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This study guide is a resource designed to support high school
learners in mastering key concepts, improving their
understanding, and preparing for exams with confidence.
Whether vyou're aiming to strengthen your foundational
knowledge or excel in advanced topics, this guide provides clear
explanations, practical examples, and helpful study tips to make
learning more effective.

Each section of this guide is structured to break down complex
ideas into easy-to-understand explanations, ensuring that you
can grasp difficult topics at your own pace. Additionally, practice
guestions and revision strategies are included to help reinforce
your learning and test your knowledge.

Remember, success in your studies is not just about memorizing
facts but about developing a deeper understanding of the
material and applying it in different contexts. Stay curious, stay
motivated, and use this guide as a tool to enhance your learning
journey.
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Study Tips and Strategies for Grade 12 Economics

Preparing for your NSC Economics exam requires a smart study approach. Use these tips and
strategies to improve your understanding, retain key concepts, and perform well in your exams.

1. Plan Your Study Time Effectively

e Create a Study Timetable: Allocate specific time slots for each Economics topic.
o Prioritize Weak Areas: Spend more time on topics you struggle with.
e Set Study Goals: Aim to complete sections within a certain period.

2. Use Active Learning Techniques

e Summarize Notes: Write short summaries in your own words.

o Use Flashcards: Create cards for key terms and formulas.

e Teach Someone Else: Explaining a concept helps you understand it better.

e Use Mnemonics & Acronyms: These help memorize economic concepts faster.

3. Master Key Economics Concepts

¢ Understand Definitions: Economics has many specific terms—know them well.

e Learn Graphs & Diagrams: Many exam questions require drawing and explaining graphs (e.g.,
Circular Flow, Business Cycle).

e Apply Real-World Examples: Relate theories to real-life economic events in South Africa and
globally.

4. Practice Past Exam Papers

e Use NSC Past Papers: Familiarize yourself with exam-style questions.
e Answer Under Timed Conditions: Improve your speed and accuracy.
o Check Your Answers: Compare with memorandums to learn from mistakes.

5. Improve Exam-Writing Skills

e Understand Mark Allocations: Longer questions require detailed answers.

e Use the Correct Terminology: Examiners look for subject-specific words.

e Structure Your Answers: Use headings and bullet points where needed.

e Stay on Topic: Answer what is being asked, not what you think is being asked.
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6. Stay Organized & Motivated

o Keep Study Materials Neat: Organize notes, books, and past papers.
e Take Regular Breaks: Study in 45-minute sessions with 10-minute breaks.
e Stay Positive: Confidence improves performance.

7. Manage Stress Before the Exam

o Get Enough Sleep: A well-rested brain performs better.

e Eat Healthy Foods: Proper nutrition helps concentration.

e Arrive Early: Give yourself time to settle before the exam starts.

e Stay Calm & Focused: If stuck on a question, move on and return later.
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How to Use This Economics Study Guide

Introduction

This study guide is designed to help Grade 12 learners understand key concepts in Economics
and prepare effectively for their NSC exams. It provides summaries, explanations, example
questions, and practice exercises to strengthen your knowledge and exam skills.

How to Use This Study Guide Effectively

1. Understand the Structure of the Guide

e The guide is divided into different topics (e.g., Circular Flow, Business Cycles, Private Sector,
etc.).
e Each topicincludes:
o Key concepts and definitions
o Explanations and examples
o Practice questions and answers

2. Follow a Study Schedule

e Set a realistic timetable to go through each topic before your exams.
e Spend more time on areas where you need improvement.
e Tip: Study in short, focused sessions (e.g., 45 minutes of study, 10-minute break).

3. Read and Summarize Key Concepts

e Start by reading the definitions and explanations in each section.
e Use a notebook to write summary notes in your own words.
e Create mind maps or flashcards to help you remember important concepts.

4. Practice with Example Questions

e Answer the practice questions included in each section.
e Write your answers before checking the memorandum to test your knowledge.
e Pay attention to mark allocations and structure your answers accordingly.

5. Use Past Exam Papers

e Practice with previous NSC exam papers to familiarize yourself with exam-style questions.
e Set a time limit when doing past papers to improve your speed.
e Review your answers and identify mistakes to learn from them.
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6. Understand Graphs and Diagrams

e Many Economics questions require interpreting graphs (e.g., Business Cycle, Circular Flow
Model).
e Practice drawing and explaining these diagrams to reinforce your understanding.

7. Focus on Keywords and Concepts

e Economics exams often use specific terminology (e.g., "leakages," "injections,
demand").
e Learn the meanings of key terms and use them correctly in your answers.

aggregate

8. Test Yourself Regularly

e Use self-quizzes and study groups to test your knowledge.
e Explain concepts to a friend or study partner—it helps you retain information better.

9. Manage Exam Stress and Stay Motivated

e Stay positive and confident in your abilities.

o Get enough sleep, exercise, and healthy food to keep your mind sharp.

e Take short breaks during study sessions to stay focused and refreshed.
By following this guide, you will develop a strong understanding of Economics and improve
your exam performance. Stay consistent, practice regularly, and approach your studies with

confidence!

Good luck with your Economics exams!
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How to Answer Economics Exam Questions Effectively

To perform well in your Grade 12 NSC Economics exam, you need to understand how to
approach different types of questions strategically. Follow these guidelines to maximize your
marks.

1. Understand the Question Types

Exams usually consist of four types of questions:
(a) Multiple-Choice Questions (MCQs) (1 mark each)

e Read all options carefully before choosing an answer.
e Eliminate incorrect options to improve accuracy.
e If unsure, make an educated guess rather than leaving it blank.

Example:

Which of the following is a leakage in the Circular Flow Model?
A) Government spending

B) Exports

C) Savings

D) Investment

Correct Answer: C) Savings
(b) Short-Answer Questions (2—6 marks each)

e Keep answers clear and concise.
e Define key terms and provide examples where possible.
e If a question has multiple marks, ensure you give enough points.

Example:
Define "inflation™ and explain its impact on consumers. (4 marks)

Correct Answer:
e Definition (2 marks): Inflation is the general increase in the price level of goods and services
over time.

e Impact on consumers (2 marks): Reduces purchasing power, making goods and services more
expensive.

Copyright © E. Sithole 2025 9 Private tutor (UDU TUITION)



Grade 12 Economics Study Guide & Worksheet

(c) Data Response Questions (4—8 marks each)

e Analyze the given table, graph, or scenario before answering.
e Look for trends, patterns, or key figures in the data.
e Use economic terminology in your response.

Example:
Refer to the business cycle graph provided. Identify the phase where unemployment is highest
and explain why. (6 marks)

Correct Answer:

e Phase (2 marks): Trough
e Explanation (4 marks): During a trough, economic activity is at its lowest, leading to reduced
production and job losses. Businesses cut costs due to low consumer demand.

(d) Essay Questions (10—12 marks each)

e Structure your answer properly:
o Introduction (2 marks): Define key terms and outline your argument.
o Body (6-8 marks): Provide detailed explanations with examples. Use subheadings or
paragraphs for each point.
o Conclusion (2 marks): Summarize key points and provide a final insight.

Example:
Discuss the role of government intervention in the economy. (12 marks)

Correct Answer (Outline):

1. Introduction (2 marks): Define government intervention and state its purpose.
2. Body (6-8 marks):
o Fiscal policy (taxation & government spending)
o Monetary policy (interest rates & money supply)
o Protection of consumers and businesses (regulations)
o Addressing market failures (public goods, externalities)
3. Conclusion (2 marks): Government intervention helps stabilize the economy but must be
balanced with free-market forces.

2. Use the Mark Allocation to Guide Your Answer

e If a question is worth 2 marks, provide a brief answer with one key fact.
e If a question is worth 4—-6 marks, provide detailed explanations with examples.
e If a question is worth 10+ marks, use a structured approach with multiple points.
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3. Use Economic Terminology

e Avoid general language; use correct economic terms.
e Example: Instead of saying "the economy is bad," say "GDP has declined, leading to a recession."

4. Manage Your Time Wisely

e Don’t spend too much time on one question.
e Plan essay answers before writing to stay organized.
e Leave time to review your answers for errors.
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Basic Economic Concepts

1. Scarcity, Choice, and Opportunity Cost

Scarcity

e Scarcity refers to the limited availability of resources compared to unlimited human wants and
needs.

e Because resources (such as land, labor, capital, and entrepreneurship) are finite, societies must
make decisions about how to allocate them efficiently.

Choice

e Due to scarcity, individuals, businesses, and governments must make choices about how to use
available resources.
e These choices involve deciding what to produce, how to produce, and for whom to produce.

Opportunity Cost

e Opportunity cost is the value of the next best alternative foregone when making a choice.
e It represents the benefits that could have been gained from choosing a different option.

Example:

If a government decides to spend money on healthcare instead of building roads, the opportunity
cost is the better infrastructure that could have been developed.

2. Economic Systems (Market, Command, Mixed)

Economic systems define how a country allocates its resources and makes economic decisions.
(a) Market Economy (Capitalism)

e Economic decisions are made by private individuals and businesses based on supply and
demand.

o The government has a minimal role in economic activities.

e Prices are determined by the free market.

Advantages:
Encourages innovation and efficiency.
Competition leads to better quality goods and services.
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Disadvantages:
€ Can lead to income inequality.
X Public goods (e.g., healthcare, education) may be underprovided.

Example: The United States follows a mostly market-based system.
(b) Command Economy (Socialism/Communism)

e The government controls all economic activity, including production, pricing, and distribution.
e No private ownership of resources; all resources belong to the state.

Advantages:
Can reduce income inequality.
Provides essential services (e.g., healthcare, education) for free.

Disadvantages:
€ Lack of innovation and efficiency.
2 Government may not allocate resources efficiently.

Example: North Korea operates a command economy.
(c) Mixed Economy

e Combines elements of both market and command economies.
e Private businesses exist, but the government regulates industries and provides public goods.

Advantages:
Balances efficiency with social welfare.
Reduces the risks of extreme capitalism or socialism.

Disadvantages:
€ Too much government intervention can limit business growth.
€ Bureaucracy may slow economic processes.

Example: South Africa is a mixed economy—it has both private businesses and government-
controlled sectors like healthcare and education.

3. Factors of Production

The factors of production are the resources needed to produce goods and services. These
include:
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(a) Land

¢ Includes all natural resources such as minerals, water, forests, and farmland.
e These resources are used to produce goods and services.

Example: Gold mines in South Africa contribute to economic activity.
(b) Labor

e Refers to the human effort (physical and mental) used in production.
e The quality of labor depends on education, skills, and training.

Example: A factory worker assembling cars or a teacher providing education.
(c) Capital
¢ Includes man-made resources used to produce other goods and services.
e Capital can be divided into:
o Physical capital: Machinery, tools, buildings.

o Financial capital: Money used for investment.

Example: A bakery's ovens and delivery trucks are part of its capital.
(d) Entrepreneurship

e Entrepreneurs combine land, labor, and capital to create businesses.
e They take risks to innovate and generate profit.

Example: Elon Musk starting Tesla and SpaceX.
Understanding scarcity, economic systems, and factors of production is crucial in Economics.

These concepts form the foundation for analyzing economic decisions, policies, and market
behavior.
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Chapter 1: Circular flow in an open economy

BUSINESSES

1.1 Understanding the circular flow model

1. Definition of the circular flow model

The circular flow model is an economic model that illustrates how money, goods, and services
move between different sectors in an economy. It shows the interaction between households,
businesses, government, and foreign sectors through the exchange of goods, services, and
factors of production.
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3. The four-sector model (Expanded Circular Flow)

El

Households — Provide factors of production (labour, capital, land) and receive income.
Firms — Produce goods and services in exchange for revenue.

Government — Collects taxes and provides public goods.

Foreign Sector — Engages in trade (exports & imports).

2. The two-sector model (Basic Circular Flow)

The simplest version of the model includes only households and firms (businesses):

Households own the factors of production (land, labor, capital, and entrepreneurship) and sell
them to firms in exchange for income (wages, rent, interest, and profit).

Firms use these factors to produce goods and services, which they sell to households.

Money flows from households to firms when they purchase goods and services, while income
flows back to households through wages and profits.

3. Key components of the circular flow model

Factor Market — Where households sell resources (labor, land, capital) to businesses.

Goods and Services Market — Where businesses sell their products to households and other
buyers.

Leakages — Money that leaves the economy (savings, taxes, and imports).

Injections — Money added to the economy (investment, government spending, and exports).

4. Importance of the circular flow model

Explains how income and spending circulate in an economy.
Helps in understanding economic activity, national income, and employment levels.
Shows the impact of government policies, trade, and investment on economic growth.

By analyzing the circular flow model, economists can understand how different sectors interact
and how changes in one sector can affect the entire economy.

Key Flows in an open economy:

Real flow: Movement of goods, services, and factors of production.
Money flow: Movement of income and expenditure.

Leakages: Savings (S), Taxes (T), and Imports (M).

Injections: Investment (1), Government Spending (G), and Exports (X).
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Equilibrium Condition:

Total Leakages = Total Injections
(S+T+M)=(1+G+X)

1. Definition of Equilibrium

In economics, equilibrium refers to a state where economic forces such as supply and demand
are balanced, and there is no tendency for change. It occurs when the quantity of goods and
services demanded by consumers equals the quantity supplied by producers at a given price.

2. Types of Equilibrium

e Market Equilibrium: This happens when the quantity demanded equals the quantity supplied,
resulting in a stable price level.

e Consumer Equilibrium: A consumer reaches equilibrium when they maximize their satisfaction
(utility) given their budget constraints.

e Producer Equilibrium: A firm achieves equilibrium when it maximizes profit by producing at the
level where marginal cost (MC) equals marginal revenue (MR).

3. Market Equilibrium and Graphical Representation
In a market, equilibrium is found where the demand and supply curves intersect.

e If demand exceeds supply (shortage), prices will rise until equilibrium is restored.
o If supply exceeds demand (surplus), prices will fall until equilibrium is reached.
e At equilibrium price (P.), the quantity demanded (Q.) equals the quantity supplied.

4. Changes in Equilibrium
Equilibrium can shift due to:

e Changes in demand (e.g., increase in income, consumer preferences, or population growth).
e Changes in supply (e.g., changes in production costs, technology, or availability of resources).
e Government intervention (e.g., price ceilings, price floors, and taxes).

5. Importance of Equilibrium in Economics
e Helps in determining the most efficient allocation of resources.
e Ensures price stability in the market.

e Guides businesses in making production and pricing decisions.

Understanding equilibrium is essential for analyzing how markets function and how different
factors influence prices and quantities in an economy.
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Example Questions:

Question 1:

In the circular flow model, households provide firms with:
A) Goods and services

B) Factors of production

C) Taxes

D) Government spending

Answer: B) Factors of production

Question 2:

Which of the following is an example of a leakage in the circular flow model?
A) Investment

B) Government spending

C) Exports

D) Savings

Answer: D) Savings

Question 3:
Explain what happens when there is an increase in government spending in the circular flow model.

Answer:

An increase in government spending acts as an injection into the economy. This means more money flows into
businesses through government purchases of goods and services. As a result, businesses experience higher demand,
leading to increased production, job creation, and higher household incomes. This, in turn, boosts consumer
spending, stimulating economic growth.

Question 4:
Describe the role of firms in the circular flow model.

Answer:

Firms play a crucial role in the circular flow model by producing goods and services using factors of production
(land, labor, capital, and entrepreneurship) provided by households. They sell these goods and services in the
product market, generating revenue. Firms also pay households wages, rent, interest, and profit, which allows
households to consume goods and services, keeping the economy moving.

Question 5:
Discuss the impact of increased imports on the circular flow of income.

Answer:

Imports represent a leakage in the circular flow model because money flows out of the domestic economy to
foreign producers. When households and firms spend more on imported goods and services, less money circulates
within the national economy, reducing demand for locally produced goods. This can lead to lower production, job
losses, and slower economic growth. However, imports also provide consumers with more choices and can
encourage domestic firms to improve efficiency and competitiveness. If balanced with strong exports, the overall
effect on the economy can be positive.
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1.2 National Account Aggregates & Conversions

1. Definition of National Account Aggregates

National account aggregates refer to key economic measures that help determine the overall
economic performance of a country. These indicators provide insights into the production,
income, and expenditure of an economy.

2. Key national account aggregates

1. Gross Domestic Product (GDP) — The total value of all final goods and services produced within
a country’s borders in a given period.

2. Gross National Product (GNP) — The total value of goods and services produced by a country's
citizens, including income from abroad.

3. Net Domestic Product (NDP) — GDP minus depreciation (loss of value of capital goods over
time).

4. Net National Product (NNP) — GNP minus depreciation.

Gross National Income (GNI) — GDP plus net income received from abroad.

6. Disposable Income — The income available to households after taxes are deducted and
government transfers are added.

b

3. Conversions between aggregates

To move from one national aggregate to another, certain adjustments are made:

e GDP to GNP:
GNP=GDP+NetPrimarylncomefromtheRestoftheWorldGNP = GDP + Net Primary Income from
the Rest of the World
e GNP to NNP:
NNP=GNP-DepreciationNNP = GNP - Depreciation
e GDP to NDP:
NDP=GDP-DepreciationNDP = GDP - Depreciation
e GNI to Disposable Income:
Disposablelncome=GNI-Taxes+TransfersDisposable Income = GNI - Taxes + Transfers

4. Methods of calculating GDP

1. Production Method — Measures GDP by adding the value of all final goods and services
produced.

2. Income Method — Measures GDP by adding all incomes earned (wages, rent, interest, and
profit).

3. Expenditure Method — Measures GDP by summing total spending:
GDP=C+|l+G+(X-M)GDP =C+ 1+ G + (X - M)

Where:
o CC=_Consumption
o Il =Investment

o GG = Government Spending
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o XX =Exports
o MM =Imports

5. Importance of national account aggregates

e Helps measure economic growth and development.

e Provides data for economic policy decisions.

e Allows comparison of economic performance across countries.
e Assists businesses and investors in making financial decisions.

Understanding these aggregates and conversions is essential for analyzing the economic health
of a country and making informed financial and policy decisions.

SUMMARY: National income is measured using different methods:

1. Production Method — Measures GDP by adding the value of all goods and services produced.
2. Income Method — Sums all factor earnings (wages, rent, interest, profits).
3. Expenditure Method — Adds total spending (C+ 1+ G + (X - M)).

Key aggregates:

e GDP (Gross Domestic Product): Total output within a country.
¢ GNP (Gross National Product): GDP + Net Income from Abroad.
e NNP (Net National Product): GNP — Depreciation.
¢ Nominal vs Real GDP:

o Nominal GDP: Measured at current prices.

o Real GDP: Adjusted for inflation using a base year.

e GDP at Market Prices to GDP at Factor Cost:

GDP at Market Price - Indirect Taxes + Subsidies = GDP at Factor Cost
¢ Real GDP Calculation:

Real GDP = (Nominal GDP + Price Index) x 100

Example Question:

Question:
A country's economic data for a given year is as follows:

e Gross Domestic Product (GDP) = R5,000 billion

e Net Primary Income from the Rest of the World = R200 billion
e Depreciation = R300 billion

e Taxes on income and wealth = R400 billion

e Transfers received by households = R150 billion
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Calculate the following:

1. Gross National Product (GNP)
2. Net National Product (NNP)
3. Disposable Income

Answer:

1. Gross National Product (GNP)
GNP=GDP+NetPrimarylncomefromtheRestoftheWorldGNP = GDP + Net Primary
Income from the Rest of the World
GNP=R5,000billion+R200billionGNP = R5,000 billion + R200 billion
GNP=R5,200billionGNP = R5,200 billion

2. Net National Product (NNP)

NNP=GNP-DepreciationNNP = GNP - Depreciation
NNP=R5,200billion—R300billionNNP = R5,200 billion - R300 billion
NNP=R4,900billionNNP = R4,900 billion

3. Disposable Income
DisposableIncome=GNI—-TaxesonIncomeandWealth+TransfersDisposable Income = GNI
- Taxes on Income and Wealth + Transfers
DisposableIncome=R5,200billion—R400billion+R 150billionDisposable Income = R5,200
billion - R400 billion + R150 billion
Disposablelncome=R4,950billionDisposable Income = R4,950 billion

Thus, the calculated values are:
e GNP =R5,200 billion
e NNP = R4,900 billion

e Disposable Income = R4,950 billion

This example shows how national account aggregates are linked and how they are converted
using simple formulas.
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The Multiplier Effect

1. Definition of the multiplier

The multiplier effect refers to the process by which an initial increase in spending (investment,
government spending, or exports) leads to a larger overall increase in national income and
economic activity. It shows how changes in spending ripple through the economy, creating
multiple rounds of income and expenditure.

How the multiplier works

When an injection (e.g., investment, government spending, or exports) enters the economy;, it
increases income for businesses and households. A portion of this income is spent on goods
and services, generating further income for others. This cycle continues multiple times, but
each round of spending gets smaller due to leakages (savings, taxes, and imports).

For example:
e The government builds a school (initial injection).
e Construction workers receive wages and spend part of their income on goods and services.
e Businesses supplying materials for construction also earn income and pay their workers.
e These workers and businesses continue spending, leading to further increases in income and

output.

3. Formula for the multiplier
The multiplier (k) is calculated using the following formula:
k=11-MPCk = \frac{1}{1 - MPC}
or
k=1MPS+MPT+MPMk = \frac{1{MPS + MPT + MPM}
Where:
e MPC (Marginal Propensity to Consume) = The fraction of additional income that is spent.
e IMPS (Marginal Propensity to Save) = The fraction of additional income that is saved.
e MPT (Marginal Propensity to Tax) = The fraction of additional income paid as taxes.
¢ MPM (Marginal Propensity to Import) = The fraction of additional income spent on imports.
4. Example Calculation

If the MPC = 0.8, the multiplier is:

k=11-0.8=10.2=5k = \frac{1}{1 - 0.8} = \frac{1}{0.2} =5
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This means that an initial injection of R1,000 will result in a total income increase of:

5x1,000=R5,0005 \times 1,000 = R5,000

5. Importance of the multiplier

e Helps policymakers understand the impact of fiscal policies (e.g., government spending and tax
cuts).

e Shows how investment can stimulate economic growth.

e Explains why some economies grow faster when they have high MPC and fewer leakages.

6. Factors that affect the multiplier

e High MPC leads to a larger multiplier effect, as more money is spent.
e High leakages (savings, taxes, and imports) reduce the multiplier’s impact.
e Confidence and economic stability can influence how much people spend or save.

The multiplier effect demonstrates how economies respond to changes in spending. A small
increase in investment or government spending can lead to a much larger overall boost in
economic activity, making it a key concept in fiscal policy and economic growth.

Example Questions

1. Multiple Choice Questions

Question 1:

If the marginal propensity to consume (MPC) is 0.75, what is the multiplier?
A) 2

B)3

C)4

D)5

Answer: C) 4
Explanation: The multiplier formula is:

k=11-MPC=11-0.75=10.25=4k = \frac{1H{1 - MPC} = \frac{1}{1 - 0.75} = \frac{1}40.25} = 4

Question 2:

Which of the following will reduce the size of the multiplier?
A) An increase in the marginal propensity to consume

B) A decrease in taxes

C) An increase in imports

D) An increase in government spending
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Question 3:
Explain how the multiplier effect works when the government increases spending on
infrastructure.

Answer:

When the government spends money on infrastructure (e.g., building roads or schools), it pays
construction firms and workers. These workers receive wages and spend part of their income on
goods and services, increasing business revenue. Businesses then hire more workers or buy more
supplies, creating further rounds of income and spending. This process continues, leading to a
greater total increase in national income than the initial government spending.

Question 4:
If the marginal propensity to save (MPS) is 0.2, what is the value of the multiplier?

Answer:
Since MPS=0.2MPS = 0.2, and knowing that MPS+MPC=1MPS + MPC =1, we find:

MPC=1-0.2=0.8MPC=1-0.2=0.8

Now, using the multiplier formula:

k=11-MPC=11-0.8=10.2=5k = \frac{1H{1 - MPC} = \frac{1}{1 - 0.8} = \frac{140.2} =5
So, the multiplier is 5.

Question 5:
Discuss the factors that influence the size of the multiplier and its impact on the economy.

Answer:

The size of the multiplier is influenced by the marginal propensity to consume (MPC),
marginal propensity to save (MPS), taxation (MPT), and imports (MPM). A higher MPC
increases the multiplier because more income is spent rather than saved, while high savings,
taxes, and imports reduce the multiplier since they create leakages.

A large multiplier effect can stimulate economic growth by amplifying the impact of government
spending, investments, or exports. It can reduce unemployment and increase overall demand in
the economy. However, if leakages are high, the multiplier’s effect is weaker, limiting economic
expansion. Policymakers use this concept to design fiscal policies that maximize economic
growth and stability.
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Chapter 2: Business Cycles

Business Cycles and Types of Business Cycles

1. Definition of business cycles

A business cycle refers to the fluctuations in economic activity over a period of time. It consists
of alternating periods of economic growth and decline, measured by changes in Gross
Domestic Product (GDP), employment, and production levels. Business cycles occur due to
shifts in supply and demand, investment levels, and external factors like government policies or
global events.

2. Phases of the business cycle
A typical business cycle has four key phases:

1. Expansion (Boom/Growth Phase):
o Economic activity increases, leading to higher GDP.
o Employment and consumer confidence rise.
o Businesses invest more, leading to higher production and profits.
2. Peak (Prosperity Phase):
o The economy reaches its highest level of growth.
o Inflation may start rising due to high demand.
o Interest rates might increase as central banks try to control inflation.
3. Contraction (Recession/Slowdown Phase):
o Economic activity starts declining.
o Unemployment rises as businesses cut costs.
o Consumer spending decreases, leading to lower business profits.
4. Trough (Depression/Recovery Phase):
o The economy reaches its lowest point.
o Businesses and consumers regain confidence, and recovery begins.
o Government policies (such as tax cuts or interest rate reductions) help stimulate growth.

Business cycles can be classified based on their duration and causes:

These cycles follow the standard phases of expansion and contraction and are driven by
changes in demand, production, and investment.

e  Occur within a year due to changes in seasons and consumer demand.
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e Example: Increased retail sales during the December holiday season.
C) Structural business cycles

e Caused by long-term changes in industries, technology, or demographics.
e Example: The decline of coal mining due to the shift to renewable energy sources.

D) Financial business cycles

e Caused by changes in interest rates, credit availability, and financial crises.
e Example: The 2008 Global Financial Crisis led to a severe recession.

E) External business cycles

e Caused by external factors like global trade, wars, pandemics, or natural disasters.
e Example: The COVID-19 pandemic caused economic contractions worldwide.

4. Importance of understanding business cycles

e Helps businesses plan investments and production.
e Assists governments in designing economic policies to manage recessions and inflation.
e Helps individuals make informed decisions about jobs and savings based on economic trends.

Business Cycles Graph

2.1 Composition and features of business cycles
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A business cycle consists of alternating periods of expansion and contraction in an economy.
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Phases of the business cycle:

Expansion — Rising GDP, low unemployment, increasing spending.
Peak — Maximum GDP, high inflation risks.

Contraction (Recession) — Falling GDP, rising unemployment.
Trough — Lowest economic point, may lead to depression.

El

Key Features of business cycles:

o Duration: The time between peaks or troughs.
o Amplitude: The severity of the fluctuations.
e Trend Line: Long-term economic growth pattern.

2.2 Government policies in business cycles

Governments use monetary and fiscal policies to stabilize business cycles.
1. Monetary policy (Controlled by the Central Bank)

e Expansionary Policy (During recession):
o Lower interest rates to encourage borrowing.
o Increase money supply to stimulate spending.
e Contractionary Policy (During inflation):
o Increase interest rates to reduce spending.
o Reduce money supply to control inflation.

2. Fiscal Policy (Controlled by the Government)

e Expansionary Fiscal Policy (During recession):
o Increase government spending.
o Cut taxes to boost disposable income.
e Contractionary Fiscal Policy (During inflation):
o Reduce government spending.
o Increase taxes to control demand.

2.3 Forecasting business cycles

Economists predict business cycles using leading, lagging, and coincident indicators.
e Leading Indicators: Predict future trends (e.g., stock market trends, new business registrations).

e Lagging Indicators: Confirm past trends (e.g., unemployment rates).
e Coincident Indicators: Change at the same time as the economy (e.g., GDP growth rates).
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Example Questions

Question 1:

Which of the following is a characteristic of the expansion phase in a business cycle?
A) High unemployment rates

B) Declining consumer confidence

C) Increased investment and production

D) Decreasing GDP

Answer: C) Increased investment and production

Question 2:

What phase of the business cycle is characterized by low economic activity and high
unemployment?

A) Expansion

B) Peak

C) Contraction

D) Trough

Answer: D) Trough

Question 3:
Define a business cycle and name its four main phases.

Answer:
A business cycle is the fluctuation of economic activity over time, consisting of alternating
periods of growth and decline. The four main phases are:

Expansion (Boom/Growth Phase)
Peak (Prosperity Phase)

Contraction (Recession Phase)
Trough (Depression/Recovery Phase)

= @3N

Question 4:
Explain the difference between seasonal business cycles and structural business cycles.

Answer:

e Seasonal business cycles occur within a short period (usually a year) due to changes in seasons
and consumer behavior. Example: Increased tourism during summer.

e Structural business cycles occur over a longer period due to fundamental changes in industries,
technology, or demographics. Example: The decline of typewriter production due to the rise of
combputers.
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Chapter 3: The Public Sector

3.1 Role of the public sector

The government plays a key role in the economy by:

e Providing Public Goods (e.g., roads, education, healthcare).
e Regulating the Economy (e.g., price controls, labor laws).
e Redistributing Income (e.g., social grants, tax policies)

3.2 Government revenue and expenditure

Below are the sources of government revenue:

1. Taxes (e.g., personal income tax, VAT).
2. Borrowing (e.g., issuing government bonds).
3. Profits from State-Owned Enterprises (e.g., Eskom, Transnet).

Types of government expenditure:

1. Current Expenditure — Day-to-day spending (e.g., salaries for government workers).
2. Capital Expenditure — Infrastructure projects (e.g., roads, hospitals).
3. Transfer Payments — Social grants, pensions, subsidies.

3.3 Government policy objectives

Economic Growth — Policies to increase GDP.

Full Employment — Reducing unemployment through job creation programs.
Price Stability — Controlling inflation via monetary policy.

Redistribution of Wealth — Ensuring fairer income distribution.
Environmental Sustainability — Implementing green policies.

ik wn e

3.4 Challenges facing the public sector

Corruption and Mismanagement — Inefficient use of funds.

Tax Evasion — Loss of government revenue.

Budget Deficits — When government spending exceeds revenue.

Service Delivery Protests — Public dissatisfaction with government performance.

PN PRE

Key Exam Tips:

e Use diagrams to explain the Circular Flow and Business Cycles.
e Understand how national account aggregates are calculated and converted.
e Know the effects of multiplier effects and government interventions.
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Example Questions

Question 1:

Which of the following best describes the private sector?
A) Businesses owned and controlled by the government

B) Organizations that provide public goods and services

C) Enterprises owned by individuals and private companies
D) Economic activities controlled by state-owned entities

Answer: C) Enterprises owned by individuals and private companies

Question 2:

Which of the following is an example of a private sector business?
A) A public hospital

B) A government school

C) A family-owned grocery store

D) A municipal water supply company

Answer: C) A family-owned grocery store

Question 3:
Define the private sector and explain its main purpose.

Answer:

The private sector consists of businesses and organizations that are owned and operated by
individuals or private companies, rather than the government. Its main purpose is to generate
profit by producing goods and services that satisfy consumer demand.

Question 4:
Identify two advantages and two disadvantages of the private sector.

Answer:
Advantages:
1. Efficiency and Innovation — Competition encourages businesses to improve products and
services.
2. Job Creation — The private sector provides employment opportunities, contributing to
economic growth.
Disadvantages:
1. Profit-Driven Focus — Some businesses may prioritize profit over ethical considerations, such as

fair wages.
2. Income Inequality — Wealth is often concentrated among business owners and investors,
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Question 5:
Discuss the role of the private sector in economic growth and development.

Answer:

The private sector plays a key role in economic growth by driving investment, innovation, and
job creation. Private businesses produce goods and services that meet consumer needs,
increasing productivity and efficiency. The private sector also generates tax revenue for the
government, which funds public services. However, challenges such as market failures,
unethical business practices, and income inequality must be addressed through regulation and
corporate responsibility.

Question 6:
Compare and contrast the private sector and the public sector in terms of ownership, objectives,
and impact on the economy.

Answer:

e Ownership: The private sector is owned by individuals and businesses, while the public sector
is controlled by the government.

e Objectives: The private sector aims to make profits, whereas the public sector focuses on
providing essential services and economic stability.

e Economic Impact: The private sector contributes to innovation, job creation, and competition,
while the public sector ensures social welfare, infrastructure development, and regulation of
markets.

Both sectors are essential for a balanced economy, as they complement each other in providing
goods, services, and economic stability.

e Be familiar with policy measures for economic stability.
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EXAM PREPARATION QUESTIONS

Exam questions on the circular flow model

SECTION A
Question 1:
Multiple-Choice Questions (1 mark each)

1. Inthe circular flow model, which sector provides factors of production?
A) Businesses
B) Households
C) Government
D) Foreign sector

Answer: B) Households

2. What is an example of a leakage in the circular flow model?
A) Investment
B) Government spending
C) Imports
D) Wages

Answer: C) Imports

3. Inan open economy, which sector engages in trade with foreign countries?
A) Household sector
B) Business sector
C) Government sector
D) Foreign sector

Answer: D) Foreign sector
4. Akey role of the government in the circular flow model is to:
A) Maximize profits
B) Provide public goods and services
C) Reduce exports

D) Increase unemployment

Answer: B) Provide public goods and services
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SECTION B
Question 2:
Short Answer Questions (2—4 marks each)

2.1 Define the circular flow model and explain its purpose.

o Answer: The circular flow model is an economic model that illustrates how money,
goods, and services flow between different sectors of the economy. It helps to show the
interaction between households, businesses, government, and the foreign sector.

2.2 Identify and explain two injections in the circular flow model.

o Answer:
1. Investment (I): When businesses spend money on capital goods (e.g.,
machinery, infrastructure), it adds to the economy.
2. Government spending (G): The government injects money into the economy by
providing public goods and services like healthcare and education.

2.3 Differentiate between leakages and injections in the circular flow model.
Answer:
» Leakages are money that exits the circular flow, reducing economic activity
(e.g., savings, taxes, and imports).
= Injections are money that enters the circular flow, increasing economic activity
(e.g., investment, government spending, and exports).
2.4 Explain the role of financial institutions in the circular flow model.
Answer: Financial institutions (e.g., banks) act as intermediaries between savers and

borrowers. They collect savings (leakage) from households and businesses and provide loans (injection)
for investment and consumption, keeping the economy active.
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SECTION C
Question 3:
Data Response Questions (4—6 marks each)

Use the diagram below to answer the questions that follow:

(Imagine a diagram of the circular flow model showing households, businesses, government,
and the foreign sector with arrows representing money and goods/services flow.)

3.1 Identify two flows of income in the circular flow model and explain their
significance.

o Answer:
1. Factor payments (wages, rent, interest, profit): Paid by businesses to
households in exchange for factors of production.
2. Consumer spending (expenditure on goods and services): Households spend
money on goods and services, generating revenue for businesses.

3.2 Explain how an increase in exports affects the circular flow of income.

e Answer: An increase in exports brings money into the economy (an injection), leading to higher
production, job creation, and economic growth. Businesses earn more revenue, allowing them
to invest further, increasing household incomes and spending.

SECTION D: Essay Question (10-12 marks)

11. Discuss the importance of the circular flow model in understanding economic activity. In
your discussion, explain the different sectors involved and how government policies can
influence the flow of income.

Answer Outline:

¢ Introduction: Define the circular flow model and its purpose in economics.
e Main Body:
o Explain the four sectors (households, businesses, government, foreign sector) and their
roles.
o Discuss leakages and injections.
o Analyze how government policies (e.g., taxation, spending, interest rates) impact the
flow of money.
e Conclusion: Summarize the model’s importance in economic decision-making and policy
planning.
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Economics NSC: Additional Exam Questions on the Circular Flow
Model

SECTION A
Question 1:
Multiple-Choice Questions (1 mark each)

1.1 Which of the following is a leakage in the circular flow of income?
A) Exports

B) Investment

C) Government spending

D) Savings

Answer: D) Savings

1.2 What is the main role of households in the circular flow model?
A) To produce goods and services

B) To pay taxes and regulate markets

C) To provide factors of production and consume goods/services
D) To control inflation and unemployment

Answer: C) To provide factors of production and consume goods/services

1.3 Which sector is responsible for collecting taxes and providing public goods in the
circular flow model?
A) Households
B) Businesses
C) Government
D) Foreign sector

Answer: C) Government

1.4 If leakages exceed injections in an economy, the result will likely be:
A) Economic growth
B) A trade surplus
C) A decrease in total income and output

D) An increase in consumer spending

Answer: C) A decrease in total income and output
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SECTION B
Question 2:
Short Answer Questions (2—4 marks each)

2.1 What is the main difference between an open economy and a closed economy in the
circular flow model?

o Answer:
= An open economy engages in international trade, meaning it includes the
foreign sector (exports and imports).
* Aclosed economy does not trade with other countries and relies only on
domestic production and consumption.
(2 marks: 1 for open economy, 1 for closed economy)

2.2 List and explain three types of leakages in the circular flow model.

o Answer:
1. Savings (S): When households save money instead of spending it, reducing
overall demand.
2. Taxes (T): Money paid to the government that is not directly spent in the
economy.
3. Imports (M): Money spent on foreign goods/services, reducing domestic
income.

(3 marks: 1 mark for each correct leakage with explanation)

2.3 Explain how government spending acts as an injection in the circular flow model.

o Answer:
* The government injects money into the economy by spending on infrastructure,
healthcare, and education.
= This creates jobs, increases incomes, and encourages higher consumer
spending, stimulating economic growth.

(4 marks: 2 for explanation, 2 for impact on the economy)
2.4 How does investment contribute to economic growth in the circular flow model?
o Answer:
= Investment increases business expansion, allowing firms to purchase capital
goods.
» This leads to higher production, job creation, and improved living standards.

= |t alsoincreases future income and economic stability.

(4 marks: 2 for explanation, 2 for economic impact)
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SECTION C
Question 3:
Data Response Questions (4—6 marks each)

(Assume a diagram of the circular flow model is provided, showing the flow of income and
spending between households, businesses, government, and the foreign sector.)

3.1 Based on the diagram, answer the following:

o Identify one leakage and one injection shown in the diagram. (2 marks)
o Explain how businesses contribute to the circular flow of income. (4 marks)

Answer:

o Leakage: Savings (S) or Taxes (T)

o Injection: Investment (l) or Government spending (G)

o Businesses contribute by:
=  Producing goods and services for households.
= Paying wages, rent, and interest to households for factors of production.
= Reinvesting in the economy through investment and expansion.

3.2 Describe how an increase in household spending can affect the entire circular flow model.

e Answer:
o Higher household spending increases demand for goods and services.
o Businesses respond by increasing production, leading to job creation.
o More employment raises incomes, further increasing spending.
o Government revenue from taxes may also increase, allowing for more public
investment.
o This results in economic growth and a positive multiplier effect.

(6 marks: 2 for household spending, 2 for business impact, 2 for overall economic impact)
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SECTIOND
Question 4:
Essay Question (10-12 marks)

4. Explain the importance of the circular flow model in understanding
economic interactions. In your response, discuss the role of different
sectors and how imbalances in leakages and injections can affect
economic growth.

e Introduction (2 marks): Define the circular flow model and its significance in economics.
¢ Main Body (6-8 marks):
o Describe the key sectors: households, businesses, government, and foreign sector.
o Explain the importance of factor payments, consumption, investment, and government
spending.
Discuss leakages vs. injections and their impact on economic stability.
Provide an example of a real-world economic imbalance (e.g., excessive imports vs.
weak exports).
e Conclusion (2 marks): Summarize how the circular flow model helps policymakers and
businesses understand economic activity and growth.
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Exam Questions on Business Cycles

SECTION A
Question 1:
Multiple-Choice Questions (1 mark each)

1. Which of the following is NOT a phase of the business cycle?
A) Expansion
B) Peak
C) Stagnation
D) Contraction

Answer: C) Stagnation

2. What happens during the peak phase of the business cycle?
A) Economic activity slows down
B) Unemployment rises
C) Inflation and interest rates may increase
D) Businesses reduce investment

Answer: C) Inflation and interest rates may increase

3. Arecession occurs when:
A) The economy grows for two consecutive quarters
B) The GDP declines for two consecutive quarters
C) Government spending increases
D) Consumer spending rises

Answer: B) The GDP declines for two consecutive quarters
4. Which government policy is used to stabilize the business cycle?
A) Fiscal and monetary policies
B) Trade restrictions
C) Exchange rate policies

D) Agricultural policies

Answer: A) Fiscal and monetary policies
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SECTION B
Question 2:
Short Answer Questions (2—4 marks each)

2.1 Define the term "business cycle" and name its four phases.

o Answer: A business cycle refers to the fluctuations in economic activity over time,
consisting of alternating periods of expansion and contraction.
» Phases: Expansion, Peak, Contraction (Recession), and Trough.

(4 marks: 2 for definition, 2 for phases)
2.2 Explain the difference between a recession and a depression.

o Answer:
1. Avrecession is a short-term economic decline, typically lasting a few months,
marked by reduced GDP and rising unemployment.
2. Adepression is a prolonged and severe downturn, lasting years, with
widespread business failures and high unemployment.
(4 marks: 2 for recession, 2 for depression)

2.3 List and explain two indicators used to measure business cycles.

o Answer:
1. Gross Domestic Product (GDP): Measures the total value of goods and services
produced, indicating economic growth or decline.
2. Unemployment Rate: Shows the percentage of people without jobs; high rates
signal economic downturns.
(4 marks: 2 marks for each correct indicator with explanation)

2.4 Describe the impact of interest rate changes on the business cycle.

o Answer:
1. Higher interest rates: Reduce borrowing and spending, slowing economic
growth (contraction).
2. Lower interest rates: Encourage borrowing and investment, boosting economic
activity (expansion).

(4 marks: 2 for high rates, 2 for low rates)
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SECTION C
Question 3:
Data Response Questions (4—6 marks each)

(Assume a business cycle graph is provided, showing the different phases.)

3.1 Based on the graph, answer the following:

o Identify the phase where unemployment is highest. (1 mark)
o Explain why businesses struggle in this phase. (3 marks)
o Suggest one government policy to help the economy recover. (2 marks)

Answer:

Phase: Trough
o Reason businesses struggle: Low demand, falling profits, reduced consumer confidence,
and high unemployment.
o Government policy: Increase government spending (fiscal policy) or lower interest rates
(monetary policy) to boost investment and demand.
(6 marks: 1 for phase, 3 for explanation, 2 for policy suggestion)

3.2 Explain how the government can use fiscal policy to manage the business cycle during a recession.
e Answer:
o The government can increase spending on infrastructure and public services to create
jobs.
o It can cut taxes to encourage consumer spending and business investment.

o This stimulates economic activity, helping the economy recover from the downturn.

(6 marks: 3 for explanation, 3 for specific fiscal policy measures)
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SECTIOND
Question 4:
Essay Question (10-12 marks)

4. Discuss the characteristics and causes of business cycles. In your discussion, explain
how governments and central banks can stabilize economic fluctuations.

e Introduction (2 marks): Define business cycles and their importance in economics.
¢ Main Body (6-8 marks):
o Describe the four phases of the business cycle.
o Explain internal (demand, investment, speculation) and external (natural disasters,
global trade) causes of business cycles.
o Discuss government interventions:
=  Fiscal policy: Adjusting taxes and spending.
= Monetary policy: Changing interest rates and money supply.
e Conclusion (2 marks): Summarize how managing business cycles helps maintain economic
stability and growth.
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Appendix
A. Glossary of Key Economic Terms

e Aggregate Demand (AD): The total demand for goods and services in an economy at a given
price level.

e Balance of Payments (BOP): A record of all economic transactions between a country and the
rest of the world.

e Business Cycle: The fluctuations in economic activity over time, including expansion and
recession phases.

e Circular Flow Model: A diagram that illustrates how money, goods, and services move through
an economy.

e Economic Growth: The increase in the production of goods and services over time, measured by
GDP.

e Fiscal Policy: Government actions involving taxation and spending to influence the economy.

¢ Inflation: A general increase in the price level of goods and services.

e Market Structure: The classification of markets based on competition levels (e.g., monopoly,
oligopoly).

¢ Monetary Policy: Policies controlled by the central bank to regulate money supply and interest
rates.

e Opportunity Cost: The value of the next best alternative foregone when making a choice.

B. Key Formulas and Diagrams

Multiplier Formula
Multiplier=11-MPC\text{Multiplier} = \frac{1}{1 - MPC}

Where MPC (Marginal Propensity to Consume) is the fraction of additional income spent on
consumption.

GDP Calculation
GDP=C+l+G+(X-M)GDP=C+ 1+ G + (X - M)

Where:

e C=Consumer spending

e | =Investment by businesses
e G =Government spending

e X =Exports

e M=Imports
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3. Business Cycle Diagram

A typical business cycle includes four phases:

Expansion: Economic growth, rising GDP.

Peak: Maximum economic output before decline.
Recession: Economic slowdown, decreasing GDP.
Trough: Lowest point before recovery begins.

El

C. Study Resources and Further Reading

Official Curriculum & Past Exam Papers

e Department of Basic Education (DBE): www.education.gov.za
e NSC Past Papers: www.saexampapers.co.za

Online Learning Platforms

e Khan Academy: www.khanacademy.org
e Investopedia: www.investopedia.com

Recommended Textbooks

e Mohr, P, Fourie, L., & Associates. Economics for South African Students.
e Samuelson, P. A., & Nordhaus, W. D. Economics.
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