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Explain basic Economics 

Welcome to this unit standard.   
 
Specific Outcomes 
 
By the end of this learning unit you should be competent in the following 
outcomes: 
 
1. Identify the role players in the economy  
2. Explain the factors of production   
3. Identify institutions that operate in the economy   
4. Explain the role of money on the economy 
 

Module 1 

Identify the role players in the economy 
 
This Module deals with:  
 

 The concept of the economy is explained with reference to the macro and 
microenvironment 

 The role of the government in the macro environment is explained with 
reference to different economic systems 

 The flow of goods and capital in the economy is explained with reference to 
the role players in the micro environment 

 The influence of the global economy on the South African economy is 
explained with examples 

 
1. Introduction  
 
The concept of an “economy” is difficult to explain as it involves a collection of many 
activities working together. To make it easier to visualise, think of the cogs of a clock 
working together to produce the time. Each cog performs a function, which 
collectively produces an economy, which may be defined as the large set of inter-
related economic production and consumption activities to determine how scarce 
resources are allocated. The economy encompasses everything related to the 
production and consumption of goods and services in an area (typically a country).  
 
A few examples to illustrate this are: 

 Vehicle manufacturers make or produce cars in a factory. Various inputs such 
as steel, glass, labour and capital are used to produce an output, namely a 
car. When you walk into a car dealership and buy a car, you are “consuming” 
the product.  
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 A life insurance company does not produce a tangible physical product; it 
produces a service. When a client purchases a life insurance policy, he or she 
is consuming the product.  

 
The collective production and consumption of all these goods and services in a 
country forms the economy. The study of the economy, called economics, can be 
broken into two major areas, namely microeconomics and macroeconomics. 
 
Macroeconomics looks at the big picture, hence the name “macro”. It focuses on 
the national economy as a whole and provides a basic knowledge of how things 
work in the business world. Macroeconomics is the sum total of economic activity 
dealing with issues such as: 
 

 Economic growth which is measured by a country’s GDP (Gross Domestic 
Product), which is the sum total of all goods and services, produced within a 
country’s borders in a year.  

 Inflation rates which measure the annual increases in the prices of selected 
goods. South Africa adopts a strict inflation targeting policy because most of 
our population spends a high proportion of income on basic necessities. High 
inflation affects the poor most dramatically.  

 Unemployment percentage which represents the portion of the working 
population who are looking for jobs, but cannot be placed; and 

 National economic policies such as the monetary (controlling interest rates) 
and fiscal (controlling taxes) policies.  

 
Microeconomics examines the smaller picture of the supply and demand for 
different goods and services. Individual businesses now decide how much of a 
certain product or service to produce and how much to charge for it. This is matched 
according to how much the market demands and how much they will pay for it. 
Some examples include; 
 

 South Africa is now experiencing an excess of demand for electricity and a 
shortage of supply. The result is an increase in electricity prices in excess of 
14%.  

 Rising interest rates in South Africa have led to a decline in the demand of 
housing and an excess of supply. Prices must not stabilise or decline to 
compensate for the excess in the market.  

 
 
2. Fiscal Policy  
 
Fiscal policy refers to the government’s use of spending and taxation to meet the 
country’s macroeconomic goals. Like any company, the government has a budget 
(the national budget is compiled by the finance Minister of South Africa), which 
details how much the government is expecting in terms of revenue and how much of 
this revenue it will spend. Government earns revenue in the form of taxes levied. A 
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few examples are; 
 

 Income tax from natural persons and companies  
 Estate duty  
 Capital gains tax (CGT) 
 Donations tax 
 Import Duty 

 
The national budget is said to be balanced when the revenue collected from taxes is 
equal to the government’s expenditure. A budget surplus occurs when tax revenues 
exceed expenditure and a deficit occurs when expenditure exceeds revenues. Think 
of this in terms of your personal budget, if you expect to earn R10,000 per month for 
a year and budget for R9,000 in expenses you will budget for a surplus. If however 
you take a pay cut during the year and now earn R8,000 per month, you will have a 
deficit when reconciling your budget at the end of the year.  
 
2.1 A South African context of government spending  
 

 
 
Government spending has risen by over 9.2% a year over the past few years, and 
will be raised a further 7.7% a year over the next three years as government ensures 
that effective programs and promising new initiatives are funded in line with 
government's capacity to implement them. 
 
The 2007/08 Budget allocates R105.5-billion to education, R62.7-billion to health, 
R89.4-billion to social security and welfare, and R45.3-billion to housing and other 
social services. R57.9-billion has been budgeted for police, prisons and courts, while 
R30.3-billion has been set aside for defence and intelligence expenditure.  
 
Economic services - which would include measures to promote industrial 
development, black economic empowerment and small business development - gets 
R109.8-billion, while R40.1-billion goes to general administration expenditure by 
government.  
 
This brings the total main Budget revenue for 2007/08 to R544.6-billion, to be 
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divided among the three spheres of government. National departments will receive 
50.4% of available resources, while 42.4% has been allocated to the nine provinces 
and 7.2% to South Africa's 283 municipalities. This gives provincial and local 
governments almost half of South Africa's national financial resources for the 
financial year.  
 
Source: 
http://www.southafrica.info/doing_business/economy/fiscal_policies/budget2007-
fiscal.htm 
3. The flow of goods, services and capital in the economy 
 
3.1 Microeconomic role players  
 

 Producers  
The producer manufactures goods and services while consumers purchase 
these products and services from the producer as discussed earlier.  

 Consumers  
The consumer must offer labour and services to the producer. In turn, the 
producer derives money from the consumer by the sale of goods and services 
which pass money back to the consumer as payment for labour provided.  
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
3.2 Flows in the economy  
 
There are 2 distinct flows running in opposite directions; 
 

 One is the goods and services flow - goods are passed on to the consumer and 
services provided to the producer.  

 The other is money flow - salaries and wages are paid to the consumer and the 
sale proceeds of goods are paid to the producer.  

 
Without any outside interference and assuming unlimited resources, the money flow in 
the economy would circulate indefinitely from the producer to the consumer and back to 

Offer labor and other services 

Receive payment for goods and services 

Provides goods and services 

 
PRODUCER 

 
CONSUMER 

Receive payment for labor and services 

Figure 1. 
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the producer at the same rate as the consumer offered his or her services and the 
producer provided his or her goods. The more goods and services transacted in this 
way annually, the larger the flow of money becomes and the healthier and wealthier the 
economy. The monetary flow or value of goods and services measures an economy’s 
size and its annual growth. This may be referred to as the country’s GDP.  
 
Source: The South African Financial Planning Handbook, 2006 (Page 249 – 251). 
 
3.3 Supply and Demand of goods and services 
 
3.3.1 Supply  
 
Let’s examine this concept using a vegetable farmer as an example. The farmer will 
only produce an amount of vegetables according to the current price he or she can get 
for them. It makes sense for the farmer to produce (farm) more and more vegetables as 
the price of these items increases. The higher the vegetable price, the more profit the 
farmer can make and therefore the more he or she will produce and sell. Now let’s take 
this a step further: as the vegetable price continues to increase and farmers are making 
more and more profit from the sale of vegetables, cattle farmers now consider 
reallocating their resources towards vegetable farming because they can make much 
more profit from selling vegetables at the prevailing price. More and more vegetable 
producers will enter the market for profits until the market is flooded with an over-supply 
of vegetables. At this stage there are too many vegetables in the market and the price 
must now come down. As the price of vegetables comes down, farmers will produce 
less and less as they cannot make as much profit. Some farmers will now leave the 
market and return to cattle farming, for example where they can make more profit.  
 
This is illustrated on the following page by showing the supply curve. If the price of 
vegetables is R10, the farmer will produce 200 units of vegetables. As the price he or 
she can get for these vegetables increases to R30, 600 units are produced to take 
advantage of the higher price. This is referred to as a positive relationship as the higher 
the price a farmer can get for the product, the more he or she will produce.   
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3.3.2 Demand  
 
Once again, let’s use an example to explain the demand curve for running shoes. A 
consumer will buy or consume pairs of running shoes based on the price the producers 
charge. This time we have a negative relationship between price and quantity because 
as the price of running shoes increases, the quantity demanded will decrease. Think of 
your own situation; will you buy more pairs of running shoes when they are R800 per 
pair or R100 per pair?   
 

 
 
3.3 Market Equilibrium  

PRICE 

When price is R10 
the vegetable farmer 
will only supply 200 
units 

Figure 2. 

QUANTITY 

Figure 3. 
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Each good and service will have its own supply and demand curves respectively. If we 
map the supply and demand curves of a good or service on the same graph we can 
clearly see at what price consumers will buy an optimal level of the product and at what 
level producers will produce the optimal level of this good or service. The intersection of 
this graph is called market equilibrium and represents the best possible allocation of 
resources between the consumer and producer. Consumer resources are money they 
spend and producer resources are the amount of labour, technology and capital they 
allocate to producing goods. If we return to the vegetable farmer at high producer prices 
we have an over-supply (and corresponding low demand) of vegetables as the market 
is saturated with the supply of vegetables at a relatively higher price. On the other side, 
when producers can only charge a low price for goods, they will not supply much of this 
product or service to the marketplace leaving an under-supply (and corresponding high 
demand).  
 

 
 
3.4 Scarcity  
 
Scarcity is the basic economic problem that arises because people have unlimited 
wants but resources are limited. Because of scarcity, various economic decisions must 
be made to allocate resources efficiently. People must make choices between different 
items because the resources necessary to fulfil their wants are limited. These decisions 
are made by giving up (trading off) one want to satisfy another.  
 
 
 
 
4. Globalisation  

Figure 3. 
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Globalisation may be defined as the integration of economies resulting from the free 
flow of capital, goods, services, technology and labour resources around the world. This 
free flow of resources results in world economies becoming interlinked and therefore the 
impact of changes in one economy is felt around the world. Some examples will further 
illustrate this: 
 

 The 1998 Asian Crisis  
Global investors lost confidence in emerging markets due to a perception that 
emerging economies were heavily over-borrowed leading to a realisation or sale 
of assets as well as cash withdrawals causing the currencies of these emerging 
markets to falter. Remember that the supply and demand of currency determines 
its value. If South Africa has substantial US investment and they pull out of the 
country (selling assets and withdrawing cash), in essence they are selling their 
Rands and converting them to Dollars. This puts more Rands in the marketplace 
(increase in supply) and the increase in supply causes the Rand to devalue. 
Dollars are now taken out of our economy (decrease in supply), which causes 
the Dollar to appreciate.  
 

 The 2007 subprime crisis  
US credit institutions relaxed lending criteria and sold thousands of mortgages to 
people who could not afford them. Consumers were drawn into “teaser” 
mortgages which are structures whereby consumers pay much higher interest 
rates but payments need not be made for up to two years! Sadly, it makes sense 
that if someone cannot afford a mortgage now, 24 months rarely makes a 
difference. In 2007 this entire system collapsed whereby thousands of mortgages 
went into default. So what is the effect on the global economy? Well, a CMO or 
collateralised mortgage obligation is where many mortgages are grouped 
together and sold off in tranches according to various time horizons and risk 
profiles. The workings thereof are beyond the scope of this material, but suffice it 
to say that these instruments are sold worldwide and the resulting default caused 
mayhem across the globe for all investors who lost money. Investec were 
unfortunate enough to hold a substantial amount of these investments and its 
share price fell substantially because of the subprime crisis.  
 

 The China-Africa relationship  
It is important to note that having an open economy with free flow of capital can 
also make some markets vulnerable. Large countries gain economies of scale 
much quicker as they can inject large amounts of capital, labour and technology 
into projects, which brings down the cost per unit of production substantially. This 
cost advantage can destroy an emerging market’s local industry. In 2006 concern 
was raised over China’s textile imports and the local economy. The government 
may try and regulate this advantage by the imposition of tariffs and quotas, but 
this is a form of “closing” an economy.  
In 2013, however, South Africa and China are active participants in the BRICS 
alliance – a grouping of countries (Brazil, Russia, India, China and South Africa) 
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who are working together to promote trade and development for their respective 
countries. 
 

Module 2 

Explain the factors of production 

 
This Module deals with:  
 

 The four main factors of production are identified and an indication is given of the 
remuneration of each 

 The effect of the factors of production on the production of goods is investigated 
with reference to primary, secondary and tertiary industries 

 The concept of entrepreneurship is explained with examples 
 
5. Factors of production  
 
Land, labour, capital, and entrepreneurship: These are four generally recognised factors 
of production. Of course, in a literal sense anything contributing to the productive 
process is a factor of production. However, economists seek to classify all inputs into a 
few broad categories, so standard usage refers to the categories themselves as factors. 
Before the twentieth century, only three factors making up the "classical triad" were 
recognised: land, labour, and capital. Entrepreneurship is a fairly recent addition. The 
factor concept is used to construct models illustrating general features of the economic 
process without getting caught up in unimportant details. These include models, which 
attempt to explain growth, value, choice of production method, income distribution, and 
social classes. A major conceptual application is in the theory of production functions. 
One insightful basis for the classification of the factors of production is the remuneration 
for their services: rent for land, wages for labour, interest for capital, and profit for 
entrepreneurship.  
 
A discussion of each of the factors follows: 
 
5.1 Land 
 
Generalized economists use this term or label to cover all those factors of production 
that are still in their raw state (or nearly so). They have not yet been worked on or 
transformed by human labour. “Land” therefore in the economists' sense means not 
only the dry portion of the earth's surface, but also all those natural resources such as 
mineral deposits, wild plants and animals, soil fertility, surface water, solar energy and 
even the resources offered by the seas that can be used in production.  
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5.2 Labour  
 
The collective name given to all the various productive services provided by human 
beings, including physical effort, skills, intellectual abilities and applied knowledge. 
Although a market with a complicated division of labour involves hundreds or even 
many thousands of distinct types of labour set apart according to the kinds of skills and 
abilities required (each with their own separate but interconnected labour markets), 
economists often find it useful for theorising purposes to simplify the real situation by 
speaking as though there was only one standardised kind of labour to be considered, 
with this single factor of production being freely and easily substitutable across all 
different alternative production processes for all different sorts of goods and services.  
 
5.3 Capital  
 
Fixed capital refers to the capacity an organisation has in terms of property, plants and 
equipment while its durable assets refers to the stock-piled materials and semi-finished 
goods. In the strictest economic sense, capital is only referred to in the above senses 
with reference to physical goods in the production process, which would not include 
capital in the sense of funds in a bank account to be used in future. For simplicity’s sake 
however, all capital is often grouped and considered in one sum.   
 
5.4 Primary, secondary and tertiary industries 
 
The effect of the three primary factors of production on the production of goods would 
depend on the nature of industry. The primary sector or industry is involved primarily in 
the extraction or production of raw materials (mining, farming, forestry, and fishing).  It is 
clear that all three factors of production, namely land, capital and labour would be 
utilised extensively in the primary sector. When setting up a new mining operation, the 
first requirement is land. A physical space is needed, but this land also needs to contain 
natural resources to extract (gold, diamonds, coal etc.). Substantial capital and labour 
will also be required to make the operation a success. The secondary sector or industry 
will process the raw materials extracted by the primary sector. The timber collected from 
forestry is now processed and goods such as furniture and boats are manufactured. 
Again, all the factors of production are needed, land for manufacturing premises (as 
opposed to land containing natural resources), capital for machines and equipment and 
finally labour to manufacture the final goods. The final sector is the tertiary industry, 
which is the service sector (transport, doctors and dentists etc.) The entrepreneurial 
factor of production is more easily applied in this sector as the capital, labour and land 
requirements for setting up are much lower.  
 
 
5.5 Entrepreneurship  
 
This is the French term which is translated to English to mean "enterpriser" or "one who 
undertakes." An entrepreneur is a person who detects a previously untapped 
opportunity to make substantial profits (either by lowering the costs of producing 
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existing good/services or by creating brand new ways for people to satisfy their wants 
through new products) and then takes the initiative in bringing together the necessary 
factors of production to exploit this opportunity, typically by organizing a new business 
firm (or perhaps a new subdivision of an existing firm) for the purpose. The new 
opportunity, which the entrepreneur has detected may involve the introduction of a new 
good or service only recently invented or improved. It might involve introducing some 
existing good or service into a new market area where it is presently unavailable or 
deepening the original market by finding and publicising new ways for new groups of 
customers to use it. It might involve recognizing the potential of some new production 
technology for dramatically lowering the costs of production of an existing good or 
service, making it possible to earn huge sales increases at the expense of much higher 
cost substitutes that are thereby rendered obsolete and no longer competitive.  
 
Entrepreneurs thus serve an important role in enabling the economy to adapt to 
changing conditions and new possibilities for material improvements by creating new 
production organisations, and even whole new industries. Because of its essential role 
in initiating the process of production, entrepreneurship is identified by some 
economists as a fourth factor of production alongside land, labour and capital. In its 
essence, entrepreneurship involves looking ahead to foresee future conditions of supply 
and/or demand that will be quite substantially different from present conditions. Having 
arrived at a vision of the future based on observation of previously unnoticed trends, 
recent discoveries and inventions, and a large dose of creative imagination, the 
entrepreneur takes practical action to reallocate costly resources in the present and 
prepare for meeting an expected future demand. However, if the entrepreneur's vision 
of the future proves to be incorrect, all or part of the resources utilised to prepare for 
that future may prove to have been wasted, so there are risks of large losses. The 
prospect of far above average profitability is normally necessary to attract the necessary 
resources into an undertaking with such a high possibility of loss. Being the first in the 
field with an exceptionally good idea may well yield far above average profits because 
of the possibilities for explosive sales growth and because of especially favourable 
pricing conditions enjoyed due to the temporary monopoly the firm enjoys until imitators 
can gear up to enter the marketplace. The entrepreneur may personally bear all or most 
of the risk of the new enterprise by using only his own resources and thus becoming the 
sole owner of the business. Frequently, however, the entrepreneur will organise the 
business in such a way as to share the risks with others, either by borrowing part of the 
initial financing from banks or from wealthy passive investors or by selling bonds. The 
entrepreneur may even give up part of the ownership of the enterprise (and thus part of 
the claims on future profits) to other partners or share-holders willing to buy their way in 
after the entrepreneur has developed and explained the basic concepts of the new 
undertaking. However, such risk-sharing arrangements will normally be structured by 
the entrepreneur in such a way that the entrepreneur retains an ownership interest 
larger than his original share of the resources put at risk. In other words, there are 
financial returns to entrepreneurial creativity above and beyond the returns demanded 
for pure risk-bearing. Entrepreneurship is something above and beyond risk-bearing or 
even ownership of the enterprise, even though any or all of these functions may happen 
to be performed by the same person in individual instances.  
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Some of the most famous examples of entrepreneurship include; 

 Richard Branson who pioneered the Virgin brand.  
 Donald Trump of Trump Organisation.  
 Bill Gates who founded Microsoft.  

 

Module 3 

Identify institutions that operate in the economy 

 
This Module deals with:  
 

 The role and functions of the Reserve Bank 
 The role of the commercial banks and the land bank are explained with reference 

to the service offered by each type of bank 
 The role of Retirement Funds in the economy is explained 
 The role of the Johannesburg Securities Exchange (JSE) and the Alternative 

Exchange (AltX) in the economy is explained with reference to the service they 
offer. 

 The roles of discount houses and investment managers are explained with 
reference to the type of service offered by each 

 
6. Role players in the economy  
 
6.1 South African Reserve Bank (SARB) 
The South African Reserve Banks conducts monetary policy within an inflation-targeting 
framework. As we have discussed, the reason for inflation targeting as a primary 
concern of monetary policy is that a large portion of South Africa’s population are 
hardest hit by inflation due to a high proportion of salaries spent on basic necessities 
such as food. The reserve bank attempts to control inflation by the use of a restrictive 
monetary policy. Inflation in a country is stimulated by an oversupply of money. When 
interest rates are low, consumers delay saving and spend their money increasing the 
demand for goods and services. A large part of spending also takes place on credit 
because of the lower cost of debt.  When there is a high demand for goods and 
services, prices are increased due to high demand. This is referred to as demand-pull 
inflation. When the cost of raw materials increases however, producers must increase 
their prices in order to maintain a profit, which is referred to as cost-push inflation.  
 
The reserve bank will control the interest rates (money supply) in order to curb inflation 
by: 

 Increasing cash reserve requirements of banks. When you deposit R1000 in a 
bank, it only needs to hold a small percentage in reserve and lends out the rest. 
The money it lends out is then deposited in another bank, which only keeps a 
small amount in reserve and so on. This creates what is referred to as the 
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multiplier effect which increases the supply of money in the economy. By 
increasing the cash reserve requirement, the money supply in the country is 
limited. 

 Increasing the repo rate at which banks lend from the reserve bank. This 
increase is then passed on to the consumer in the form if an interest rate hike.  

 Open market transactions in which government injects and removes money from 
the economy by purchasing and selling government securities.  

 
 
Some examples which illustrate this discussion are: 
 
 When the fuel price rockets as it has recently, cost-push inflation takes place 

because all products increase in price due to increased transport costs.  
 Due to the high level of consumer spending the SARB may impose consecutive 

interest rate increases by 50 basis points (0.5%) to curb inflation. This is 
enforced by increasing the repo rate to retail banks.  

 
6.2 Banks  

 Commercial Banks  
This is a bank or a division of a bank that mostly deals with deposits and loans 
from corporations or large businesses as opposed to normal individual members 
of the public.  
 
The following functions are performed: 

 Processing of payments by way of telegraphic transfer, EFT, internet 
banking or other means 

 Issuing bank drafts and bank cheques  

 Accepting money on term deposit  
 Lending money by way of overdraft, instalment loan or otherwise 
 Providing documentary and standby letters of credit 

 Safekeeping of documents and other items in safe deposit boxes  
 Currency exchange 
 Sale, distribution, with or without advice, of insurance, unit trusts and 

similar financial products 
 

 Merchant Banks  
A merchant bank is a traditional term for an investment bank. It can also be used 
to describe the private equity activities of banking and are sometimes referred to 
as private banks. An example would be RMB (Rand Merchant Bank) offering 
private banking to wealthy clients which are not open to the general public. The 
most familiar role of the merchant bank is stock underwriting. A large company 
that wishes to raise money from investors through the stock market can hire a 
merchant bank to implement and underwrite the process. The merchant bank 
determines the number of stocks to be issued, the price at which the stock will be 
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issued, and the timing of the release of this new stock. The merchant bank files 
all the paperwork required with the various market authorities, and is also 
frequently responsible for marketing the new stock, though this may be a joint 
effort with the company and managed by the merchant bank. For really large 
stock offerings, several merchant banks may work together, with one being the 
lead underwriter.  
 

 Land Banks  
A land bank is one that issues long-term loans on real estate in return for 
mortgages. The Land and Agricultural Development Bank of South Africa 
provides finance for farming ventures. It also provides medium term finance for 
the purchase of machinery and equipment. Deposits are also received from 
farmers and cooperatives.  
 

6.3 Retirement Funds  
Less than 10% of South Africans retire financially secure and independent. Out of 100 
people retiring at 65: 
 

 34 have to keep working  
 32 are cared for by the state  
 17 are dependent on their families  
 8 are supported by welfare  
 9 have made adequate provision for retirement  

 
Our current pension fund legislation, (the Pensions Fund Act of 1956), although with 
various amendments to the Act, was drafted at a time when the working environment 
was very different: fewer women worked outside the home and most employees worked 
for one or two employers for the bulk of their working lives. Research shows that current 
and future generations are likely to have more than 7 career changes. Not only does 
this often affect pension contributions, but more significantly, at the transition between 
careers too many South Africans withdraw their pension fund benefits and spend the 
money. Pension fund reforms under discussion in South Africa are proposing the 
extended use of portable pension schemes such as Retirement Annuity Funds, which 
are not dependant on employers or occupational pension funds or even the introduction 
of a compulsory state pension fund. Other important changes could prevent members 
from withdrawing pension and provident fund benefits.  
 
So what does each person’s retirement provision have to do with economy? Well, if 
people don’t fund for their own retirement through saving towards a retirement fund, 
they will rely on the state for support. A large portion of South Africans do not have 
access to retirement provision as this is not provided by the employers, they don’t have 
bank accounts to collect contributions from or they have not been educated as to the 
importance of providing for old age. Ultimately the burden must fall to the government 
as billions are spent on state pensions instead of other crucial infrastructure such as 
schools and healthcare. The proposed retirement reform aims to address these issues.  
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6.4 JSE (Johannesburg Securities Exchange) 
The JSE is a valuable commodity in South Africa's economic landscape. As South 
Africa’s only full service securities exchange it connect buyers and sellers in five 
different markets namely; equities (shares), equity derivatives, agricultural derivatives 
and interest rate instruments. The JSE holds the treasured position as one of the top 20 
exchanges in the world in terms of market capitalisation (value of all shares on the 
market). It is the market of choice for local and international investors looking to gain 
exposure to the leading capital markets in South Africa and the broader African 
continent. The JSE also provides companies with the opportunity to raise capital in a 
highly regulated environment through its markets: the Main Board and AltX, the 
Alternative Exchange. 
 
Source: www.jse.co.za 
 
The Alternative Exchange (AltX), a division of the JSE Limited (JSE), is the exciting 
parallel market focused on good quality small and medium sized high growth 
companies.  
 
AltX is designed to appeal to a diverse range of companies in all sectors including: 

 Young and fast-growing businesses including start-ups  
 Family-owned businesses 
 Black economic empowerment companies; and  
 Junior mining companies  

 
AltX plays a vital role within the JSE, by providing smaller companies not yet able to list 
on the JSE Main Board with a clear growth path and access to capital. To be eligible for 
listing, a company must appoint and retain the services of a registered Designated 
Adviser - a similar role to the current JSE Sponsor but with different responsibilities.  
 
Source: http://www.altx.co.za/about_us.jsp 
 
6.5 Investment Managers 
Investment management is the professional management of various securities (shares, 
bonds etc.) assets (e.g. real estate), to meet specified investment goals for the benefit 
of the investors. Investors may be institutions (insurance companies, pension funds, 
corporations etc.) or private investors (both directly via investment contracts and more 
commonly via collective investment schemes). The provision of investment 
management services includes elements of financial analysis, asset selection, stock 
selection, plan implementation and ongoing monitoring of investments. Investment 
management is a large and important global industry in its own right responsible for 
caretaking of trillions of rands, dollars, euro, pounds and yen. Coming under the remit of 
financial services many of the world's largest companies are at least in part investment 
managers and employ millions of staff and create billions in revenue. 
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6.6 Discount Houses 
The operations of a discount house include the business of receiving and utilising 
deposits and other funds for investment purposes. It is a financial organisation that 
purchases bankers acceptances bills of exchange and commercial paper. Acceptances, 
negotiable bills of exchange, and commercial paper are money market instruments 
(market where short-term debt securities are issued and traded). The purpose of the 
discount house is to purchase the above items, clearing the debt off the books of the 
institution holding them.  It is a way for a lending institution to increase its cash flow, 
albeit for a smaller return than if the instruments were held until maturity.  
  

Module 4 

Explain the role of money in the economy 
 
This module deals with: 
 

 The history of money with reference to barter and cash 
 The concept of credit with reference to loans and time to pay for goods and 

services 
 Ways of accessing credit and the advantages and disadvantages of each 
 Different means of payment and the costs related to each 

 
 
7. The role of money in the economy 
 
7.1 The history of money 
Money is anything that is commonly accepted by a group of people for the exchange of 
goods, services, or resources. Every country has its own system of coins and paper 
money. In the beginning, people bartered. Barter is the exchange of a good or service 
for another good or service, a bag of rice for a bag of beans, for example. However, 
what if you couldn't agree what something was worth in exchange or you didn't want 
what the other person had? To solve these problems people developed what is called 
commodity money. A commodity is a basic item used by almost everyone. In the past, 
salt, tea, tobacco, cattle and seeds were commodities and therefore were once used as 
money. However, using commodities as money had other problems. Carrying bags of 
salt and other commodities was physically difficult and commodities were difficult to 
store or were perishable. Metal objects were introduced as money around 5000 B.C. By 
700 BC, the Lydians became the first in the Western world to make coins. Countries 
were soon minting their own series of coins with specific values. Metal was used 
because it was readily available, easy to work with and could be recycled. Since coins 
were given a certain value, it became easier to compare the cost of items people 
wanted. Some of the earliest known paper money dates back to China, where the issue 
of paper money became common from about AD 960 onwards. With the introduction of 
paper currency and non-precious coinage, commodity money evolved into 
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representative money. This meant that what money itself was made of no longer had to 
be very valuable. Representative money was backed by a government or bank's 
promise to exchange it for a certain amount of silver or gold. For example, the old 
British Pound bill or Pound Sterling was once guaranteed to be redeemable for a pound 
of sterling silver. For most of the nineteenth and twentieth centuries, the majority of 
currencies were based on representative money through the use of the gold standard. 
Representative money has now been replaced by fiat money. Fiat is the Latin word for 
"let it be done". Money is now given value by a government fiat or decree, in other 
words enforceable legal tender laws were made. By law the refusal of "legal tender" 
money in favour of some other form of payment is illegal. 
 
 
 
 
 
 
 
 
 
 
Source: http://inventors.about.com/od/mstartinventions/a/money.htm 
 
7.2 The concept of credit 
Credit is the provision of resources (such as granting a loan) by one party to another 
party where that second party does not reimburse the first party immediately, thereby 
generating a debt, and instead arranges either to repay or return those resources (or 
material(s) of equal value) at a later date. The first party is called a creditor, also known 
as a lender, while the second party is called a debtor, also known as a borrower. Any 
movement of financial capital is normally quite dependent on credit, which in turn is 
dependent on the reputation or creditworthiness of the entity which takes responsibility 
for the funds. The term credit is used similarly in commercial trade, known as "trade 
credit", to refer to the approval for delayed payments for purchased goods. Sometimes, 
credit is not granted to a person who has financial instability or difficulty. Companies 
frequently offer credit to their customers as part of the terms of a purchase agreement. 
 
7.3 Different ways of accessing credit  
 

a) Home loan  
 

 Advantages  
 Lower interest rates than credit cards and personal loans. 
 As property appreciates, equity may be drawn out.  
 Borrowing in this case finances an asset which is appreciating in value. 

 Disadvantages  
 Generally taken over a 20 year or 240 month period which means a large 

amount of interest is paid over this period. 

Trivia  
 The origin of the "$" money sign is not certain. Many historians trace the $ money sign to 

either the Mexican or Spanish "P's" for pesos, or piastres, or pieces of eight. The study of old 
manuscripts shows that the "S," gradually came to be written over the "P," looking very much 
like the "$" mark. 
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 Because of the high value of debt, an increase in the prime lending rate 
has a dramatic effect on the repayment. 

 Onerous requirements to qualify for the loan due to large capital value.  
 

b) Vehicle finance 
 

  Advantages  
 Lower interest rates than credit cards and personal loans. 
 Borrowing takes place over 4 – 5 years which limits the amount of interest 

paid.  
 Disadvantages  

 The asset which is being financed is depreciating in value.  
 Borrowing over a shorter term increases required monthly instalments.  

 
c) Overdraft  

 
 Advantages  

 Credit can be approved almost immediately if salary is paid into cheque 
account.  

 Emergency funds can be raised on short notice.  
 Funds can be repaid at any time limiting interest payable.  
 Lower interest rates compared to credit cards and personal loans.  

 Disadvantages  
 Interest on the debt is still high.  
 There is no prescribed repayment period and therefore the debt is often 

kept for long periods.  
 

d) Credit Card 
 

 Advantages  
 International travel is made much easier by being able to buy goods in any 

currency from a local credit card.  
 Credit card applications may be done quickly over the telephone.  

 Disadvantages  
 Commission is still charged on currency conversions.  
 Very high interest rates.  
 Minimum payments must be made monthly, but may be withdrawn 

immediately so that only the interest portion is actually paid.  
 

e) Personal Loan  
 

 Advantages  
 Again, quick and easy access.  

 Disadvantages  
 Generally provided through micro lenders at the highest interest rates 

charged in the market.  
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 Interest is sometimes charged monthly even.  
 

7.4 Different means of payment  
 

a) Debit Card 
A debit card does not incur any credit or debt for the cardholder who may only 
spend based on funds available in the account. There is no interest charge 
applicable, but transaction charges are applied to each purchase using the debit 
card.  
 

b) Cheque  
The cheque also does not incur any credit or debt for the writer of the cheque. 
This method of payment will only be honoured if there are funds available in the 
account when the cheque is presented for payment to the bank. The charges for 
honouring a cheque are usually quite high and it is therefore only recommended 
for higher purchase amounts. It is due to the delay in honouring of the cheque 
that this method of payment is rarely accepted without preauthorisation from the 
writer’s bank or in a case where the cheque is bank guaranteed.  
 
 

c) Bank Transfer 
A bank transfer is the electronic transfer of funds from one account to another 
and may also take place across countries. Bank transfers take place almost 
immediately between the same banks, but may take 48 hours for verification 
when transferring takes place between different banks. An electronic transfer fee 
is charged for each transfer if funds, but is usually nominal.  
 

d) Postal order 
Postal or money orders have remained in circulation for people who don’t have 
bank accounts to transact from or are nervous of providing credit card details to 
online companies. The post office will sell a postal order to the value of the 
purchase price of the item (plus a fee for the transaction), which is then sent off 
to the intended recipient. There is little or no reason however for a bank account 
holder to use a postal order instead of a cheque.   
 

e) Cash  
Cash is fast becoming obsolete in terms of an economic store of value. With 
rising crime rates, companies prefer to be paid by electronic means such as a 
credit card or electronic transfer. For day-to-day purchases however, cash is still 
the “cheapest” way to transact as there is no transaction fee for paying in cash as 
there is with a cheque, credit card or bank transfer.  
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