STUDY UNIT 1

Unit outcomes
· identify the three major flows in the economy
· distinguish between a flow and a stock
· identify the various economic participants
· identify the various injections into and
· leakages from the circular flow of income and spending
· explain the interaction of the different sectors in the economy by means of the circular flow of income and spending

Production, income and spending
[image: ]
· Stocks and flows Box 3-1

The interdependence between the different sectors in the economy
· The major elements of the circular flow of
· income and spending
· Injections
· I, G and X
· Withdrawals
· S, T and Z
Typical exam questions
(a) Concepts:
· identify the three major flows in the economy
· distinguish between a flow and a stock
· identify the two basic sets of markets in the economy
· identify the various economic participants/list
· the components of total spending
· identify the various injections into and
· leakages from the circular flow of income and spending

(b) Diagrams:
· Show with the aid of a diagram:
· the interaction of households and firms by
· means of the circular flow of goods and services and the circular flow of income and
spending – Figures 3-2 and 3-3
· the interaction of the different sectors in the economy by means of the circular flow of income and spending – Figures 3-4 to 3-7







STUDY UNIT 2
Unit outcomes
· explain what money is and explain its functions
· discuss the role of financial intermediaries
· discuss the functions of the SARB
· discuss the supply of and demand for money
· explain and illustrate with the aid of a diagram the
· interaction between the interest rate and the demand
· for money
· discuss the instruments of monetary policy

The financial sector
· Functions of money
what money is not
· Different kinds of money
· Financial intermediaries
commercial banks
· Functions of SARB

Supply of money
· M = C + D
· demand deposits
· credit multiplier
· Trade
· Government

Demand for money
· Definition
· Liquidity preference 
transactions motive – f(Y) – active balance
precautionary motive – f(Y) – active balance
speculative motive – f(i) – passive balance
· Table 15-2, Figure 15-1 [image: ]
Money market equilibrium
· Demand determined money supply
· Figure 15-2


Monetary policy
· Definition
· Instruments of monetary policy

Typical exam questions
(a) Concepts:
· list the functions of money
· define money
· list the properties of money
· list the functions of the SARB
· define the demand for money
· mention the motives for holding money and the main determinant of each
· define monetary policy
· list the market-oriented monetary policy instruments
· list the non-market-oriented monetary policy instruments
· define the repo rate
(b) Explanations:
· explain the difference between M1, M2 and M3
· differentiate between money, income and wealth
· explain why credit cards are not seen as money
· explain the basic function of a financial intermediary
· explain a demand determined money supply
(c) Diagrams:
1. show on a diagram and/or
2. explain with or without the aid of a diagram
· the demand for money – Figure 15-1
· the effect of a change in income on the demand for money – Figure 15-1
· the effect of a change in the interest rate on the demand for money – Figure 15-1
· money market equilibrium – Figure 15-2
· the effect of a change in income on money market equilibrium – Figure 15-2
· the effect of a change in interest rate on money market equilibrium – Figure 15-2




























STUDY UNIT 3

Unit outcomes
· briefly explain why government is involved in
· economic activity
· discuss government failure
· discuss nationalisation and privatisation
· explain how government spending can be financed
· explain the criteria for a good tax
· discuss the various types of taxes
· explain what has happened to the tax burden in South
· Africa
· explain what is meant by the term tax incidence
· explain the impact of an excise tax (with and without
· the use of a diagram)
· define and explain fiscal policy
· The role of government
· Government failure
· Nationalisation and privatisation
· Fiscal policy
Definition
Budget deficit
· Government spending
· Financing of government spending
Income from property
Taxes
Borrowing
Taxes
· Criteria for a good tax
- Neutrality
- Equity
- Administrative simplicity
· Different types of taxes
- Direct vs indirect
- Proportional, progressive, regressive

Tax incidence
· Statutory vs effective
· Impact of an excise tax
Figure 16-3
Typical exam questions
(a) Concepts:
· define fiscal policy
· mention the instruments of fiscal policy
(b) Explanations:
· explain briefly why government is involved in
· economic activity
· explain government failure
· explain nationalisation and privatisation
· explain how government spending can be financed
· explain the criteria for a good tax
· explain the difference between
- direct and indirect taxes
- progressive, proportional and regressive taxes
· explain what is meant by the term tax incidence
· explain the difference between the legal and effective
· incidence of an excise tax
(c) Diagrams:
· Explain the impact of an excise tax with the aid of a diagram – Figure 16-3
STUDY UNIT 4

Unit outcomes
· explain the concepts of absolute advantage and relative advantage
· explain the economic impact of an import tariff
· compare the arguments for and against the use of trade barriers
· distinguish between the current account and the financial account of the balance of payments
· explain the meaning and significance of South Africa's gold and other foreign reserves
· explain the exchange rate between the United States dollar and the South African rand as well as any changes that might occur
· explain an appreciation or depreciation of the rand against the dollar (and vice versa)
Why do countries trade
· absolute vs comparative advantage
Country A 	Country B
Guns 			2 		10
Roses 			200		 40
· Sources of comparative advantage
Trade policy
· Import tariffs Figure 17-1
· Arguments for/against trade barriers
Balance of payments
· Current account X – Z
· Financial account flow of investment funds
Exchange rate
· Demand for dollar - imports and investment funds flowing out
· Supply of dollar - exports and investment funds flowing in
· Changes in demand and supply Table 17-4
· Appreciation vs depreciation Table 17-5
Typical exam questions
(a) Concepts:
· define absolute advantage
· define comparative advantage
· list the main sources of comparative advantage
· define the exchange rate
· list the sources for the demand for dollar in South Africa
· list the sources for the supply of dollar in South Africa
· define the terms of trade
(b) Explanations:
· explain the law of comparative advantage
· distinguish between a specific tariff and an ad valorem tariff
· argue for and against the use of trade barriers
· distinguish between the current account and the financial account of the balance of payments explain the exchange rate between the United States dollar and the South African rand
· explain an appreciation or depreciation of the rand against the dollar
· explain the impact of changes in the rand/dollar exchange rate – Table 17-5
(c) Diagrams:
· (i)show on a diagram and/or
· (ii)explain with or without the aid of a diagram
· the impact of the imposition of a specific import tariff on domestic production and imports – Figure 17-1
· the impact of changes in the demand or supply of dollar on the South African forex market – Table 17-4 ; Figure 17-4
(d) Calculations:
· use the following information to determine whether trade will take place between Country A and Country B. Country A can produce 20 units of maize or 10 units of bananas. Country B can produce 30 units of maize or 20 units of bananas.
· calculate the level of local production, quantity demanded and the level of imports given an import tariff – Figure 17-1
· use an numerical example to distinguish between an appreciation and depreciation of the rand against the dollar
STUDY UNIT 5

Unit outcomes
· explain the standard macroeconomic
· objectives.
· explain the various criteria, concepts and
· techniques which are used to assess the
· performance of the economy
Macroeconomic objectives
· Economic growth
· Full employment
· Price stability
· Bop stability
· Equitable distribution of income
Gross Domestic Product
· Definition
· Different ways to calculate production expenditure income
· Market prices, basic prices and factor cost
· Real vs nominal
· Summary
Measuring unemployment, price changes, links with the rest of the world and distribution of income
· Unemployment, inflation and external links (also see study units 5, 9 and 10)
· Distribution of income: Lorenz curve, Gini coefficient, Quantile ratio


Typical exam questions
(a) Concepts:
· list the five macroeconomic objectives
· define the GDP
· name the three methods to estimate GDP
· define the unemployment rate
· define the CPI
· define the balance of payments
· name the three measures that are used to measure income inequality
(b) Explanations:
Explain the difference between
· nominal and real values
· market prices, basic prices and factor cost
· current prices, nominal prices and constant prices
· gross product and net product
· GDP and GDE
c)Calculations:
· calculate the increase in real GDP between 2004 and 2005

Year 	Real GDP
2004 	100
2005 	120












STUDY UNIT 6

Unit outcomes
· explain the relationship between the three central macroeconomic flows
· list the basic assumptions of the Keynesian model
· explain the characteristics of the consumption function
· explain the relationship between consumption and saving
· explain with the aid of a diagram the equilibrium level of income
· calculate
- private consumption expenditure
- the level of autonomous spending
- the multiplier
- the equilibrium level of income
· Production, income + spending
· Say’s law
· Keynes’ approach
· 
Keynesian model (closed economy without government)
· A = C + I
· Assumptions (box 18-2)

Consumption spending
· C = C + cY where
C = autonomous consumption
- consumption takes place even if Y = 0
- role of non-income determinants
- determines position of C function
cY = induced consumption
- consumption is a positive function of Y
· c marginal propensity to consume
- gives relationship between ΔY and ΔC
- determines slope of C function
· Figure 18-1

Saving
· What is not spent is saved
· Y = C + S
· c + s =1
Investment
· Capital formation
· Autonomous
· not determined by Y
Equilibrium
· If A > Y
- excess demand
- ↓ inventories
- ↑ production and Y
· if A < Y
- excess supply
- ↑ inventories
- ↓ production and Y
· where A = Y
- equilibrium

The multiplier
· Ratio between ΔA and ΔY
· Process
· Calculation
Α = 1
     1-c
 
· Equilibrium
Y0 = A

Typical exam questions
(a) Concepts:
· define Say's law
· list the basic assumptions of the Keynesian macroeconomic model
· define the multiplier
(b) Explanations:
· explain the relationship between the three central macroeconomic flows
· explain the implications of the assumptions of the Keynesian macroeconomic model
· explain the relationship between consumption and saving
(c) Diagrams:
(i) show on a diagram and/or
(ii) explain with or without the aid of a diagram
· the three characteristics of the consumption function– Figure 18-1
· the relationship between consumption and income –Figure 18-2
· the relationship between investment and the interest rate – Figure 18-3the relationship between investment and income – Figure 18-4
· the equilibrium level of income – Figure 18-7
· the level of autonomous spending, the marginal propensity to consume and the equilibrium level of income – Figure 18-8
· the multiplier – Figure 18-10
(d) Calculations:
Given a diagram or the consumption and investment functions (see the activities in the study guide for examples) you could be asked to calculate:
· private consumption expenditure
· the level of autonomous spending
· the marginal propensity to consume
· the multiplier
· the equilibrium level of income


























STUDY UNIT 7

Unit outcomes
· explain the impact of the introduction of government spending on aggregate spending, the multiplier and the equilibrium level of income
· explain the impact of the introduction of a proportional income tax on private consumption expenditure, autonomous spending, the multiplier and the equilibrium level of income
· Explain the impact of a change in government spending or a change in the tax rate on the equilibrium level of income
· explain the impact of changes in autonomous exports and induced imports on the equilibrium level of income 

Keynesian model (closed economy with government)
· A = C + I + G

Government spending
· Autonomous
· not determined by Y
· Does not affect the size of the multiplier

Taxes
· A function of income, T = tY
· Reduces disposable income
· less Y is available to spend, less is re-spent in each round, therefore the size of the multiplier is smaller

Fiscal policy
· Changes in G and t
· Expansionary
- ↑G and/or ↓t
· Contractionary
- ↓G and/or ↑t

Keynesian model (open economy with government)
· A = C + I + G + X - Z

Foreign sector
· Exports
- function of economic conditions in the rest of the world
- Autonomous
- does not affect the size of the multiplier
· Imports
- function of income
- less Y is spend locally, reducing the amount re-spent in each round, therefore the size of the multiplier is smaller
Typical exam questions
(a) Concepts:
· define fiscal policy
(b) Explanations:
· Explain the impact of the introduction of government spending on aggregate spending, the multiplier and the equilibrium level of income
· Explain the impact of the introduction of a proportional income tax on
- private consumption expenditure
- autonomous spending
- the multiplier
- the equilibrium level of income
· explain the difference between income and disposable income
(c) Diagrams:
(i) show on a diagram and/or
(ii) explain with or without the aid of a diagram
· the impact of the introduction of a proportional income tax on private consumption expenditure – Figure 19-4
· the impact of a change in government spending or a change in the tax rate on the equilibrium level of income – Figures 19-5 and 19-6
· the impact of fiscal policy on the equilibrium level of income – Figures 19-5 and 19-6
· the impact of changes in exports and imports on the equilibrium level of income – Figure 19-8
(d) Calculations:
· Given a diagram or information on the components of aggregate spending (see the activities in the study guide for examples) you could be asked to calculate:
· autonomous spending
· the multiplier
· the equilibrium level of income
· the required change in government spending to achieve full employment














































STUDY UNIT 8

Unit outcomes
· use aggregate demand (AD) and aggregate supply (AS) curves to analyse monetary and fiscal policies and supply shocks
· explain the monetary transmission mechanism
· explain the policy dilemma in an open economy

AD-AS model
· Assumptions Box 20-1

Aggregate demand (AD)
· Definition
· Shifts
· changes in components of AD, ie C, I, G and X Table 20-1
· Demand management (fiscal and monetary policy)

Aggregate supply (AS)
· Definition
· Shifts
· changes in cost of production and productivityTable 20-2

Monetary transmission mechanism
· Changes in the monetary sector are transmitted to the real sector
· Δi→ ΔI → ΔA → ΔAD → ΔP and ΔY
· Figure 20-6

Monetary and fiscal policy
· Applying policy
· Trade-off between P and Y
· Policy lags
· Policy dilemma in an open economy

Typical exam questions
(a) Concepts:
· list the basic assumptions of the AD-AS model
· define
- the AD curve
- the AS curve
- stagflation
- a supply shock
- demand management
- contractionary fiscal/monetary policy
- expansionary fiscal/monetary policy
- the trade-off principle
- the transmission mechanism
(b) Explanations:
· explain the implications of the assumptions of the AD-AS model
· distinguish between fiscal and monetary policy
· discuss the four lags associated with fiscal and monetary policy
(c) Diagrams:
(i) show on a diagram and/or
(ii) explain with or without the aid of a diagram
· the impact of key changes on the AD curve – Table 20-1 and Figure 20-3
· the impact of key changes on the AS curve – Table 20-2 and Figures 20-4 and 20-5
· contractionary fiscal/monetary policy – Figure 20-3
· expansionary fiscal/monetary policy – Figure 20-3
· the transmission mechanism – Figure 20-6
· the policy dilemma – Figure 20-9
STUDY UNIT 9

Unit outcomes
· define inflation
· define the consumer price index (CPI)
· use CPI data to calculate inflation rates
· explain the core inflation rate
· define the production price index (PPI)
· discuss the differences between the CPI and PPI
· define the implicit GDP deflator
· compare the different measures of inflation
· explain why policy makers regard inflation as a problem
· explain using diagrams the difference between demand-pull and cost-push inflation

Inflation
· Definition
Process
· Measurement
- CPI
- Core inflation
- PPI
- Implicit GDP deflator
Effects of inflation
· Distribution
· Economic
· Social and political 

Causes of inflation
· Demand-pull inflation
· change in one of the components of aggregate demand Figure 21-1
· Cost-push inflation
· increases in the cost of production Figure 21-2
Typical exam questions
(a) Concepts:
· define inflation
· describe the CPI, PPI and the implicit GDP deflator
· define demand-pull inflation
· define cost-push inflation
(b) Explanations:
· differentiate between nominal and real values
· differentiate between the CPI and the core inflation rate
· explain why policy makers regard as a problem
· distinguish between the main types of costs of inflation
· what measures can be used to get rid of demand-pull inflation
· what measures can be used to get rid of cost-push inflation
(c) Diagrams:
(i) show on a diagram and/or
(ii) explain with or without the aid of a diagram
· the difference between demand-pull and cost-push inflation
· the impact of measures taken to get rid of demand-pull and cost-push inflation
(d) Calculations:
· Calculate the inflation rate between 2001 and 2002

Year 	CPI
2006 	110
2007	 120



STUDY UNIT 10

Unit outcomes
· define the rate of unemployment
· identify the costs of unemployment
· distinguish between the different types of unemployment
· suggest policies to tackle the unemployment problem
· illustrate and explain the Philips curve

Unemployment
· Measurement
· Cost
· Types
· Policies to reduce unemployment
· Unemployment in the Keynesian and AD-AS models

The Philips Curve
· Trade-off between unemployment and inflation?
· Movement along and shifts of the Philips curve

Typical exam questions
(a) Concepts
· define the rate of unemployment
· identify the costs of unemployment
(b) Explanations
· distinguish between the different types of unemployment
· suggest policies to tackle the unemployment problem
(c) Diagrams:
(i) show on a diagram and/or
(ii) explain with or without the aid of a diagram
· The Philips curve – Figures 22-2 and 22-3
(d) Calculations:
· Calculate the unemployment rate if there are 100 million people in the population, 50 million people are in the labour force and 10 million people are unemployed

























STUDY UNIT 11

Unit outcomes
· define economic growth
· explain how economic growth is measured
· define the business cycle
· identify sources of economic growth

Economic growth
· Definition
· real, per capita
· Problems

Business cycle
· Stages
· Diagram – study guide

Sources of economic growth
· Supply side factors
- increase in the quantity and quality of the 4 factors of production
· Demand side factors
- domestic demand
- export demand
- import substitution
Typical exam questions
(a) Concepts:
· define economic growth
· list the problems associated with the use of the GDP
· define the business cycle
· mention the elements of a business cycle
· identify sources of economic growth from the supply side
· identify sources of economic growth from the demand side
(b) Explanations:
· explain how economic growth is measured
· explain the importance of using real GDP per capita when measuring economic growth
(c) Diagrams:
(i) show on a diagram
(ii) explain with or without the aid of a diagram:
· the business cycle – see the figure in the study guide
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