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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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To be completed later.
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Assessment Task 

Reasons for inflation (Group activity) (LO1 AS5)

Read the passage below and discuss the questions that follow in your group. 
South Africans tend to live beyond their means. They borrow money to increase their spending. Increased spending on credit is one reason for the increase in the inflation rate. When people spend more, there is more money in circulation in a country. This increases demand, which pushes up prices. The inflation rate rises as a result. This type of inflation is caused when ‘too much money chases too few goods’. One can also say that this type of inflation is demand-driven.  Another cause of inflation is a rise in productions costs or inputs. Higher production costs lead to higher prices of goods and services produced. Increases in oil prices and in wages and salaries push up production costs. 

Not all price increases cause inflation. Occasional price increases do not cause inflation. For example, an increase in maize meal because of a drought would not cause inflation. Inflation occurs only when there is a continuous rise in the general price levels of goods and services.
a) Explain in your own works how inflation can be demand-driven.

b) Explain in your own words how inflation can be cost-driven.

c) Give a definition of inflation in your own words. 

Suggested Solutions (LO1 AS5)

	Question number
	Possible marks
	Solution


	1
	None
	Learners discuss questions in their groups. Answers they can come up with:

a) When banks lend money to people (credit), more money flows into the economy. More money in the economy creates a bigger demand for goods and services. This pushes up prices, which causes inflation.

b) When the input costs of production increase, for example when workers get higher wages, this increases the prices of goods and services, which causes inflation. 
c) Inflation occurs when the prices of many goods and services keep on rising. 











