SUGGESTED SOLUTIONS FOR 2015 MAY/JUNE

Question Al

Gross domestic expenditure

Plus exports of goods and services

Less imports of goods and services

Equals Expenditure on gross domestic product (GDP @ market prices)

The diifference between basic prices, factor cost and market prices can be ascribed to:

o These three sets of prices that can be used to calculate GDP.
o However market price are used to calculate GDP according to the expenditure method
while basic prices are used when production (value added) method is applied. Lastly

factor cost is used when the income method id followed.

NB** These three methods of calculating GDP will yeild the same result merely if the same set

of prices is used in all the calculations.
Question A2
a)

442 169 — 435 389

X = 0.38¢
1782061 100 =10.38%

Shows an increase of 0.38%
b)

1782061 —1814521

— 0
1814521 X100 —1.79%

The negative sign represents a decline in the annual real GDP from 2013 to 2014.

Question A3



a) Real interest rate = Nominal interest rate — Inflation
6.5% - 5% = 1%
b) % point change is simply the difference between the final and initial values
5% - 10% = - 5% negative sign represents the decline thus a decrease of 5% point
c) % change is the difference between the final and initial values divided by the initial value
6—5
z X 100 = 20%
d) NB** 100 Basis points = 1%
9.15 - 8.65
Y x 100 = 5.78%
Therefore 5.78% to basis points = 578
Question A4
1. SAVING
o Refers to the amount left over when the cost of a person's consumer expenditure
is subtracted from the amount of disposable income that he or she earns in a
given period of time
e Also to the difference between income and expenditure.
2. Thetrend
e Indicates the general direction in which the indexes that were used in the
business cycle, move.
e The trend line usually has a positive slope because the production capacity of a
country increases over time.
3. Business Cycle
o Refer to successive periods of increasing (expansion/upswing) or decreasing
(contraction/downswing) economic activities.
e Also known as successive periods of economic fluctuations and relate to
changes in business conditions
4. REFERENCE CYCLE

o refers to a full cycle in aggregate economy activity
e In this case that is when people want to know whether the economy is in an

expansionary or in a recession



¢ In short they are inquiring into the position of the economy in terms of the reference
cycle.
5. PRIMARY SECTOR
e The primary sector is concerned with the extraction of raw materials. It includes
fishing, farming agriculture, forestry, mining etc

e The sector of the economy concerned with or relating to primary industry.
Question A5
ECONOMICALLY ACTIVE POPULATION
EAP depends on factor such as:

a) The age distribution of the population — the greater the portion of the population in the
15-64 age group the greater the labour force.

b) Retirement rules and the availability of social security

c) Social, cultural, religious and other conventions about the role of woman in society

d) The availability of household appliances, childcare centres and other institutions

e) The level of development and the structure of the economy
Question A6

FIVE BASIC STEPS IN CONSTRUCTING A PRICE INDEX
BASKET SELECTION
o The choice of items or components
BASE YEAR SELECTION
o The choice of a base period
WEIGHTING
o The assigning of weights to the different items or components
PRICE COLLECTION
o The systematic gathering of information on prices usually on a monthly basis ie
collection of data
CALCULATION OF PRICE INDEX NUMBER
o The CPI and PPI are calculated according to Laspeyres using fixed weights for

the different items.
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30.4

SUGGESTED SOLUTIONS FOR 2014 OCT/NOV

Question Al

Compensation of employees

Plus Net operating surplus

Plus Consumption of fixed capital
Equals Gross value added at factor cost
Plus Other taxes on production

Less Other subsidies on production
Gross value added at basic products
Plus Taxes on product

Less Other subsidies on product

Equals Gross value added at market prices

Question A2
GDP=C+1+G+X-M
GDE=C+I1+G
Question A3

a) Real interest rate = Nominal interest rate — Inflation
8% - 4% = 4%

b) % point change is simply the difference between the final and initial values



5% - 4% = 1%
c) % change is the difference between the final and initial values divided by the initial
value

3—6

x 100 = —50%

negative sign represents the decline thus a decrease of 50% point
d) NB** 100 Basis points = 1%

7.55 -6.50

X 100 = 16.159
6.50 %

Therefore 16.15% to basis points = 1615.384615 = 1615 (rounded to whole number)
e) Real prime interest rate + Inflation = Nominal prime interest rate
12% + 3% = 15%

Question A4

1. LEADING INDICATORS
e They show us in advance what is going to happen
e They are before the aggregate economic activity ie precede the reference turning
points e.g include number of new motorcars sold, net new companies registered,
physical volume of mining production (excluding gold) etc
2. LAGGING INDICATORS
e They are behind the aggregate economic activity ie occur after the reference
turning points
e They serve to confirm what has happened e.g include employment in non-
agricultural sectors, hours worked in construction, number of commercial
vehicles sold, unit labour costs in manufacturing etc
3. COINCIDENT INDICATORS
¢ They move together with the aggregate economic activity ie coincide with the
reference turning points
e They provide us with current information on the state of the economy e.g include
registered unemployed, real retail sales, real merchandise imports, real GDP
(excluding agriculture), physical volume of manufacturing production etc
4. CONTRACTUAL SAVING



e Contractual saving refers to the act of saving against agreed contracts

e Savings made on a continued basis as part of an agreement.

e For example, people with an interest only mortgage, may make an agreement to
save a certain amount in order to be able to pay back the mortgage capital.

5. DISCRETIONARY SAVING

e Discretionary saving is all current disposable income that is not spent or saved
contractually.

e Discretionary saving involves an active decision to save during the current

accounting period.
Question A5

1. Gini coefficient of 0.5
e Gini coefficient is regarded as a measure of income inequality, where it ranges
from zero (full equality i.e. everyone has the same income) to one (full inequality
i.e. one person has all the income, while everyone else has zero income).
o Therefore gini coefficient of 0.5 means that 50% of the people have no equal

income and the other 50% of the people have equal income

2. suggest that a unit increase in growth (GDP) increases employment by approximately
0.3 whilst the labour force increased by 5%.
3. 20% of new entrants to the labour force that are able to find employment in the formal
sector of the economy
4. PP1of 154.7
e An index level of 154.7, means there has been a 54.7 percent increase in prices
since the base period
CPI of 128.8
o An index of 128.8, for example, means there has been a 28.8 percent increase in

price since our index reference period is 100.0
Question A6

a) PE ratio = Market value per share / Earnings per Share
PE=25/5=5times

b) Rate of return



c) Dividend yeild = (Cash dividen per share / Market value per share) X 100
=(2/25) X 100 = 8%

d) Dividend yeild = (Cash dividen per share / Market value per share) X 100
=(2/35) X 100=5.71%

Question A7

a) EFFECTIVE EXCHANGE RATE
o Is a weighted average rate at which is derived by weighting the exchange rates
between the rand and the main currencies, using the different countries shares in
south Africa’s foreign weight trade.
b) MULTI-FACTOR PRODUCTIVITY
o It relates output to a combination of inputs used in the production of that output,
such as labour and capital or capital, labour, energy, materials, and purchased
business services (KLEMS)
e Also known as total factor production
c) LASPEYRES INDEX
¢ An index with (fixed) base-period weights is called a laspeyres index.
e is computed by taking the ratio of the total cost of purchasing a specified group of
commodities at current prices to the cost of that same group at base-period
prices and multiplying by 100.
d) LABOUR PRODUCTIVITY
¢ Is the ratio between output and the labour input used to produce that output

e It can be expressed as output per worker or output per hour.
Question A8

a) [(103.1-100)/100]x 100 =3.1%
b) [(109.5-103.9)/103.9] x 100 =5.3%
¢) [(107.3-100)/100] x 100 =7.3%
It is means because the index is 100 and relects that there has been a 28.8 percent

increase in price
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TEST BANK QUESTIONS

State TWO methods that are used to calculate national income aggregates

e Production method / Value Added / GDP (P)
e Income method / GDP (I)
o Expenditure method / GDP (E)

How will the contraction phase of a business cycle influence the economy through interest

rates?

¢ In the latter stage of a downswing interest rates will decrease more people will borrow
money to stimulate the economy.
¢ In the early stage of a downswing interest rates will increase to dampen the economy -

people will borrow less money

Study the information below and answer the questions that follow.
ECONOMIC INDICATORS

Economic indicators are statistics used ECOMNOMIC
to measure some aspect of the economy |) FORECAST
which helps to forecast business cycles, ' [ @}

for example unemployment rates, retail
sales and job advertising space.
Besides economic indicators the length
and amplitude of a business cycle are
other factors that underpin the
forecasting of business cycles. The
Reserve Bank also compiles composite
indicators to reflect the performance of
the economy.

L

Identify a leading economic indicator from the above data.

e Job advertising space

Define the term composite indicator.



e It is a summary of various indicators of the same type into one single index. The three
composite indicators are often used to calculate a single composite indicator to
benchmark a country’s economic performance.

e A composite indicator measures multi-dimensional concepts e.g. competitiveness, e-

trade or environmental quality, which cannot be captured by a single indicator
What does the amplitude of a business cycle demonstrate?

e It demonstrates the power of underlying forces.

o It demonstrates the extent of change

¢ Alarge amplitude shows the strength (severity) of underlying forces

e The larger the amplitude the more extreme the changes that might occur / It shows how
deep and how high the recession goes

e The amplitude demonstrates the distance of the peaks and troughs measured from the
trend line

¢ ltindicates the effect of economic activity
Explain the length of a business cycle as a feature that underpins forecasting.

e Is measured from peak to peak or from trough to trough / It's the time used to move
through a complete cycle

e If the length is 10 years it can be predicted that it will take 10 years for the economy to
move through another complete cycle

e Cycles may overshoot

e Longer cycles are stronger / Shorter cycles are weak

e The strength of the underpinning forces



Study the table below and answer the questions that follow.

EXTRACT FROM THE BALANCE OF PAYMENTS
R MILLION

CAPITAL TRANSFER ACCOUNT +241
FINANCIAL ACCOUNT
Net direct INVeSIMENES. ... i et et ieaaaaiaassincnans 12 900
Net portfolio iInvestments. ... 54 477
Other INVESIMIENES . . it eieaaaieissseaaaaaacasnnans 107 688
Balance on financial account........c.eeueriiiiiieeceirrire e crsnsnasssannnes 175 065
Unrecorded transSactionsS......ccccceeicieiciiiensesscsssscsnssnssnsssasssnncnnns -1 801
CHANGES IN NET GOLD AND OTHER FOREIGN RESERVES ..... ?

[Source: SARE Quarterly Bulletin, December 2013]

Which item captures a South African business that purchases property in the United States of

America?
¢ Net) direct investment
Define the term balance of payments.

e A systematic record of all transactions between one country and other countries (and the

rest of the world) for a specific period e.g. one year
What is the purpose of the item 'Unrecorded transactions'?
e To capture the effects of errors / omissions / and timing differences

If the balance on the current account was —R164 548, calculate the value for 'Changes in Net

Gold and other Foreign Reserves'. Show ALL calculations.



Balance on the current account -164 548
241

+ Capital transfer account
+ Balance on financial account 175 065
- 1801

+ Unrecorded transactions
Changes in net gold and other foreign reserves 8 957






