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Learning Outcome 1: The Economic Cycle

The learner will be able to demonstrate knowledge and understanding of the economic cycle within the context of ‘the economic problem’.

Assessment Standards

We know this when the learner

1.5: Explains what inflation is and discusses reasons for changes in inflation rates.
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Assessment Task
Understanding what inflation is (Individual activity) (LO1 AS5)

Read the passage below and answer the questions that follow. 

When Peter was in Gr 6, his mom sent him to Nana’s Meat Market to buy R15’s worth of mince for a cottage pie. When he was in Gr 7 his mom saw that R15’s worth of mince was not enough for a cottage pie for their family and had to buy R20’s worth of mince. Now that Peter is in Gr 8, his mom has to buy R30’s worth of mince for a cottage pie. Peter saw that the dish his mom prepares the cottage pie in is still the same size. Why does Nana’s Meat Market ask more for meat now than last year and the year before? Because of inflation! Inflation occurs when the prices of goods and services increase continuously. The inflation rate is usually measured over a year. Inflation also indicates that there is a decrease in the value of our money, because you can buy less now than you could a year ago with the same amount of money.
Not all price increases take place because of inflation. Sometimes prices increase seasonally, such as when the owner of a holiday flat charges more during peak season and less during low season. In this case, the prices increase because the seasonal demand for the holiday accommodation increases. This is not a case of inflation. Inflation occurs when there is a continuous rise in the general price levels of goods and services. This happens, for instance, when there is too much money in circulation in the economy, such as when people buy a lot on credit. When credit is freely available, people tend to spend more. This pushes up the demand. If this happens regularly over a long period, the rate of inflation will increase. 

a) Explain what inflation is. 








[1 mark]

b) Name two reasons why prices increase. 






[2 marks]

c) What does seasonal price increases mean? Give an example. 



[2 marks]

d) How does inflation affect the average household? 




[1 mark]

e) Ask your parents for examples of items that have increased in price due to inflation. Write down at least four items. 









[4 marks]

Suggested Solutions (LO1 AS5)

	Question number
	Possible marks
	Solution


	1
	10
	a) Inflation is a continuous increase in the general price level.                     [1 mark]
b) Prices increase because of the following: a rise in input costs (labour costs, costs of equipment or other capital goods); an increase in demand; an increase in sales taxes, such as value-added tax (VAT); a decrease in supply. (any two) [2 marks]
c) Seasonal price increases take place when seasonal demand increases, which pushes up prices. Examples are when holiday accommodation costs more in peak season or when clothing stores increase their prices when new stock for the new season arrives. [2 marks]
d) The average household has to pay more for the goods and services it needs. If the household’s income does not increase sufficiently, their standard of living will drop. [1 mark]                                                                                      
e) Food, water and electricity, insurance, gym fees, price of medicine, doctor’s fees, etc. (any four) [4 marks]











