2] 2433
[B] 6325
[4] 7300
As Iincome nses following an increase in autonomous net exports, tax revenue will and
induced imports will
[1] fall, fall
[2] fall, nse
[8] nse, fall
[4] nse, rnse
A fall in the price level will cause
[1] an upward shift of the aggregate demand curve
[2] adownward shift of the aggregate demand curve
[3] an upward movement along the aggregate demand curve
{4] adownward movement along the aggregate demand curve
Anncrease in autonomous consumption will cause a the aggregate expenditure curve
in the Keynesian model and a the aggregate demand curve In the AD-AS model

(1]
[2]
(3]
(4]

shift of, shift of

shift of, movement along
movement along, shift of
movement along, movement along

in the AD-AS model iIncreases in national income will tend to

[1]
[2]
[3]
[4]

Increase exports

Increase imports

increase both exports and imports
Increase gross exports, but not net exports

If the inflation rate decreases, it s hkely that

[1]
[2]
[3]
[4]

the economy 1S expenencing deflation

the price level 1s Increasing at a decreasing rate

the economy ts nearing the peak of the business cycle
unemployment 1s nearing zero

It the real interest rate 1s negative

[1]
[2]
[3]
[4]

the real value of a loan will increase

the inflation rate 1s higher than the nominal interest rate
the inflation rate 1s lower than the real interest rate

the inflation rate 1s lower than the nominal interest rate
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Bracket creep would be eliminated when tax rates are based on

[11  per capita income

[2] nomnal iIncome

[3] real disposable income
[4] realincome

An economy characterised by nsing prices during a period of high unemployment, I1s experiencing

[1] arecession
[2] adepression
[3] nflation

[4] stagflation

If the expected inflation rate 1s 5% and negotators agree that real wages should nse by 7%, the two
sides wilt agree to an increase In the money wage of

1] 2%
[2] 5%
B8] 7%
[4]  12%

Suppose ncminal GDP was R500 billion in 1990 and R750 billion in 2000 and the price iIndex was
200 1n 1990 and 300 in 2000 This means that in the ten years

[1] real GDP remained constant
[2] real GDP increased by 50%
[3] nominal GDP increased by 33,3%
[4] real GDP increased by 25%

Technological advances make it possible to

[1] produce more goods without using any resources
[2] obtain the same output by using fewer resources
[3] obtain the same output by using more resources

[4] lower labour productivity

In a modern mixed economy
(1] business cycles are a thing of the past
2] underconsumption is a recurnng threat

[3] automation threatens full employment
[4] demand management much improves economic performance

*hkhkk k ddkkk
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As your mark-reading sheet can get lost, you must also wnte down your answers for Section B in
the space provided below
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