Study Unit 2 SA Macro Economics
Economic growth

Economic growth takes place when the total production of goods and services in an economy increases. It is traditionally defined as the annual rate of increase in total production or income in the economy under 2 conditions namely production, or income should be measured in real terms, (effects of inflation should be eliminated). Secondly, the figures should also be adjusted for population growth.

Gross domestic product

GDP is an official measure of the FINAL goods and services produced inside the borders of a country by both the citizens and foreigners during a specified time period (usually one year). It is also the broadest, best-known and most used measure of economic activity. This reflects the level of economic activity that is taking place in the country.

Nominal and real gross domestic product

Nominal GDP or GDP at current prices is the sum of the quantities of final goods and services produced multiplied by their current price. An increase in nominal GDP might increase over time due to an increase in the quantity or prices of goods and services produced.

Real GDP or GDP at constant prices is a measure of GDP in which the quantities produced are valued at the prices in a base year rather than at current prices. Real GDP therefore measures the actual physical volume of production. 
Inflation

Inflation is defined as a continuous and considerable rise in prices in general. Note that this is a neutral definition of inflation since it does not tell us what the causes of inflation are. The most commonly used indicator of changes in the general price level (inflation) is the consumer price index (CPI).

Unemployment
Unemployment occurs when economic active people who are willing and able to work, does not have paid employment.
Balance of payments

The balance of payments is a systematic statistical record of all economic transactions between residents in the reporting country (e.g. South Africa) and the rest of the world during a particular period (quarter or year). The South African balance of payments summarizes the transactions between South African households, firms and government and foreign households, firms and government.

Distribution of income

The way income is distributed between a country’s residents (women, men and races). Who earns the most Money? South Africa has a highly skewed distribution of personal or household income. Income distributions are difficult to measure and are therefore not estimated regularly. Moreover, the estimates are subject to a significant margin of error. In some countries the distribution of income among individuals or households has never been estimated, while in other countries such estimates are made only infrequently.

Study Unit 3 – Goods Market 
Goods Market
The combined market for all goods and services, consisting of all producers and consumers. It is in the goods market where producers decide how much to produce and consumers decide how much to purchase.
Total Demand for Goods: (total = aggregate)

The total amount of goods and services demanded in the goods market. This total demand for goods and services determines the level of income and output in the economy.

Total amount of goods:
All goods and services produced even if they replace depreciated or worn out products.

Gross domestic expenditure (GDE)

The total value of spending within the borders of a country including imports but excluding exports, since spending on exports takes place outside the borders of the country.

Consumption
The usage/purchase of demand and goods by the consumer, firms and government and foreign sectors. Households are the biggest consumption sector.
Autonomous Consumption:
Consumption financed by means other than income such as inheritance, credit, past savings and gifts.

Induced Consumption:
A change in consumption caused or the result of a change in income.
Marginal propensity to consume
If a consumer’s disposable income increases, they will increase their consumption (spending) but not as much as their income increased.
Financial investment:
Investment in bonds, stocks etc. This type of investment produces a return by means of interest, dividends.

Real investment:
Spending on capital such as machinery, buildings, inventories etc with the hope of a making a future profit. This increases the production capacity.

Government spending

Money spend by the government to stimulate the economy – like books for schools, personnel costs, bridges, roads etc.

Equilibrium condition in the goods market

In our goods market model, equilibrium occurs when the level of output and income (Y) is equal to the demand for goods (Z)   --- Y=Z

Equilibrium output

The equilibrium level of output is the level of output/production of goods and services is equal to the demand for the goods/output at that price point.

Autonomous spending

Autonomous spending consist of variables that are independent of the level of output, such as Investment, Government spending and consumer spending
Induced spending

Induced spending are those variables that are dependent on the level of income like consumer output.
Multiplier

The multiplier effect results from the behavior of households, who increase their consumer spending whenever their income increases. Demand increases and firms produce more and income increases which causes consumer spending to increase. The amount by which they increase their consumer spending depends on the marginal propensity to consume and this will be less than the increase in income. This increase in consumer spending means a further increase in the demand for goods and consequently a further increase in output and income take place, which in return increases consumer spending. The multiplier effect is thus in operation.

Exogenous variables

The variables that we can control. Government has two instruments it can use to influence the level of output, namely government spending (G) and taxes (T), both of which are policy variables of fiscal policy. In the goods market model, both are regarded as exogenous variables.

Endogenous variables

Variables that can not be controlled for example the value of investment is not determined by a variable such as the level of production

Fiscal policy
The government's policy in respect of the level and composition of government spending, taxation and borrowing. The main instrument of fiscal policy is the budget and the main policy variables are government spending and taxation.

Budget deficit 
The governments expenditure is more than its revenue – (G+R)-T (goods and transfer payments) - Taxes

Budget surplus
Governments’ spending is less than its revenue T-(G+R) Taxes – (goods +transfer payments)

Balanced budget

If the budget is balanced then G = T, (government spending will equal taxes collected)

Contractionary fiscal policy

“cool down” economy – used to decrease economic activity by decreasing the demand for goods. Government spending is decreased and taxes increased.

Expansionary fiscal policy

Used to stimulate the economy by increasing Government spending and/or reducing Taxes

Full employment

The situation where all available resources (labor, capital, land and entrepreneurship) are used to produce goods and services
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Financial market

The financial market is where the interest rate is determined.
Wealth

Wealth consists of assets that have been accumulated over time such as fixed property, money, shares, oriental carpets or paintings. 

Income
Income is the amount of funds, goods or services received by an individual, corporation or economy in a given time period. The main sources of income for households are:  wages and salaries, interest, rent and profits.  This income is received from firms who use the factors of production owned by households to produce goods and services.

Money

Money is anything that is generally accepted as a payment for goods and services or that is accepted in the settlement of debt – includes coins, notes and checking and savings account balances.
Demand for money

Money is required for transactions and the demand of money is the money needed for these transactions/ consumption
Exogenously determined money supply

An exogenously determined money supply implies that the money supply is determined by the central bank and is independent from the interest rate.
Demand determined money supply

A demand-determined money supply implies that the supply of money depends on the demand for money and the interest rate.
Equilibrium condition in the financial market

Equilibrium in the financial market is established at the point where the demand for money equals the supply of money
Interest rate

The interest rate is the price of borrowed money or the return that is earned on invested funds.  The rate is expressed as a % per annum.
Monetary policy

Monetary policy can be defined as measures taken by the monetary authorities to influence the quantity of money or the rate of interest with a view to achieving stable prices, full employment and economic growth.
Open market operations
Open-market operations only, which consists  of the sale or purchase of domestic financial assets such as Treasury bills by the central bank in order to exert a specific influence on the quantity of money and the interest rate
Treasury bills
Treasury bills, also called TBs, are short-term financial market instruments which are issued by government when it borrows from the public in order to finance its budget deficit. They are fully secured and guaranteed by the government.

Expansionary monetary policy

If the central bank wishes to increase the money supply in order to change the interest rate, it needs to convince financial market participants to sell their Treasury bills to the central bank at a higher price than paid and the interest rate will be decreased.

Contractionary monetary policy
If the central bank wishes to decrease the money supply in order to increase the interest rate in the financial market, it must convince financial market participants to switch from money to Treasury bills. This requires a lower price for Treasury bills which implies a higher interest rate.
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IS curve

The IS curve shows combinations of interest rates and levels of output where the goods market is in equilibrium, that is where the demand for goods equals income.  It tells us what happens on the goods market when the interest rate changes. In the event of a decrease in the interest rate, investment spending increases and therefore the demand for goods and the equilibrium level of income are higher at this lower interest rate.
LM curve

The LM curve, or financial market equilibrium curve (or money market equilibrium curve), shows combinations  of interest rates and level of output and income such that financial market equilibrium exists, that is, where the demand for money is equal to the quantity of money supplied.
Simultaneous equilibrium in the goods and financial market

This is the point where the IS and LM curves intersect and the goods and financial markets are in equilibrium
Fiscal-monetary policy mix

A combination of fiscal and monetary policies can be used to achieve certain objectives.  If the objective for instance is too reduce the budget deficit without causing a decline in the level of output and an increase in unemployment the appropriate policy mix is a contractionary fiscal policy with an expansionary monetary policy.
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Economically active population

The economically active population consists of people between the ages of 16 to 65 years who are willing, available and able to work. This figure includes both the employed and the unemployed.

Unemployment
An unemployed person is someone who is willing and able to work but who does not have a job.

Strict definition of unemployment

Unemployed persons are those persons who, being 15 years and older,

*are not in paid employment or self-employment

*were available for paid employment or self-employment during the seven days preceding the interview and

*took specific steps during the four weeks preceding the interview to find employment or self-employment.

Expanded definition of unemployment

The expanded definition of unemployment omits the requirement that a person actively seeks employment. The argument is that many people are discouraged, owing to the small probability of finding a job, from actively seeking work.

Unemployment rate

The unemployment rate is the number of unemployed people as a percentage of the economically active population.

Nominal wage

Nominal of money wage is the amount of money actually received by a worker per hour, day, week, month or year.
Real wage

The real wage is the quantity of goods and services that can be purchased with the nominal or money wage.  For a given nominal wage an increase in the general price level causes a decline in the real wage while a decline in the general price level causes an increase in the real wage.
Expected price level

The price level workers expect to pay for goods; they base their negotiations for wages on this price level.
Natural rate of unemployment

The real wage implied by wage setting is equal to the real wage implied by price setting and this unemployment rate is called the natural rate of unemployment.
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AS curve

The AS curve captures the effect of the output on the price level, and is an important building block of the AS-AD model.
AD curve

The AD curve shows combinations of price levels and output and income levels where both the goods and the financial markets are in equilibrium, and is an important building block of the AS and 

AD model
The macroeconomic model that is used for studying output and price level determination. In the AD-AS model the price level and level of output is determined in such a way that the goods market, money market and labor market are in equilibrium

Short run

Price Level is fixed and the effect this has on he financial market, the goods market and the labor market

Medium run

Price changes and the effect this has on the financial market, the goods market and the labor market.

Neutrality of money
The impact of an expansionary monetary policy is that in the medium run it is neutral, meaning that it only changes nominal variables and not the real variables in the model.
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Openness in the goods market

Openness in goods market refers to the ability of consumers and firms to choose between domestic and foreign goods.

Nominal exchange rate

The price of the domestic currency in terms of foreign currency.
Depreciation of the domestic currency

The price of the domestic currency in terms of the foreign currency decreases.

Appreciation of the domestic currency

The price of the domestic currency in terms of the foreign currency increases.

Real exchange rate

The real exchange rate tells us what happens to the relative price of domestic goods in terms of foreign goods. It gives us some indication of the affordability of domestic goods compared with foreign goods

Appreciation of real exchange rate

The real exchange rate increases and a real appreciation take place and foreign goods are relatively cheaper than before
Depreciation of real exchange rate

The real exchange rate decreases and a real depreciation take place and foreign goods are relatively more expensive than before.

Openness in financial markets

Openness in financial markets refers to the ability of financial investors to choose between domestic financial assets and foreign financial assets.

Balance of payments

The balance of payments is a systematic statistical account of all the economic transactions between the residents of one country and the residents of other countries in a specific period.

Current account of the balance of payments

The current account records a country’s involvement in international trade (exports and imports)
Trade balance

The difference between merchandise imports and merchandise exports

Financial account of the balance of payments

In the financial account, international transactions in assets and liabilities are recorded.

The financial account has three main components: direct investment, portfolio investment and other investment.

Direct investment

Direct investment includes all transactions where the purpose of the investor is to gain control of, or have a meaningful say in, the management of the enterprise in which the investment is made

Portfolio investment

Portfolio investment refers to the purchase of assets such as shares or bonds where the investor is interested only in the expected financial return on the investment.

Change in foreign reserves

The sum of the current account balance, the capital transfer account, the financial account balance and the unrecorded transactions are therefore reflected in the change in foreign reserves.

Interest parity condition

The interest parity condition implies that the domestic interest rate (i) must be (approximately) equal to the foreign interest rate (i*) minus the expected appreciation (Ee) of the domestic currency.

What this condition tells you is that when you have to decide between domestic or foreign financial investment you should not only consider the difference in the interest rate but must also take expected changes in the exchange rate into account.
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Domestic demand for goods

The domestic demand for goods consists of consumption spending, investment spending and government spending.

Demand for domestic goods

The demand for goods that are produced by a country, locally as well as worldwide.

NX curve

The NX line shows what happens to the trade balance as the level of output and income increases in the economy.

Marshall-Lerner condition

Depreciation decreases the price of exports and increases the price of imports. Exports therefore increase and imports decrease and the trade balance improves. The increase in the price of imports increases the import bill which impacts negatively on the trade balance. 
A depreciation results in an improvement in the trade balance and the level of output. The level of output increases since the demand for domestic goods increases in the economy. The increase in the demand for domestic goods is the result of an increase in exports, which increases the demand for goods and the level of output.

The Marshall-Lerner condition is the condition under which a real depreciation (a decrease in () leads to an increase in net exports.
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Equilibrium in the goods market

The goods market is in equilibrium when production is equal to the demand for domestic goods.  At the equilibrium level of output, the trade balance may show a deficit or a surplus.

Equilibrium in the financial market

Equilibrium in the financial market is where the money supply is equal to the money demand
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