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GRADE 12 SECTION C ECONOMICS

The circular flow

Study the following economic model and answer questions 1 to 5

1. This economic model represents:

 A      how prices are determined on various markets.
 B      the circular flow of a macro-economy.
 C      causes for inflation.
 D      the national aggregates of income and supply.
 
2. The market represented by (A) is the market for …
 
 A      factors of production.  B      goods and services.
 C      labour and entrepreneurship. D      international trade.
 
3. The flow indicated as (B) from Market (A) to Households indicates the flow of:
 
 A      factors of production.  B      the remuneration of factors of production.
 C      goods and services.  D      the remuneration for goods and services.
 
4.  If this model is in equilibrium, then it follows that:
 
 A      total income is equal to total expenditure.
 B      total income is greater than total expenditure.
 C      total income is less than total expenditure.
 D      there is no relation between total income and total expenditure.
 
5. Flows (C) and (D) respectively indicates:
 
 A      public goods and subsidies. B      subsidies and taxes.
 C      public goods and transfer payments. D      transfer payments and taxes.
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6.  The following was taken from the SARB Quarterly Bulletin (December 2019).

R million 2015 2016 2017 2018
Compensation of employees 1 912 083 2 072 859 2 225 800 2 320 179
Net operating surplus 1 079 222 1 123 567 1 226 323 1 249 182
Consumption of fixed capital 560 416 617 969 638 782 1 249 182
Taxes on production 81 169 85 519 92 072 101 936
Subsidies on production 7 983 8 356 9 653 6 492
Taxes on products 440 102 482 772 497 335 545 558
Subsidies on products 15 126 15 270 17 084 12 951
Extract from KB601

The value of the GDP at market prices for 2017 is:
 
 A      R 4 912 784 million  B      R 3 795 766 million
 C      R 4 653 575 million  D      R 3 617 796 million
 
7. What will the change in consumption be in a closed economy with no government if there is an increase in 

investment of R1 000 000, and the marginal propensity to save (mps) is 0,2?
 
 A      -R5 000 000 B      -R500 000 C      R500 000 D      R5 000 000
 
8.  What can the government do if the economy starts to show signs of inflation and they want to curb growth 

in the economy?
 
 A      Increase both taxes and imports.
 B      Decrease government expenditure and increase taxes.
 C      Increase both imports and the consumption of goods and services.
 D      Decrease taxes and increase government expenditure.

Business cycles

Study the following representation of the business cycle and answer questions 9 to 15.
 

9. The opposite of a trough is the point on a business cycle where:
 
 A      inflation is at its lowest.
 B      aggregate demand and cost leads to a decrease in investment.
 C      aggregate economic activity is decreasing.
 D      the unemployment rate is at its lowest.
 
10. The phase between a through and a peak on a business cycle can best be described as …
 
 A      a recovery point.    B      an expansion phase. C    a contraction phase.   D     an optimal output point.
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11.  During the recovery phase, the economic growth rate on a year-to-year basis is:
 
 A      negative, but at an increasing rate. B      negative, but at a decreasing rate.
 C      positive, but at an increasing rate. D      positive, but at a decreasing rate.
 
12. According to www.weforum.org, travel restrictions and quarantines as a result of Covid-19 affected 

hundreds of millions of people and have left Chinese factories short of labour and parts, disrupting 
justintime supply chains and triggering sales warnings across various industries. Based on this, which one of 
the following best explains the reasons for business cycles?

 
 A      Exogenous reasons     B      Endogenous reasons      C     Structural reasons       D      Monetary reasons
 
13.  The phase of a business cycle that occurs after a trough and when the growth rate is positive can be 

described as a _____ phase.
 
 A      boom B      contraction C      recession D      depression
 
14. In an effort to adjust economic growth, the government announces a decrease in taxes. This is an example of 

a/an:
 
 A      expansionary fiscal policy. B      contractionary fiscal policy.
 C      expansionary monetary policy. D      contractionary monetary policy.
 
15. Which one of the following changes in aggregate demand and aggregate supply will lead to a decrease in 

economic growth?
 
 A      An increase in aggregate demand while aggregate supply remains constant.
 B      An increase in aggregate supply while aggregate demand remains constant.
 C      A decrease in aggregate demand and a decrease in aggregate supply.
 D      An increase in aggregate demand and an increase in aggregate supply.

The public sector

16.  An economist tweets that he expects the inflation rate to increase with 1 percentage point this year, as the 
inflation rate has increased with 1 percentage point per year for the last 5 years. This is an example of …

 
 A      historical models.   B      econometric models.
 C      extrapolation.   D      moving averages.
 
17. Which graph depicts the South African income tax the best?
 

 A      Graph A B      Graph B C      Graph C D      Graph D
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18.  The sluggy snail is a large snail found in the shallow water of the rivers of Imaginary Island. These waters are 
so shallow, and so clear, that a single person may harvest many sluggy snails in a single day. The sluggy snail 
can best be described as a …

 
 A      common good. B      public good. C      collective good.  D      merit good.
 
19. The following are characteristics of goods:

(a) These goods have true personal benefit.
(b) These goods have a positive externality.
(c) People don’t realise or ignore the costs of using these goods.
(d) These goods have negative externalities.

 Merit goods are best described by:
 
 A      (a) and (b) B      (b) and (c) C      (c) and (d) D      (a) and (d)
 
20. Which one of the following is TRUE?
 
 A      In a free market, there will be overconsumption of merit goods, and underconsumption of demerit goods.
 B      In a free market, there will be overconsumption of both merit goods and demerit goods.
 C      In a free market, there will be underconsumption of merit goods and overconsumption of demerit goods.
 D      In a free market, there will be underconsumption of both merit goods and demerit goods.
 
21.  Which one of the following best describes a negative externality?
 

 A      A farmer grows orange trees which provide nectar for a nearby beekeeper who gains increased honey 
as a result of the farmer’s orchard.

 B      Private education ensures that the government saves the cost of a publicly funded school.
 C      Providing work to previously homeless people helps to reduce the social problem of homelessness.
 D      Non-organic farmers use fertilisers and pesticides which may cause health problems in the future.
 
22. The lockdown on social gatherings as a means to curb the spread of Covid-19 is an example of:
 
 A      increasing the accountability of the public sector.
 B      managing government spending programmes.
 C      government regulating economic activities.
 D      government curbing corruption.
 
23.  In order to overcome negative externalities, the economy needs some form of government intervention. 

Which one of the following would NOT work?
 
 A      Taxes can be reduced in order to increase the consumption of goods with negative externalities.
 B      Subsidies on goods with positive externalities can be increased.
 C      The government may place regulations which limit the externalities.

 D      The government could place incentives and make it easier to choose less costly environmental 
choices.

 
Foreign exchange markets

24. Which of the following is a reason not to promote free trade between countries?
 
 A      Less wastage as surplus raw materials are used.
 B      Domestic monopolies will face more competition from other countries.
 C      Structural unemployment may decrease.
 D      Developing economies may struggle to diversify their economy.
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25. Jane and Mike are working in Firm A. Jane can make 11 units of product A and 13 units of product B in 
one hour. Mike can make 10 units of product A and 3 units of product B in one hour. According to the 
information provided:

 
 A      Jane should produce both products A and B.
 B      Jane and Mike should carry on producing the number of units they are currently producing.
 C      Jane should specialise in product A and Mike should specialise in product B.
 D      Mike should specialise in product A and Jane should specialise in product B.
 
26. Possible reasons for a current account deficit are:

(a) Overvalued exchange rates where exports are more expensive, but imports are cheaper.
(b) High consumer spending leads to an increase in imports.
(c) Unbalanced economy where the economy focuses on consumer spending rather than investment and 

exports.
(d) If there is a decline in relative competitiveness, e.g. rising wage costs, industrial unrest or poor-quality 

goods, then it is harder to export.

 Which of the possibilities are TRUE?
 
 A      (a), (c) and (d)   B      (b) and (d)
 C      only (c)   D      (a), (b), (c) and (d)
 
On 21 February 2020, 1 South African Rand equalled 0,060 Euro. On 21 March 2020, 1 South African 
Rand equalled 0,053 Euro. Answer questions 27 and 28 based on these figures.
 
27. The Rand __________ against the Euro.
 
 A      devaluated B      revaluated C      depreciated D      appreciated
 
28.  On 21 March 2020, imports of €1 000 will …
 
 A      cost R2 201.25 more.  B      cost R2 201.25 less.
 C      cost the same.   D      Impossible to say.

29. In order to reduce a current account deficit, the government needs to intervene.

(a) Reduce consumer spending.
(b) Increase consumer spending.
(c) Supply side policies to improve competitiveness.
(d) Demand side policies to improve competitiveness.
(e) Devaluation of the exchange rate.
(f) Revaluation of the exchange rate.

 The best policies to attain the goal of reducing the current account deficit are:
 
 A      (a), (c) and (f ) B      (b), (d) and (e) C      (b), (d) and (f ) D      (a), (c) and (e)
 
30. Due to the Covid-19 virus, Country F experiences a decrease in productivity. This will cause the currency of 

Country F to _____ because goods are produced at a _____ price.
 
 A      appreciate; lower   B      depreciate; lower
 C      appreciate; higher   D      depreciate; higher
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