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1. INTRODUCTION 
This module belongs to you.  It is designed to serve as a guide for the duration of your course and 
as a resource for after the time.  It contains readings, activities, and application aids that will 
assist you in developing the knowledge and skills stipulated in the specific outcomes and 
assessment criteria. 

Follow along in the guide as the facilitator takes you through the material, and feel free to make 
notes and diagrams that will help you to clarify or retain information.  Jot down things that work 
well or ideas that come from the group.  Also note any points you’d like to explore further. 

Participate actively in the skills practice activities as they will give you an opportunity to gain 
insights from other people’s experiences and to practice the skills.  Remember to share your own 
experiences so that others can lean from you too. 

Each section will be preceded by outcomes and assessment criteria taken from the South African 
Unit Standards, where available.  These will describe what you must know and be able to do in 
order to successfully complete the course.  If the course is aligned to Unit Standards, you will be 
able to receive credits towards a National Qualification upon successful assessment. 

 

2. Programme Overview 

Purpose 

In order to achieve the credits and qualify for the this appropriate registered standard, 
determined by the Sector of Education Training Authority, you are expected to have 
demonstrated specific learning outcomes. 

 

Specific Outcomes 

Specific Outcomes describe what the learner has to be able to do successfully at the end of this 
learning experience. 
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Assessment Criteria 

The only way to establish whether a learner is competent and has accomplished the specific 
outcomes, is through the assessment process.  Assessment involves collecting and interpreting 
evidence about the learners’ ability to perform a task.  This module includes assessments in the 
form of self-assessments, group tasks, quizzes, projects and a practical training programme 
whereby your are required to perform tasks and collect, as portfolio of evidence, proof signed by 
your facilitator that you have successfully performed these tasks. 

 

To Qualify 

To qualify and receive credits towards your qualification, a registered Assessor will conduct an 
evaluation and assessment of your portfolio of evidence and competency. 

 

Range of Learning 

This describes the situation and circumstance in which competence must be demonstrated and 
the parameters in which the learner operates. 

 

Responsibility 

The responsibility of learning rests with you, so be proactive and ask questions; seek assistance 
and help from your facilitator, if required. 

 

How You Will Learn 

The programme methodology includes facilitator presentations, readings, individual activities, 
group discussions and skill application exercises.  Know what you want to get out of the 
programme from the start and start applying your new skills immediately.  Participate as much as 
possible so that the learning will be interactive and stimulating. 

 

How you will be assessed 

This programme has been aligned to registered unit standards.  You will be assessed against the 
outcomes of the unit standards by completing a assessments that cover the essential embedded 
knowledge stipulated in the unit standards, and by compiling a portfolio of evidence that provides 
proof of your ability to apply the learning to your work situation.  When you are assessed as 
competent against the unit standards, you will receive 10 credits towards your National 
Qualification. 

 

 

 

 

 

 

 



 

4 | P a g e  
 

3. Personal Objectives And Expectations 
You will get much more out of the programme if you take some time to think about the things you 
would like to achieve as a result of the training. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

5 | P a g e  
 

UNIT STANDARD 7456 

 

Credits 

5 

 

Purpose 

This unit standard will be useful to people who aim to achieve recognition at some level in 
Further Education and Training or to meet the Fundamental requirement of a wide range of 
qualifications registered on the National Qualifications Framework.  

 

People credited with this unit standard are able to:  

 Use mathematics to plan and control personal and/or household budgets and income and 
expenditure.  

 Use simple and compound interest to make sense of and define a variety of situations 
including investments, stokvels, inflation, appreciation and depreciation.  

 Investigate various aspects of financial transactions including costs, prices, revenue, cost 
price, selling price, loss and profit.  

 

Learning Assumptions 

Learners accessing this Unit Standard should be competent in Mathematical Literacy and 
Communications at NQF level 2. 

 

Specific Outcomes and Assessment Criteria 

Specific Outcome 1: Use mathematics to plan and control personal, regional and/or national 
budgets and income and expenditure: Bank accounts, provincial and key elements of national 
budgets and tax 

Assessment Criteria 

 Use mathematics to plan and control personal, regional and/or national budgets and 
income and expenditure 

 Plans describe projected income and expenditure realistically 

 Calculations are carried out using computational tools efficiently and correctly and 
solutions obtained are verified in terms of the context 

 Budgets are presented in a manner that makes for easy monitoring and control 

 Actual income and expenditure is recorded accurately and in relation to planned income 
and expenditure. Variances are identified and explained and methods are provided for 
control 

 

Specific Outcome 2: Use simple and compound interest to make sense of and define a variety 

of situations: Effective and nominal rates, commission, appreciation and depreciation 

Assessment Criteria 
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 Use simple and compound interest to make sense of and define a variety of situations  

 The differences between simple and compound interest are described in terms of their 
common applications and effects  

 Methods of calculation are appropriate to the problem types.  

 Computational tools are used efficiently and correctly and solutions obtained are verified 
in terms of the context or problem  

 Solutions to calculations are used effectively to define the changes over a period of time  

 

Specific Outcome 3: Use mathematics to debate aspects of the national economy: tax, 
productivity and the equitable distribution of resources 

Assessment Criteria 

 Values are calculated correctly 

 Mathematical tools and systems are used effectively to determine, compare and describe 
aspects of the national economy 

 Debating points are based on well-reasoned arguments and are supported by mathematical 
information 

 

Unit Standard Essential Embedded Knowledge 

 Budgets 

 Terminology and definitions associated with financial situations 

 Estimation and approximation 

 Compound increase and decrease 
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SECTION 1: USE MATHEMATICS TO CONTROL 
BUDGETS 
 

Outcome 

Use mathematics to plan and control personal, regional and/or national budgets and income and 
expenditure. 

 

Assessment criteria 

 Plans describe projected income and expenditure realistically 

 Calculations are carried out using computational tools efficiently and correctly and 
solutions obtained are verified in terms of the context 

 Budgets are presented in a manner that makes for easy monitoring and control 

 Actual income and expenditure is recorded accurately and in relation to planned income 
and expenditure. Variances are identified and explained and methods are provided for 
control 

 

 

1.1 Finance 
Finance is basically interpreted as being able to manage money. The 
financial world along with all other industries have a language all of their 
own. We need to become aware of what all this jargon means to help us 
manage our money successfully. Governments have to formulate economic 
policies which aim to benefit the whole community. Therefore they often 
intervene in the commercial world to impose conditions which are 
necessary to achieve those objectives. These include measures to improve 
the balance of payments, to reduce unemployment, and to control the supply of money and 
credit. 

Even though you may not be earning much, some of your income should be put aside and saved. It 
is all very well to convince yourself that starting your savings program can wait until you earn 
more, but by doing that you may never start.  "Saving is a habit", a healthy one at that! For 
people who cannot start a savings habit, another option is to have money automatically deducted 
from your pay.   

We all need some money stashed away for that rainy day, a safety net of three month’s take 
home pay is advisable. This money should be placed in a term savings account with a bank, 
provided of course you can draw on this without waiting for months. Every month you should 
check your income against debts and expenditure. You'll be surprised at the incredible 
fluctuations that can occur. Also you are checking against running in the "red". There are three 
stages in your life when savings/ investing are at an optimum. They are when you cohabit a 
lodging with another person and share expenses, when you are living at home and are a wage 
earner, or when your children have finally left the nest, you are both working and your mortgage 
is greatly reduced. 

Money governs what can be done in any situation. More careful management of money should 
always provide better value for the rand spent, but even more than that, an awareness of monies 
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available, will enable the manager to make informed decisions on what can be afforded at any 
one time.  

There are two aspects to financial management: 

 The BUDGET:  this is a plan of what can and should be spent over a given period of time, 
and what things should be allocated what amount of money. 

 The FINANCIAL RECORDS:  a system of books or computer files needs to be managed, 
keeping track of what is spent when and where; paying accounts, making purchases, 
authorizing and making payments, receiving money, sending bills to customers etc.  

 

1.2 Budget 
A budget is a plan of the amount of money coming in and the amount of money going out.  In 
other words, it is a written plan of all the money you are earning and spending.   

To work out the total amount of money that is coming in each month (your monthly income), 
write down all your earnings (your take-home pay), all your partner’s earnings (your partner’s 
take-home pay) and any other money coming in for the month. 

 

Monthly Income 

Husband  

Wife  

Other  

Total Income  

 

It stands to reason that you should not spend more than you earn, if you do you will get into debt.  
There are three basic types of expenses: fixed expenses, changing expenses, and luxury expenses.  

 

a. Fixed Expenses 

These are expenses that have to be paid every month, and the amounts don’t change, for 
example: rent. 

 

b. Changing Expenses 

These are expenses for things that you can’t normally do without, and the amounts change from 
month to month, for example: petrol. 

 

c. Luxury Expenses 

These are items that you can cut down on.  They are usually luxury items, for example: 
cigarettes.  
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d. Drawing up a Budget 

To begin drawing up your budget, list all the main expenses that you have to pay every month. 

 

These include: 

 Rent / Bond 

 Insurance 

 Electricity 

 School Fees 

 Hire Purchase Agreement 

 

The next step is to list other money spent on 
items such as: 

 Food 

 Petrol 

 Electricity 

 Taxi or Bus Fare 

 Telephone Calls 

 Savings 

 

Then you list all the luxury items that you spend money on.  These can include: 

 Cigarettes 

 Alcohol 

 Entertainment 

 Sports 

 Clothes 

 

Follow these steps when paying your monthly expenses:  

 Pay your fixed expenses.  

 Pay your changing expenses. 

 Put some money into a savings account. 

 Whatever is left over, use for luxury items 

 

e. Reasons for Budgeting 

The major  reasons for budgeting for your expenses and savings are: 

 to avoid getting into money trouble 

 to prepare for a future where money won’t be a problem 

 to have “in-case” money for emergencies 
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f. Why should you save? 

The money you save is used to pay for things that happen that you haven’t planned for.  It is wise 
to always have savings for repairs to the house, the car, or any other type of emergency. 

If you have savings in the bank, you will not get into money trouble.  This will mean you will not 
have to borrow money from the bank. 

 

g. Drawing up your own budget 

 

 

 

 

1.3 National and Provincial Budgets 
Just as you should have a budget, every business and state organisation has a budget.  During the 
National budget of the Minister of Finance it is announced what the budget for education will be.  
This is the amount of money available to the Minister of Education to be spent on education.  Of 
course, all the government departments are allocated funds in order to run their departments.  
Examples are: Transport, Defence, Social Services, SA Police Services, and so on. 

The Minister of Education will then budget (plan) to indicate which portion of her budget will go 
to which section of education and how much money should be allocated to each province.  A 
portion of the money available to her will be held back by the National Department of Education 
for their own expenses and special projects.   

The various provincial departments of education must draw up budgets to submit to the National 
Department of Education, showing how they spent their money during the previous year and how 
much money they will need during this year to pay their expenses and to use for special projects, 
such as subsidised bus fares, new schools or upgrading of the facilities of existing schools.  The 
money that is available will then be allocated to the various provinces, based on the requirements 
of their individual budgets. 

As the financial year proceeds, the National Department of Education as well as the Provincial 
Departments of Education must manage and control expenses to ensure that they do not spend 
more money than was allocated to them.  They must also ensure that the money is spent on the 
items as shown in their budgets.  They cannot ask for money to build new schools and then spend 
the money on higher salaries for top management, for example.  

 

1.4 Tax 
The question remains, where does the Minister of Finance get 
the money to allocate to the various state departments? 

The Government has to pay for many projects worth millions 
of rands, for the benefit of all South Africans.  These projects 
include: 

 

 Welfare 

Formative assessment 1 
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 Housing 

 Education 

 Health care, including hospitals 

 Roads 

 Railways 

 Dams 

 Policing 

 

All the monies collected through Value Added Tax, SITE and PAYE and tax paid by companies, 
estates and trusts is paid over to the Receiver of Revenue.  This money is then used to fund the 
various government departments.   

VAT is paid every time you purchase goods such as groceries, cars, furniture, pay for water and 
lights, etc.  A flat rate of 14% is added to the price of the goods and this amount of 14% is paid 
over to the Receiver of Revenue. 

SITE and PAYE is the income tax you and other employees pay every month.  This amount is 
deducted from your salary by the employer and paid to the Receiver of Revenue on a monthly 
basis.   

S.I.T.E. stands for STANDARD INCOME TAX ON EMPLOYEES.  It is for people who earn less than 
R60 000 per year.  If you do not have to fill in a tax form, your employer pays the amount of tax 
that you have to pay, directly to the Receiver of Revenue. 

P.A.Y.E. stands for PAY AS YOU EARN.  If you earn more than R60 000 a year, you pay P.A.Y.E.  
You must fill in a tax return form.  The tax year is normally from the first of March to the end of 
February each year. 

All businesses pay a tax on their yearly profits, this is usually called company tax.  This amount is 
calculated once a year, based on the net profit the business has made, and is paid to the Receiver 
of Revenue once a year.  

Every year the Minister of Finance calculates the money that was paid from various sources to the 
Receiver of Revenue, and on the basis of this figure works out the budget for the next year.  It 
stands to reason that he uses the figure of the previous year and then estimates (forecasts) what 
amount will be paid to the Receiver of Revenue during the current year.  He then uses the 
planned (forecast) amount to calculate his budget and to allocate money to the various 
government departments. This is why civil servants are called servants: their purpose is to serve 
the public, since the public finances all the salaries paid to employees of government 
departments. 

 

 

 

 

 

Formative assessment 2 
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1.5 Control of Income And Expenditure  

a. Budgets 

When we talk about National and Provincial budgets, budgeting usually consists of a financial plan 
that shows anticipated (what you think is going to happen) or planned (what you planned to 
happen) costs, revenues cash balances or net income.   

Costs would be costs to run the various government departments and includes salaries, rental of 
office space, salaries, water and lights, telephone, the cost 
and maintenance of government cars, building of new 
premises, paying social grants such as old age pension, 
subsidising transport, etc.  The list is very long and varies 
from department to department and province to province. 

Revenues would be the monies collected from various forms 
of tax. 

Cash balances and net income normally refer more to 
privately owned businesses than government departments 
and would be the money that is left over after all the 
expenses have been paid. 

As with your personal budget, a government department on both provincial and national level uses 
a budget to plan and control expenses (expenditure).  It is crucial that persons, businesses, 
governments (local and national) and all business ventures budget to plan and control expenditure 
according to projected income.   You cannot spend more  money than you receive – if you or the 
national or provincial government departments do this, you and they will run into debt.  In the 
case of national or provincial government departments, it means that: 

 pensions cannot be paid,  

 school bus operators cannot be paid,  

 the books required for schools cannot be bought and delivered to individual schools and so 
on and so on. 

A major benefit of budgeting is that it requires managers to scrutinise and coordinate their 
operations very carefully, to ensure that they do not overspend.  If done properly, this will help 
management to anticipate, many crises.   

Another benefit of budgeting is that managers can and should compare actual costs (expenses) 
with the costs allocated in the budget – in the same way that you compare your expenses with 
your budget every month.  If there are big differences between the budgeted costs and the actual 
costs, management can do what is necessary to stop this from happening. 

This is why budgets are looked at each month, just like you should look at your budget every 
month to make sure that you do not overspend. 

Managers mainly use two types of documents to control the budget: a Budget Management Report 
and an Income Statement. 

 



 

 

 

 Month Year Income Purchases Expenses 

Budget Actual Over Under Budget Actual Over Under Budget Actual Over Under 

1 March 2003 4 000 3 600 - 400 2 000 2 100 100 - 1 500 1 800 300 - 

2 April 2003 5 000 4 200 - 800 2 500 2 100 - 400 1 000 1 100 100 - 

3 May 2003 6 000 5 100 - 900 3 000 3 000 - - 1 000 1 100 100 - 

4 June 2003 6 000 6 300 300 - 3 000 3 000 - - 1 000 1 100 100 - 

5 July 2003 6 000 7 000 1 000 - 3 000 3 000 - - 1 000 1 200 200 - 

6 August 2003 6 000 7 000 1 000 - 3 000 3 400 400 - 1 000 1 200 200 - 

7 Sept 2003 7 000 7 500 500 - 3 500 4 000 500 - 1 000 1 200 200 - 

8 October 2003 7 000 6 500 - 500 3 500 4 000 500 - 1 000 1 300 300 - 

9 Nov 2003 7 000 8 000 1 000 - 3 500 4 000 500 - 1 200 1 500 300 - 

10 Dec 2003 8 000 8 000 - - 4 000 4 100 100 - 1 300 1 600 300 - 

11 Jan 2004 6 000 4 000 - 2 000 3 000 3 000 - - 1 000 1 200 200 - 

12 Feb 2004 7 000 6 000 - 1 000 3 500 3 000 - 500 1 000 1 200 200 - 

Total 75000 73200 - 1 800 37500 38700 1 200 - 13000 15500 2 500 - 

 



 

 

 

The previous page contains an example of a Budget Management Report.  From this report, we 
can see that:  

 The income was R1800 less for the year than anticipated 

 The purchases made was over budget by R1200 for the year 

 The expenses were R1300 over the budgeted amount for the year 

 The total income was R73200 for the year 

 The total amount spent as purchases and expenses was R54 200 

 There was still a balance (profit) of R19000 left after everything was paid. 

In the case of a business, this is a good thing, since a business exists in order to make a profit.  
In the case of a government department it might not be such a good thing.  The surplus money 
could have been used to pay for special projects such as housing, hospitals, schools, roads, etc. 

Following is an example of a budget report that gives a breakdown of monthly expenses.  The 
management budget report is compiled from various such smaller reports that give breakdowns 
of expenses per department, purchases per department, etc. 

 

March 2003 

 Payments and Expenses Budget Actual Over Under 

1 Vehicle Licence R54 R54 - - 

2 Vehicle Loan R300 R300 - - 

3 Petrol R200 R250 R50 - 

4 Owner’s Salary R600 R600 - - 

5 Wages R346 R596 R250 - 

6      

7      

8      

9      

10      

11      

Totals 1 500 1 800 300 - 

 

The income statement can also be used to see the variance (difference) between actual 
expenditure and budget. 
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An Income and Expenditure Statement is a record of all income and expenditure with which the 
business conducted business in the year.  This statement will tell you whether you have made a 
profit or a loss over a period, normally twelve months.  As the name suggests, it shows you the 
income received and the expenses paid to operate the business.   

Below is an example of an income statement. 

 

INCOME STATEMENT – Actual vs. Budget:  01/04/2006 to 31/03/2007 

 Actual Budget Variance 

   Value Percentage 

SALES 100 000.00 80 000.00 20 000.00 0.20 

COST OF SALES (Purchases) 75 000.00 60 000.00 15 000.00 0.20 

OTHER INCOME  100.00 66.00 34.00 0.34 

EXPENSES 14 300.00 16 400.00 -2 100.00 -0.15 

Bank Charges 1 000.00 800.00 200.00 0.20 

Cleaning 500.00 500.00 - - 

Consumables 200.00 300.00 -100.00 -0.50 

Entertainment Expenses 1 500.00 1 600.00 -100.00 -0.07 

Interest Paid 100.00 200.00 -100.00 -1.00 

Printing & Stationary 3 000.00 3 000.00 -  

Telephone & Fax 5 000.00 6 000.00 -1 000.00 -0.20 

Vehicle Expenses 3 000.00 4 000.00 -1 000.00 -0.33 

     

NET PROFIT/(LOSS) BEFORE TAX 10 800.00 3 666.00 7 134.00 0.66 

TAX 3 780.00 1 283.10 2 496.90 0.66 

NET PROFIT/(LOSS) 7 020.00 2 382.90 4 637.10 0.66 

 

From this we can see the following: 

 How much money came into the business 

 How much money was spent to purchase raw materials 

 How much was spent on various expense items 

 What the net profit before tax was 

 What the net profit after tax was 
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 What the difference was between what was budgeted for and what actually happened 
for all the above items 

 

Can you see how managers use these reports to ensure that the expenses of the business or the 
government departments do not become more than the income that was received? 

You could do a similar exercise with your household budget, where profit would be money that 
can be saved. 

 

 

 

 

 

1.6 Profit and Loss 
A business exists with the purpose of making a profit.  To be able to make profit, there will be 
expenses (expenditure).  If the income (generated from sales or services) is more than the 
expenses, a profit was generated.  A profit can only be generated if the expenses are managed 
carefully with the use of a budget.   

 

 

 

When a business makes a loss, it will go out of business. 

There are many things that determine profit or loss in a business:  

 The price at which goods are sold 

 The price at which raw materials are purchased 

 How many goods are sold 

 Control of expenses 

Are some of the factors that influence profit. 

 

a. Price 

The price at which a business sells its goods or services, the selling 
price, should always be more than the total cost price.  If not, the 
business will break even- there is no reward/returns to the business 
owners for investing their money in the business; or the business will 
make a loss – the business owners have to invest more money into the 
business to keep the business going. 

The difference between cost price and selling price is called the mark 
up.  Mark up is always calculated on the cost price.  The mark up should 
be high enough to cover the cost price and overheads, plus allow for a 
profit.  

 

 

Formative assessment 3 
 

Profit, in other words, it is the amount left over after a business has paid all 
its bills. 
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    Cost price 

+  Expenses 

+  Profit 

=  Selling Price 

 

Profit is always expressed as a percentage of the selling price, because you only get the profit 
once the product has been sold.  

Cost:              R 1,00 

Mark-up:         R   ,50 

Selling Price:    R 1,50 

 

b. Mark-Up Percentage And Profit Percentage 

Mark up is always greater (in percentage terms) than margin (profit), although the monetary 
figure is the same. 

 

Mark Up  =  Selling Price - Cost Price 

                   _______________________ 

                             Cost Price 

 

Mark up % =  (,50 divided by R 1,00) = 50%. 

 

Margin  =  Selling Price - Cost Price 

                  ________________________ 

                            Selling Price 

 

Margin (Profit) %     =  (,50 divided by R 1,50) = 33,3%. 

 

 

 

 

c. What does a business do with profits? 

A portion of profit is used to pay the shareholders in the company, as they also have to get a 
reward for the money they invested in the business. 

Another portion is used for investments and working capital.  The biggest portion of the profit 
is reinvested in the business so that the business can, for example, buy new machinery, expand 
the range of products or services and other similar activities that are aimed at making the 
business bigger and more profitable. 

Some companies use a portion of the profit to reward their employees by paying out bonuses 

Formative Assessment 4 
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SECTION 2: SIMPLE AND COMPOUND INTEREST 
 

Outcome 

Use simple and compound interest to make sense of and define a variety of situations. 

 

Assessment criteria 

 The differences between simple and compound interest are described in terms of their 
common applications and effects 

 Methods of calculation are appropriate to the problem types 

 Computational tools are used efficiently and correctly and solutions obtained are 
verified in terms of the context or problem 

 Solutions to calculations are used effectively to define the changes over a period of 
time 

 

 

2.1 Interest 

a. Simple and Compound Interest 

Interest is the growth of your investment or asset, an example is that you deposit R100.00 at a 
bank for a period and receive in return interest on the amount deposited. 

Interest can be seen in two ways: 

 It is money paid for the use of money lent e.g. a loan at a bank, a bond on a house, a 
loan for a car etc. 

 It is money earned for placing it in an investment, savings account, debenture etc. 

Interest rates differ from bank to bank, and usually the interest you pay for a loan is higher 
than the interest you would earn from an investment or savings account 

 

 

a. Basic terminology 

Simple Interest Interest earned/paid for a short period of time e.g. a month, 2 
months, usually charged on overdue accounts. 

Compound Interest Interest earned/paid for long periods of time i.e. 12 months or more, 
usually for home loans, cars, investments, debentures, etc. 

Appreciation Increase in monetary value e.g. property investments. 

Depreciation Decrease in monetary value e.g. a car’s value is reducing every year. 

Interest is the cost of money; it is money which is paid for the use of money. 
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Commission Money paid to an agent in a commercial transaction e.g. a sales person 
earns commission on sales made. 

Nominal Interest The annual rate at which many loans and financial instruments are 
quoted is the nominal interest rate. 

Effective Interest The effective interest rate adjusts the nominal interest rate based on 
the amount of compound interest charged/earned and the number of 
days assumed in a year. 

 

b. Simple interest 

The calculation of interest may be ‘simple’ or ‘compound’.  Simple interest is the application 
of a percentage rate to the principal sum for the period in question, as expressed in equation 

 

100

rtp
i




 

Where i is the actual interest, p is the principal sum, t is the time or period of the loan in 
years and r is the percentage rate of interest. 

Suppose that a person walks into a bank and deposits R1 000 in a savings account that earns an 
interest rate of ten per cent per year. How much will this depositor have in two years time if 
the account earns simple interest? The amount of interest is calculated by assuming that the 
interest does not earn interest. In other words the same base amount or principal must be used 
for each year. For this deposit, the value of the account after two years will be equal to the 
sum of the principal and the interest earned over the two years. 

The interest earned in the first year is R 1000 x 0, 1 = R 100. 

In the second year a similar amount of interest is earned, therefore at the end of two years the 
value of the account is RI 000 + R100 + RI00 = RI 200 

Lindiwe has opened a Sales House clothing account.  She has spent R1 080.00 on her account.  
Her minimum monthly payments are R200.00.  Unfortunately for the past 2 months Lindiwe has 
been unable to pay this account, as she has had other expenses that she has had to cover.  
When she received her statement, she realised that Edgars have charged her 7% interest on her 
overdue account per month. 
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This is an example what her statement will look like: 

SALES HOUSE (PTY) LTD   STATEMENT 

 P O Box 12406   Date: 30/11/04 

 Johannesburg, 2000   Page: 1 

 Tel: 011 123 4567   Account Number:AC5280 

 Fax: 011 123 4589     

 MISS LINDIWE MAHLANGU 

 P O Box 20178 

 Kempton Park 

 2263 

  

Account Date Page 

AC5280 30/11/05 1 

Date Reference Description Debit Credit Amount 

30/09/04  BROUGHT FORWARD 1,080.00  1,080.00D 

01/10/04 PN0904 Minimum payment due 200.00   

30/10/04 INT0904 Interest Charged 75.60  1,155.60D 

01/11/04 PN1004 Minimum payment due 200.00  1,155.60D 

30/11/04 INT1004 Interest Charged 80.89  1,236.49D 

01/12/04 PN1104 Minimum payment due  200.00   

      

120+ Days 90 Days 60 Days 30 Days Current Amount Due: 1,236.49 

0.00 0.00 280.89 275.60 200.00 Amount Paid:   

              

 Payments taken into account up 
 to 05-12-04 

Total Due 

1,236.49 
 

Comments: We noticed that your 
account is in arrears and need to 
draw your attention to regular 
monthly installments. This may 
affect your credit rating with the 
Credit Bureau.  
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Deductions made from this statement: 

 Lindiwe has been charged 7% interest for every month that she has not paid.  The interest 
has been charged on the outstanding amount.  Because Lindiwe missed the second 
month, interest was charged again, on the new amount, not on the balance brought 
forward, so due to her inability to pay, she is now paying more than she should. 

 If Lindiwe had paid her account, she would be closer to having credit in her account so 
that she could purchase more goods, but now she does not, and only owes more money. 

 After 120days (4 months) of not paying, Lindiwe is going to be handed over to their legal 
department, and more fees will be incurred. This has a serious impact on her credit 
record and may result that she will not be able to obtain other accounts or be able to 
purchase on credit. 

What can be seen from this statement? 

 The total balance owing by Lindiwe is R1 236.49 

 Due to not paying, she has been charged simple interest to the value of R156.49 

 

Amount due on 01/12/04  R1 235.49 

Less opening balance  R1 080.00 

Simple interest charged  R   156.49 

 If Lindiwe had paid her minimum payment due for the past 2 months, her closing balance 
would have been R680.00 

Amount due on 30/09/04  R1 080.00 

Less payment on 01/10/04  R   200.00 

     R   880.00 

Less payment on 01/11/04  R   200.00 

Balance due on 01/12/04  R   680.00 

 

c. Compound interest 

Compound interest means interest paid on interest.  If you leave your interest in your account, 
your money will grow at a much quicker rate.  Our money becomes more valuable over time. 

In most cases, in the financial world, interest is calculated as compound interest. With this 
method both the principal amount and the interest earn interest in later periods. In other 
words, the amount principal plus interest for one period, becomes the principal for the next 
period 

Compound interest is interest on the principal sum, plus the accruing interest, as expressed in 
the following equation for interest compounded annually:  

 

 

 

 

Interest on cheque and savings accounts at banks is usually ‘simple’ interest but is compounded 
in the case of investment accounts where interest is paid on interest previously credited to the 
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account.  The ‘rests’ between interest dates are critical, since the compounding effect of 
interest paid yearly in arrears is not as good as the compounding on interest paid quarterly. 

In the case of an overdrawn current account, interest is calculated from the actual date when 
a customer’s cheque is paid (not from the date on the cheque), and from the actual date when 
money is credited to the account (usually at the computer centre). 

Compound interest is earned/charged on money invested/loaned over long periods of time i.e. 
more than a year.   

Compound interest increases the value of your money over time.  If you were to invest money 
over 5 years, the interest earned on the money you have invested would have increased.  So 
the value of your money after 5 years is more than the value of your money today. 

When you invest money at compound interest, an amount doubles itself: 

 

At 7 percent 
in 

10 years 89 days 

6 11 327 

5 14 75 

4.5 15 273 

4 17 246 

 

At simple interest, an amount doubles itself: 

At 7 percent 
in 

14 years 104 days 

6 14 239 

5 20 - 

4.5 22 81 

4 25 - 
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EXAMPLE:  Compound interest 

A man invests R5 000 in a company at 13% interest per year for 3 years.  He decides not to use 
any of the interest he earns until the end of the investment period.  How much will he have 
earned after 3 years? 

Solution: 

Amount at the beginning of the 1st year R5 000 

Interest(13% of R5 000) R650 

Amount at the beginning of the 2nd year R5650 

Interest (13% of R5 650) R734.50 

Amount at the beginning of the 3rd year R6 384.50 

Interest (13% of R6 384.50 R829.99 

Amount at the end of the 3rd year R7 214.49 

 

EXAMPLE:  Calculating compound interest using the formula 

calculate the compound interest on an investment of R678 which is invested for a period of 12 
years at 15,6% interest per year.  

Solution 

 

 

 

 

 

 

 

 

Interest = Final amount – Initial amount 

Interest = R3 891.21 - R678 = R3 183,21 

 

The following deductions can be made about compound interest: 

 The compound interest earned annually increased the initial value of the money. 

 When interest is compounded annually, it is compounded on the value of the money at 
the end of every year, not on the value of the money at the start. 
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2.2 Effective and Nominal Interest Rates 
The annual rate at which many loans are quoted is the nominal interest rate.  One may, for 
an example, make an investment that pays interest at a nominal interest rate of 10% annually.   

The effective interest rate adjusts the nominal interest rate based on the number of times 
the interest is compounded and the number of days assumed to be in a year. 

Financial managers and investors must be careful when comparing different interest rates.  
They have to seek the cheapest financing available.  Therefore the effective rate should be 
used when evaluating costs and returns.  Often the interest rates charged by banks and other 
financial institutions on savings accounts are effective interest rates.  Home and commercial 
loans state the nominal rate.  If the interest charged is only compounded annually (like in the 
previous example), then the effective rate is equal to the nominal rate.  The more regularly 
the interest is compounded in a year, the higher the effective interest rate will be. 

Before you take out a loan from a bank for a home or a car, it is vitally important that you 
determine what interest rates they will be charging you, and how much additional money you 
will be paying for your home/car. 

Example 1 

A financial manager is evaluating two loans and the effective interest rate charged.  Second 
National Bank (SNB) quotes a nominal interest rate of 16,5% compounded semi-annually.  Third 
National Bank (TNB) quotes a nominal rate of 16,4% compounded daily.   

Which of the two loans should the financial manager select in order to obtain the lowest 
effective interest rate cost? 

SNB: 

Effective interest rate  =  (1 + 0,165)2 – 1 = 0,17181 = 17,18% 

             2 

TNB: 

Effective interest rate  =  (1 + 0,164)365 – 1 = 0,17817 = 17,81% 

          365 

 

Based on the objective of obtaining the lowest effective cost of financing, the loan offered by 
Second National Bank should be used. 

 

The following deductions can be made from this example: 

 Originally one might have thought that TNB are offering a better interest rate (16,4%), 
but after working it out, SNB’s 16,5% is a better rate in the long run. 

 It is important that we ensure that even though the rate offered by the bank may seem 
lower, it actually is not. 

 

The real rate of interest is the percentage increase in purchasing power that the borrower 
pays to the lender for the privilege of borrowing.  It indicates the increased ability to purchase 
goods and services that the lender earns. 

The nominal rate of interest is the percentage by which the money the borrower pays back 
exceeds the money he borrowed, making no adjustment for any fall in the purchasing power of 
this money that results from inflation.  
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2.3 Depreciation and Appreciation 

a. Depreciation  

Depreciation is the decrease in monetary value of your assets e.g. a car. 

Depreciation is a reduction in accounting earnings which are intended to reflect the reduction 
in value of an asset.  In other words, the car, furniture, clothes, cell phones and computer 
equipment you buy decrease in value every year, meaning they are worth less than you paid for 
them.  Depreciation occurs when your assets, including the buying power of your money, loses 
value. 

Example 

Solly bought a new car 5 years ago, it cost him R35 000.  He has decided that he would like to 
buy a bigger car so that he can do deliveries.  Solly took the car to the dealership, and they 
offered him R15 000 for his car. 

Solly is angry!  He knows he has lost R20 000 because he bought the car for R35 000 and now 
can only sell it for R15 000! 

Deductions made from this example: 

 A car is not an asset, it depreciates in value. 

 A few causes of depreciation are: 

 High mileage 

 Poor maintenance 

 Accidents that have been repaired 

 Newer, better models of the same cars coming out  

 High demand of cars 

 Solly in effect has lost R20 000 and all the interest that he paid to the bank for the car. 

 Solly’s car depreciated with R4 000 per annum: R20 000 / 5 = R4 000 

 

b. Appreciation  

Appreciation, on the other hand is when assets, including the buying power of your money, 
increases in value.  Property such as houses and flats are seen as assets that increase in value. 

Interest is sometimes seen as a method of protecting your money against losing buying power 
due to inflation, provided you let the interest accumulate and don’t use it.   

 Example  

Mpho bought a home 5 years ago, she paid R56 000 for her house.  As her family has grown and 
she requires two more rooms, Mpho has decided to buy a new house. 

Mpho contacted her bank and has requested that a property evaluator comes round to evaluate 
her house, before she tries to sell it.  The evaluator let Mpho know that her house is now 
valued at R78 000. 
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 Deductions made from this example 

 Mpho’s house has appreciated in value by R22 000:  

o R78 000 – R56 000 = R22 000 

 Mpho’s house has increased in monetary value by R4 400 per annum 

 R22 000 / 5 = R4 400 

 Mpho has made R22 000 after 5 years 

 Mpho can sell her house and use the R22 000 to put down a deposit on a bigger house. 

 Property usually appreciates in value. 

 

c.  Inflation  

In its simplest form, inflation is an unhealthy and steady increase in the price of goods and 
services.  The end result of  inflation is  a steady erosion in the buying power of your money.  It 
affects all of us; it will make all of us poorer over time.  It will eventually reduce our standard 
of living, it will destroy our confidence and peace of mind.  Speak to anyone who retired on a 
fixed income in the last ten to fifteen years.  At an inflation rate of 15%, the purchasing power 
of your money halves every 4,8 years. 

Magnus Heystek's story of the disappearing R50 note: 

He explains that R50.00 now will still be R50.00 in five years' time, but we will be able to buy 
much less with the same R50.00.  

R50 in itself is not worth anything.  It's what you can do with it in the future that is important. 

So, the biggest threat to your money is something called INFLATION. 

The purchasing power of money is one of the most important concepts when it comes to 
formulating an investment plan for yourself. 

All investments must be geared towards protecting the purchasing power of your money. 

The effect of inflation is that the value of the rand is dropping.  Thus the value of assets rises 
as the purchasing power of the rands in which they are valued drops.  But inflation is not bad 
for everybody - for every person who loses by inflation, another will gain. 

The value of the average family home rises by 12% per annum due to inflation.  The winners 
are present home-owners who see the value of their asset increase.  The losers are those who 
have not yet bought, as it now costs them more to buy.  Of course, the last couple of years has 
seen an increase of more than 20% per year in the value of houses and flats. 

To beat inflation, one has to earn a real rate of return which means a return that beats the 
inflation rate after taxes.  The successful investor is one who always strives to earn a rate of 
return equal or above the inflation rate. 

Investments in the so-called "traditional" category of investments in banks have, on average, 
lost 5% of the purchasing power of their money per annum, over the last 20 years or more.  By 
investing in equities and mortgage bonds, your chances of beating inflation are better.  

So it is clear that in times of inflation it is sound strategy to keep the major part of your assets 
in a form which should increase in value, and only a small part in banks, building societies and 
other areas where it is losing value every day.  
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d. The Rule of 72 

The Rule of 72 is a simple way to calculate the effects of inflation.  If we take the number 72 
and divide it by the expected inflation rate, the answer will be the number of years for money 
in cash form to lose HALF of its purchasing power or assets to DOUBLE in value. 

If inflation was at 16% on average over the last 20 years (i.e. 72 ÷ 16 = 4,5), the following 
would have happened: 

every four and a half years an asset such as an income-producing property ( a property that you 
bought and rented out) would have doubled in price,  

and the money you left as interest-bearing deposits would buy half the products it would have 
bought four and a half years ago.   

If inflation goes to 20%, this doubling or halving will occur every three and a half years, (i.e. 72 
÷ 20 = 3,6). 

If inflation goes to 6%, this doubling or halving will occur every 8 years 

Let's see how inflation can affect a typical married retiree who leaves work with what appears 
to be a large sum of money.  Bill retires at 60 years of age with R200 000 which he invests in 
fixed deposits at 15%.  The return is R30 000 per year.. 

Let's look at what happens if inflation runs at 16%. 

After four and a half years the purchasing power of the capital is down to R100 000 and the 
purchasing power of the annual income is down to R12 000. 

In another four and a half years the capital is only worth around R50 000 and the income will 
buy only R6 000 worth of goods and services. 

Certainly the face value of the fixed deposit would still be a nominal R200 000 but money 
is only worth what it can buy and its purchasing power has been slashed by 75% in just 
nine years. 

Contrast this to the position of Jim who retired at the same age and used the R200 000 to buy 
income-producing property.  The return of 10% after all costs meant that initially Jim's income 
was only R20 000 per year before tax, but due to inflation, grew every year.  After nine years 
the property was worth nearly R800 000 and the income had risen to almost R80 000.  By using 
inflation-beating techniques, Jim had managed to maintain his standard of living.  On the other 
hand, Bill was forced to live on a decreasing (in real terms) income from his investment in 
fixed deposits. 

Of course, currently inflation runs at rates much lower than 16%, meaning that the buying 
power of your money halves every 8 to 10 years, while your assets double every 8 to 10 years, 
but the basic lesson in the above case study is still the same:  

In Bill’s case: After 8 to 10 years the purchasing power of the capital is down to R100 000 and 
the purchasing power of the annual income is down to R12 000. 

In Jim’s case, after nine years the property will be worth nearly R400 000 and the income will 
have risen to R40 000 per year, giving him purchasing power of R20 000 per year.  Jim will have 
maintained his standard of living, while Bill’s income has steadily decreased. 

 

 

 

Formative Assessment 6 
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SECTION 3: THE NATIONAL ECONOMY 
 

Outcome 

Use mathematics to debate aspects of the national economy: tax, productivity and the 
equitable distribution of resources 

 

Assessment criteria 

 Use mathematics to debate aspects of the national economy:  Range: Tax, productivity 
and the equitable distribution of resources 

 Values are calculated correctly 

 Mathematical tools and systems are used effectively to determine, compare and 
describe aspects of the national economy 

 Debating points are based on well-reasoned arguments and are supported by 
mathematical information 

 

3.1 Introduction to Economics 
Economics studies how man obtains and uses scarce resources to produce goods and services, 
and how he/she distributes these goods and services to people to satisfy their unlimited needs 
(wants). Economics is a social science because it studies a part of man’s behaviour. 

When we deal with economics, we also have to deal with economic terminology.  The table 
below lists and explains certain terms used. 

Basic economic problem The basic economic problem is that of scarcity as a result of 
unlimited wants.  No country in the world has unlimited 
resources.  As a result choices have to be made. If there were 
an unlimited supply of everything, we would not have to study 
economics.  A very good example of limited resources in South 
Africa is water.  The water that is available has to be shared 
between farmers who produce our food, industry who produce 
the things we want and need, such as iron and steel to build 
cars, and then water that ordinary people use daily to drink and 
clean. 

Scarcity Economics studies the problem of scarcity. There is not enough 
in the world to satisfy everyone’s needs. The individual does not 
have enough means to satisfy all his/her needs. 

Factors of production 

Collectively the resources listed below are called factors of production because they are used 
in the process of production. 

Land Land not only refers to agricultural land, it also includes all 
natural resources such as minerals, oil deposits, coal deposits, 
climate, etc. Land is immobile and its supply is limited. 
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Labour All the physical and mental efforts provided by people are 
called labour. Wages are the remuneration paid to an employee 
for services rendered 

Capital Capital is the contribution made by the owner by putting 
his/her capital at the disposal of someone else who requires it 
to further production, and can include buildings, equipment, 
vehicles, etc. The remuneration for the investor is called 
interest 

Entrepreneur The entrepreneur is the person who organises land, labour and 
capital to manage the day-to-day operations and bears the risk 
of the business. The compensation for his/her efforts is called 
profit. Profit is the excess of income over expenditure in an 
enterprise 

 

a. Kinds of production 

Commodities The things that are produced by the factors of production are called 
commodities. Commodities are divided into goods and services: goods are 
tangible, as are cars and shoes; services are intangible, as are haircuts and 
education. Goods are valued because of the services they yield. A car, for 
example, is valued because of the transportation it provides, and possibly 
also for the flow of satisfaction the owner gets from displaying it as a status 
symbol. The total output of all commodities in one country over a period of 
time, usually taken as a year, is called its national product. 

Production 
and 
consumption 

The act of making goods and services is called production, and the act of 
using these goods and services to satisfy wants is called consumption. 
Anyone who helps to make goods and services is called a producer, and 
anyone who consumes them to satisfy his/her wants is called a consumer. 

 

b. Government’s role 

Government’s role is to manage the country and to create the best environment for the 
economy to grow. They do this by passing laws. Managing the country is not an easy task. South 
Africa is part of the world community and often what happens in one part of the world affects 
us. 

Can you give an example of a world event which affected our economy and the value of 
our Rand? 

Our Government has to respond to these forces and has to actively promote trade and 
encourage investment. We have to remember that we cannot force people to trade with us. 
There are other countries competing with us for markets, so we have to make sure that our 
goods are as competitive as possible.  

What are some of the things we can do to be competitive? 

Nor can we force countries or companies to invest in South Africa.  Investors want a return on 
their investment.  

How can we attract investors to South Africa so that our economy can grow 
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If our Government makes wrong decisions our economy will shrink and ultimately die. 

Can you give examples of what is happening to the economies of some of our neighbours 
in Southern Africa? 

 

3.2 Equitable Distribution of Resources  
The equitable distribution of resources is to make sure that everyone who needs resources, 
such as water, has access to these resources.  This means that government must make sure 
that  

 Farmers have water in order to provide us with the food we need 

 Industry and businesses have water to produce goods that we can use and export 

 General public have water to use on a day to day basis to drink and clean with 

The country’s new system of government is based on the Constitution of the Republic of South 
Africa Act, Act No. 108 of 1996.  This Act also governs the entire public administration section, 
from parliament to local government. 

Government Institutions are enterprises which are controlled exclusively by the state, and for 
which budgets are submitted to parliament.  Government Institutions are represented by 
government departments such as Education and Justice. 

Government Institutions have the Following Characteristics: 

 They are controlled exclusively by the state. 

 They are financed by means of budgets which are tabled in parliament. Once these 
budgets have been approved, the funds are made available to the departments 
concerned, via the Treasury. 

 Expenditure must be accounted for to the state, in the person of the Auditor-General. 

 Economy and productivity serve as measures of efficiency. This is because there is no 
endeavour to break even. 

 The break even point is reached when costs are equal to revenue. 

One of the most important developments in modern public administration has been the 
development of the budgeting system of government. The use of the financial resources of a 
society by government has become very important.  

All government programs must be planned in advance and financial and other resources must 
be allocated to various activities in the system. Public administrators play a very significant 
role in the allocation and development of programs and as such they control important decision 
making roles. All public monies have to be accounted for and this has placed a vast 
responsibility on the public administrative sector.  

The budgeting system, as it is known in modern times, began in Britain during the 19th 
century. The system works as follows: 

The executive arm of government recommends how much should be allocated to various 
departments 

The legislative arm of the government is responsible for the suitable distribution of those 
amounts to the various departments, and  

The public administrative executive supervises those expenditures.  
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a. National Economic Planning 

Any national economy in the modern world requires highly trained specialists to ensure that 
scarce resources are distributed and utilised equitably – where they are needed most, without 
ignoring the needs of other departments and provinces. 

As mentioned previously, most of government’s monies come from taxes that are paid by 
individuals, companies, estates and trusts.  The various provincial and local governments have 
to compile budgets every year, giving details of how much money they need and what they will 
spend it on. 

Some of the areas that are the responsibility of national, provincial and local governments will 
be discussed. 

 

b. Energy and Resource Development  

Government must provide sufficient energy and other resources that are required for the 
efficient running of the country, use by private businesses and industries, as well as use by 
individuals living in the country. 

Government must plan for present and future use of these resources by stockpiling raw 
materials such as crude oil and other strategic materials relevant to the needs of a modern 
society, as well as ensuring that new plants are built to accommodate future needs.  

Then government must ensure that the energy resources are distributed equally amongst the 
users so that everyone has enough to meet their needs. 

 

c. Water Supply, Waste Disposal and Pollution 

Similarly, government has the responsibility to provide the following services: 

 Water 

 Waste disposal 

 Control of pollution 

 

Once again, the present and future needs of the country must be planned for and government 
must ensure that these resources and services are distributed equally amongst the users: 
industries, businesses, private users. 

 

d. Agricultural Development 

In any society or nation, the planning and implementation of agricultural policy is of 
vital importance to the system. The agricultural system any nation enjoys priority, 
particularly since the feeding of a nation is dependent upon its successful production process. 

This sector of the economies of developing countries is by far one of the most important for a 
variety of reasons.  If one looks at the food production levels of many developing countries, 
one finds them to be of such a low level that emergency food imports have to be undertaken in 
order to avoid mass starvation. To relieve this problem, much more attention must be paid to 
'he informal agricultural sector in these countries and the level of agricultural production must 
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be raised. If surpluses are achieved the national economy can also benefit through the export 
of foodstuff, which in turn may bring in much needed foreign currency.  

One way of doing this is through land reform, which will give all sectors of the public an 
opportunity to own land.  Then, of course, smaller farmers should be supported by government 
in terms of funds to get started, support during the production process by means of training 
and government should also ensure that the small farmer can sell his surplus products on the 
general market.  

 

e. Industrial Development 

In order for industrialization to take place, infrastructural facilities should be provided.  These 
include transportation facilities, electricity and other energy requirements, markets and other 
much needed facilities such as raw products.  

Once again, all these resources should be distributed equally amongst the users, so that one 
party does not benefit at the cost of another party. 

 

f. Welfare Benefits 

Government must attempt to create a public assistance scheme that meets the needs of the 
society concerned. These needs must be based upon the resources available to the state to 
meet the welfare requirements.  

In many societies the state takes full responsibility for the welfare needs of the community, 
while in others, private organizations also take part in relieving the more urgent needs of 
individuals. The state can also assist private organisations on a subsidy basis so that they may 
give  service to certain groups such as unmarried mothers, the handicapped and so on. Often 
the state helps private institutions dedicated to educating handicapped or otherwise 
underprivileged members of society.  

Health services are also of prime importance and as such, government departments are faced 
with the serious task of providing medical care for the public. In order to do this, government 
must be involved in the training process of medical personnel such as doctors, nurses and other 
paramedical personnel to man hospitals, clinics and other facilities. 

 

g. Military and Police Facilities 

These services render important services to societies. The purpose of the military arm of the 
security services is to serve and protect the public in the event of external attacks on a nation 
– attacks from outside the borders of the country. 

The purpose of the police is to keep the public safe from criminal acts and also to keep the 
peace generally in any society in the event of civil unrest.  

 

h. Financial Affairs relating to the Provinces 

Section 214 of the Act states that the provinces are entitled to an equitable share of the 
national revenue. This includes a portion of the income tax on individuals collected in the 
province and a percentage of the value added or sales tax collected within the province. The 
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allocations made for the provinces are subject to the advice of the Financial and Fiscal 
Commission.  

A province may, in terms of Section 228 of the Act, levy taxes, surcharges or levies, but there 
is a provision that the approval of Parliament and the recommendations of the Financial and 
Fiscal Commission is essential.. 

No province may levy taxes that are detrimental to the national economic good or national 
policies. Taxes levied by the provinces may also not negatively effect inter-provincial 
commerce or have a negative effect on the mobility of goods, capital, services or labour. 

 

i. The Functions and Powers of Local Government 

In terms of Section 152(1) of the Act, a local government must: 

 Provide democratic and accountable government for local communities 

 Ensure the provision of services to communities in a sustainable manner 

 Promote social and economic development 

 Promote a safe and healthy environment 

 Encourage the involvement of communities and community organisations in the matters 
of local government. 

 

This means that the local government must provide 

 Water 

 Sanitation 

 Transportation facilities 

 Electricity 

 Primary Health Services 

 Education 

 Housing and Security 

 Security and Safety 

 In an equitable manner. 

 

Local government is entitled to charge for the services they provide – how would they get the 
money to provide the services otherwise 

All governments in South Africa, local, provincial and national, must be transparent in 
everything they do.  This is why their budgets are published every year and made available to 
the general public.  In future, when you receive a copy of a government budget, read through 
it to find out what they are doing with your money.  
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3.3 Productivity 
 

 

Labour productivity is typically measured as output per worker or output per labour-hour.   

What this means is that, if you can produce the number of items or even more per day or week 
than your fellow workers or than the manager budgeted for, you are productive.  It costs 
management the same amount to produce the items, but they are getting more items, meaning 
they can make a profit. 

Productivity is what makes the modern world go around.  A company with employees that are 
not productive, will not survive and everyone will lose their jobs. 

Companies can increase productivity in a variety of ways. The most obvious methods involve 
automation and computerisation which minimise the tasks that must be performed by 
employees.  

Recently, less obvious techniques are being employed that involve ergonomic design and 
worker comfort. A comfortable employee, the theory maintains, can produce more than a 
counterpart who struggles through the day 

Increases in productivity also can influence society more broadly, by improving living 
standards, and creating income. 

When we measure productivity, we do not measure the quantity that was produced. We 
measure the relationship between input and output.  If a business takes on more people to 
increase production, but the output per man hour drops to below the level when the extra 
people were hired, we cannot say that there was an increase in labour productivity. 

 

The Inputs are: The Outputs are: 

Material s Goods 

Machines Labour 

Energy Facilities 

Technology. Information 

 Services 

In business, inputs are measured in terms of costs and the organisation will strive to keep these 
costs as low as possible.  Or the business will try to produce an output which is as high as 
possible, while keeping costs constant. 

Put in another way, productivity is measured by how many products were produced (outputs) 
and what the cost was to produce the products by making use of inputs. 

 Measuring productivity  

The productivity of any job can be measured in terms of: 

Productivity is the relationship between input and output. 
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 Money - costs and profits. 

 Time - spent. 

 Manpower - utilised. 

 Materials - utilised. 

 Products - quality and amount delivered. 

 Service - quality and efficiency. 

                                 Product (output) quantity 

Productivity  =           _____________________ 

                                 Resource (input) quantity 

Productivity is a state of mind, it is when one is continuously improving, to perform better 
today than yesterday! 

 Commitment to good working practice 

 I perform my duties and tasks to the best of my abilities 

 I do everything to the best standard 

 I am a model employee 

 I set the example of how things should be done 

 My good work makes me a great employee 

The objective of a government department is primarily to render a service as opposed to 
making a profit. However, this does not mean that they are free to spend their funds to satisfy 
any or all the needs of the community. They have the following commitments: 

 To determine the particular community needs which they wish to satisfy. 

 To satisfy them in the most efficient manner. 

This implies, that government must also give attention to the input-output relationship. To put 
it into other words, the government department must produce the highest possible output 
(need satisfaction) with the lowest possible input (resources). 

This means that a government organisation must also make optimal use of the resources 
available to it.  
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