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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

1.3: Explains how different economic systems address the economic problem (e.g. planned, market and mixed economies).
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Assessment Task 

How a market economic system tries to solve the economic problem (Individual activity) (LO1 AS3)

Read the information about a market economy and answer the questions that follow.

A market economy is also called capitalism or a free enterprise economy. This type of economy is driven by the market forces of demand, supply and price, and by the profit motive. It is not a planned economy.

Property is privately owned and the state is separate from economics. 

A market economy encourages entrepreneurship. Through entrepreneurship and the profit motive people can accumulate wealth. The pursuit of profit means that the interests of the individual are placed above the interests of the state or the community. 

Wealth is unequally distributed in a market economy. The people who do not own the means of production often stay poor. Unemployment is also a problem in a market economy. Entrepreneurs base their decisions on the profit motive. If they can make more profit by using fewer workers, they will lay off workers. Today, very few countries are purely capitalist countries. Most economies are mixed economies.
a) Who decides what goods should be produced and how many goods should be produced in a market system?              








[3 marks]

b) Who decides how the goods should be produced in a market system?


[2 marks]

c) Who decides for whom the goods should be produced in a market system?

[2 marks]

d) What happens to people in a market economy who cannot afford to buy even basic food such as mealie meal or bread?








[1 mark]

Suggested Solutions (LO1 AS3)
	Question number
	Possible marks
	Solution


	1
	8
	a) The market(. The market is driven by the forces of demand and supply(. The forces of demand and supply are based on the needs and wants of consumers and other economic participants(. [3 marks]

b) Producers (entrepreneurs) (, informed by the demand in the market and driven by the profit motive(.                                            [2 marks]

c) The demand( will indicate who the market is that the goods will be bought by – these are the economic participants that can pay for the goods(.                                                                                  [2 marks]

d) People who cannot afford to buy even basic food such as mealie meal or bread in a market economy will become reliant on government or other aid to fulfil their basic needs(.                                       [1 mark]











