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1. INTRODUCTION 

 

Dear Student 

 

To date, you should have received the following study material for ECS3702: 

 

 study guide 

 Tutorial Letter 101/2018 (introductory tutorial letter and assignments) 

 Tutorial Letter 301/2018 (general information to all Economics students) 

 Tutorial Letter 201/2018 (solutions to Assignment 01) 

 Tutorial Letter 202/2018 (solutions to Assignment 02) 

 

This tutorial letter contains the following information: 

 

 answers to Assignment 03 

 

Read this tutorial letter carefully, together with Tutorial Letter 101 and the other study material that you 

have received. In this way, you will find answers to many of your questions. 

 

 

2. FEEDBACK ON ASSIGNMENT 03 

 

Please note: The following are NOT model answers. They are a guide only on how you could answer 

the questions. Also, note that your study guide is aimed at guiding you through the 

prescribed book and that you are expected to study the relevant sections in the 

prescribed book as well as the learning units in the study guide. In other words, you must 

buy the prescribed book. The relevant sections in the prescribed book are clearly 

indicated in each learning unit of the study guide. 

 

Read the questions carefully and make sure that you do what is asked. When you answer the questions, 

keep the topic of the questions clearly in mind. Do not go off on a tangent, filling many pages, as it will not 

earn you marks. Therefore, make sure that each of your answers does in fact reflect what you have been 

asked to do. 

 

QUESTION 1                   [25 marks] 

 

Read extensively on SACU, using credible online sources (e.g. journals articles, official government 

reports). Provide a detailed assessment of the organisation (e.g. its goals, objectives) and discuss the 

advantages and disadvantages of South Africa’s membership to the organisation. 

  

Conclude your essay by providing your opinion on whether South Africa should remain in the union. This 

should be well thought out and supported by the information you have included in the body of the essay. 
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This question required students to do research and to provide a general understanding of SACU. Students 

should have provided a detailed enough discussion, with credible and well-referenced sources.  

 

SACU is the world’s oldest customs union, created in 1889.  The CU was originally between Botswana, 

Swaziland, Lesotho, South Africa and Namibia. The main objective of SACU was to promote economic 

development through regional trade coordination. The objectives of the institution as stated on their 

mission statement include the following: 

 

(i) the facilitation of cross border movement of goods between member states 

(ii) creation of effective, transparent and democratic institutions that ensure equitable trade benefits 

between members 

(iii) the promotion of fair competition within the customs area 

(iv) to increase investment opportunities within the customs area 

(v) increase economic development, diversification, industrialization and competitiveness of members 

(vi) promotion of integration of members into the global economy through increased trade and 

investment 

(vii) facilitation of equitable sharing of revenue from customs and excise taxes 

(viii) facilitation of the development of common policies and strategies (www.sacu.int) 

 

 

At the onset, there was free movement of goods within member states, a common external tariff on goods 

imported from the rest of the world and a revenue sharing formula to aid the distribution of custom and 

exercise revenue. South Africa had sole decision-making powers and this was retained in 1969 when the 

union amended the agreement to include excise duties in the revenue pool and the introduction of a 

multiplier in the formula for revenue sharing. South Africa has always had the upper hand in the union. In 

addition to the sole decision making powers, the country had access to the market of the remaining 

countries, while high tariffs formed barriers that prevented other countries in the region from exporting to 

SACU.  In essences, South Africa benefited from the trade-diverting effects (www.sacu.int) 

 

South Africa makes up a significant share of the intra-SACU trade. Around 80 percent of exports within 

the region originates from South Africa. At the same time, the revenue sharing has accrued significantly 

for South Africa than any other member state. This forced the union to address the issue with the 

development of a new revenue sharing formula and negotiation in 2002, which saw South Africa providing 

compensation to the other member states. According to Flanagan (2013), South Africa has regional 

dominance and trade advantages that it has and does enjoy from its membership to the union. In addition, 

South Africa is the largest investor in other SACU member countries, has access to the large market and 

dominates regional trade; with over 95 percent of trade flows within the union originates from South Africa. 

At the same time, as a member of SACU, the protection afforded due to the organization has helped South 

Africa’s manufacturing sector, which is a significant focus for the South African government (SACU trade 

policy review, 2015). South Africa also enjoys a trade surplus because of its membership to the union, for 

instance, according to SACU (2008), South Africa is the only member of the union that maintains a trade 

surplus with the other member states Despite these benefits, one of the major issues that detracts from all 

www.sacu.int
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these benefits is that of revenue sharing. Mokokera (2011) argued that the belief that South Africa benefits 

at the detriment of other members is a short-sighted view, and cites the example of the country’s 

contribution of 45 billion rands to the revenue pool in 2008-09 while it only received around 21 billion in 

the same year. In addition, Mokokera (2011) further argued that the fact that South Africa was the largest 

economy among the members, entitled the country to a larger share of revenues, using the revenue 

sharing formula components of (Customs, excise and development). 

 

Overall, it would seem that although SACU is not South Africa’s largest export destination, it still benefits 

in from the market exposure, investment opportunity and an opportunity to contribute to the stabilization 

of regional economies.   

 

List of references 

 

Flanagan, G. (2013). Friends in high places: benefits and costs of SACU member’s economic ties with 

South Africa. Available from http://www.polity.org.za/article/friends-in-high-places-benefits-and-costs-of-

sacu-members-economic-ties-with-south-africa-2013-06-04 

 

Mokokera, C. G (2011). South African Customs union: Myths and reality. Available from 

http://www.saiia.org.za/research/southern-african-customs-union-myths-and-reality/ 

 

Southern African Customs Union (SACU). www.sacu.int 

 

Southern African Customs Union Annual Report (2008/2009) 

 

Southern Africa Customs Union Trade Policy Review (2015). 

 

 

 

 

QUESTION 2                 [25 marks] 

 

The South African economy is considered to be an open economy, with significant external trade 

(international trade). According to an article in Business Day published on 22 March 2017, “South Africa’s 

current account deficit narrowed to 1.7% of GDP during the fourth quarter of 2016, from 3.8%, exceeding 

expectations as exports outpaced import growth” (Asha Speckman, Business Day, 22 March 2017).  

 

(a) Does the above statement follow (concur with) or go against (refute) the ideology of the mercantilists? 

Explain your response, basing your discussion on the mercantilist ideology.          (15 marks)

  

http://www.polity.org.za/article/friends-in-high-places-benefits-and-costs-of-sacu-members-economic-ties-with-south-africa-2013-06-04
http://www.polity.org.za/article/friends-in-high-places-benefits-and-costs-of-sacu-members-economic-ties-with-south-africa-2013-06-04
http://www.saiia.org.za/research/southern-african-customs-union-myths-and-reality/
www.sacu.int
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The above statement shows that the current-account deficit decreased because of an increase in 

South Africa’s exports. This corresponds in part with the view of the mercantilists who advocated for 

a surplus of exports over imports. Mercantilism was developed by writers in Europe between 1500 

and 1800. According to this policy, trade is a zero sum game, where the gains of the winners are 

offset by the losses of the losers. Since not all nations could have trade surpluses at the same time, 

it means that one nation gains at the expense of the other. Trade is based on self-interest. 

Mercantilists believed that in order to become rich and powerful, a nation must export more than it 

imports, thus accumulating precious metals or bullion. Therefore, governments had to ensure that 

exports were stimulated and imports restricted using tariffs and other trade barriers. The excess of 

exports over imports led to an inflow of precious metals such as gold and silver or bullion. 

 

 

 

 

(b) What criticism(s) did David Hume and Adam Smith level against the mercantilists’ view of trade? 

        (10 marks) 

 

(i) Hume showed that a favourable trade balance is a temporary phenomenon. In the long run, it 

leads to higher domestic inflation, reduced competitiveness and thus greater imports.  

 

(ii) Smith argued that the size of the global economic pie is not constant and that trade between the 

two countries allows the nations to take advantage of specialisation and division of labour, thus 

increasing productivity and higher world output.  

 

3. THE EXAMINATION 

 

The examination paper consists of two sections. Question1 in section A is compulsory, and students must 

answer three questions of their choice from section B. Each question counts 25 marks. All competencies 

will be tested. Questions will range from multiple-choice questions to short and long essays. Writing in 

point form (bullets) or using asterisks (*) is unacceptable, except when listing assumptions. You 

will be penalised for failing to adhere to this instruction. 

 

Ensure that you prepare well for the final examination by concentrating on the prescribed material as 

outlined in your study guide. 

 

4. PRESCRIBED MATERIAL FOR THE EXAMINATION 

 

You will be examined on any of the prescribed chapters outlined in the study guide. Therefore, ensure that 

you are familiar with the module content, including the relevant diagrams. 
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5. ASSESSMENT 

 

As indicated in Tutorial Letter 101, your semester (year) mark will be based on your assignment marks. 

Assignment 01 will contribute 25%, Assignment 02 will contribute 25% and Assignment 03 will contribute 

50% to your semester mark. Your final mark will be calculated using the following weights: 

 

Semester (year) mark: 20% 

Final examination mark: 80% 

Total:  100% 
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6. COPY OF THE MAY 2017 EXAMINATION PAPER 
 
Answer question 1 and question 2 from section A, and any two of the three questions in section B. 

SECTION A 

All students must answer questions 1 and 2 from this section. 

QUESTION 1(a)  (2 marks each) 

 
1. An appreciation of the rand against the US dollar, will result in … 
 

[1] increased South African imports from the US.* 
[2] increased US imports from South Africa. 
[3] decreased South African imports from the US. 
[4] no significant impact on trade between the two nations. 

 
2. One of the possible effects of a recession in South Africa, on its trade with SACU member states is 

… 
 
[1] increased South-African exports to SACU member states. 
[2] increased South African imports from member states. 
[3] decreased South African imports from SACU member states.* 
[4] a widening of South Africa’s trade deficit. 

 
3. You are told that in 2016, South Africa’s exports to the rest of the world totalled 300 billion dollars, 

while its imports in the same year amounted to 650 billion dollars. From this statement, you deduce 
that … 
 
[1] South Africa experienced a current account deficit in 2016.* 
[2] South Africa experienced a current account surplus in 2016. 
[3] South Africa’s net export position in 2016 was positive. 
[4] There is not enough information provided to be able to make a concrete deduction about South 

Africa’s trade in 2016.  
 

4. Differences between countries in terms of opportunity costs result in countries acquiring … 
 
[1] absolute advantage. 
[2] comparative advantage.* 
[3] intra-industry trade. 
[4] monopolistic advantage. 

 
5. The reason why relative costs differ between countries is because … 

 
[1] countries impose trade barriers. 
[2] countries are perfectly competitive. 
[3] countries have different relative factor endowments.* 
[4] countries are able to undertake relative factor substitutions. 

 
6. If South Africa imposed a tariff on imports from Japan, this would cause domestic production to …,  

domestic consumption to … and imports to … 
 
[1] fall, fall, fall. 
[2] fall, rise, fall. 
[3] rise, fall, rise. 
[4] rise, fall, fall.* 
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7. Which of the following statements is correct about the effect of imposition of an import tariff and a 
quota on domestic price and domestic production? 
 
[1] An import tariff raises the domestic price of the good and the domestic production levels, while 

a quota will increase the domestic price but have no impact on domestic production. 
[2] An import tariff raises the domestic price of the good and the domestic production levels, while 

a quota will decrease the domestic price and domestic production. 
[3] An import tariff raises the domestic price of the good and the domestic production levels, and 

a quota raises the domestic price and domestic production.* 
[4] Both an import tariff and a quota have no impact on the domestic price, but an import tariff 

increases domestic production while a quota decreases domestic production.  
 

Use the diagram below to answer questions 8 and 9 that follow. 

 

 

8. The amount that consumers actually pay for 200 units of good T is … 
 

[1] R400. 
[2] R1 600. 
[3] R1 200.* 
[4] R1 800. 

9. The total consumer surplus, in the absence of an import tariff and at Pt = R6 is … 
 

[1] R400.* 
[2] R1 600. 
[3] R1 200. 
[4] R1 800. 

 

10. South Africa has emerged as a source of outward foreign direct investment on the African continent. 
One of the benefits to recipient African countries of South African investments is … 

 

[1] increased capital repatriation by South Africa. 
[2] increased employment in the African countries.* 
[3] crowding out of domestic investment in the African countries. 
[4] decreased employment in South Africa. 
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QUESTION 1(b) 

The following five statements are either true or false. In the empty column provided, indicate whether the 
statement is true or false.                  (5)  
 

1. The European Union is an example of a 
customs union. 
 

False 

2. One of the ways a country can reduce its 
balance of payment deficit is to place 
restrictions such as tariffs and quotas on 
international trade. 
 

True 

3. There are seven SACU member states. 
 

False 

4. The implication of the factor price equalisation 
theory is that free trade will cause equalisation 
in prices of identical factors across countries. 
 

True 

5. If leather, used as an input in the production of 
leather boots is taxed, while imported leather 
boots are not taxed, this will cause the effective 
rate of protection to be negative.  
 

True 

 

QUESTION 2 

 (a) Briefly define/explain the following terms: 
  

 (i) Heckscher-Ohlin theory                 (5) 
   
 (ii) Community indifference curve                 (5) 
   
 (iii) Scientific tariff                  (5) 
   
 (iv) Preferential trade agreements                 (5) 
   

(v)     Predatory dumping                  (5) 
                   

 

SECTION B 

Students must answer any TWO of the following three questions in this section. 

 

QUESTION 3 

(a) Explain trade diversion and trade creation.                (5) 
  
(b) Explain the dynamic effects of South Africa’s membership of a customs union such as SACU. 

                     (7) 
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(c) Explain the conditions that would enhance the welfare of countries when they form a customs union.
                     (13) 
  
                    [25] 

QUESTION 4 

The South African economy is considered to be an open economy, with significant external trade 
(international trade). According to an article in Business Day published on 22 March 2017, “South Africa’s 
current account deficit narrowed to 1.7% of GDP during the fourth quarter of 2016, from 3.8%, exceeding 
expectations as exports outpaced import growth” (Asha Speckman, Business Day, 22 March 2017).  
 
 
(a) Does the above statement follow or go against the ideology of the mercantilists? Explain your 

response, basing your discussion on the mercantilist ideology.            (10) 
 
(b) What criticism(s) were levied by David Hume and Adam Smith against the mercantilists’ view of 

trade?                       (5) 
 
(c) One of the assumptions of the classical theories is that labour is the only factor of production.  
 
 (i) Explain or define the labour theory of value.                (5) 
   
 (ii) What are the two implications of the labour theory of value?  In addition, are these implications 

valid? Substantiate your response.                 (5) 
 

[25] 

QUESTION 5  

Use the following diagram provided of a tariff scenario to answer the questions that follow. 
 

 

 
(a) Using the demand curve DC, state the autarky price of chocolates in South Africa.        (3) 
  
(b) Assume that the world price of chocolate is R15, how much would South Africa demand? How much 

is the domestic supply of chocolate in South Africa? And how much would South Africa import? (6)
                        

 (c) Should South Africa impose a specific tariff of R25 per unit of chocolate, what would the new 
domestic price of chocolates be? How much would South Africa demand in chocolates? And how 
much would the domestic supply of chocolate in South Africa be?                     (6) 
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(d)  How much does South Africa collect in revenues from the tariff imposed?             (4) 
 
(e) Assume that the demand curve shifts from DC to DC*, with the R25 tariff in place and the world price 

of R15, what would the new domestic price of chocolates be? How much would South Africa now 
demand in chocolates? And how much would the domestic supply of chocolate in South Africa be? 
How much would the South African government receive in revenues?                                            (6)                    

 
  

    [25] 

 

Note that the solutions to question 1 have been provided (indicated with asterisks in 

question 1a). You need to work through the other questions and attempt to answer them 

as preparation for the examination. Contact us if you need guidance. 
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7. COMMUNICATION WITH LECTURER 

 

The lecturer for this module is: 

 

 Dr K Amusa – 012 433 4642 

 

Appointments with the above lecturer should be made in advance. If you arrive without an appointment, 

the lecturer may not be able to see you immediately. 

 

While we are happy to help you if you do not understand some of the economic principles, we do expect 

that final-year students will try to solve problems themselves. 

 

Do not contact your lecturers about administrative queries. Contact the relevant department (as listed in 

the brochure Study @ Unisa). 

 

Please note: The telephone lines at Unisa are very busy during examination time (May and October). 

There is no guarantee that you will be able to get through to your lecturer in the last days 

before the examination. Therefore, go through your work in good time and if you have 

problems, contact your lecturer well before the examination. 

 

 

8. CONCLUDING REMARKS 

 

I hope that you have enjoyed this module and I wish you well as you prepare for the examination. 

 

Kind regards 

 

Dr K Amusa 


