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An in-depth look with Creagh Sudding at
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Insights from our economist Frank Blackmore

Introduction to macroeconomics

The main 
question to ask
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The main question to ask is how well the economy 

is doing given the resources at its disposal and how 

is this changing over time. Some of these resources 

are largely beyond an economy's control e.g. 

whether and what type of natural resources it may 

have, while others are more controllable e.g. level 

of education and skill of its labour and the 

technology it produces and uses. South Africa had a 

rich endowment of natural resources that led to the 

establishment and development of the economy 

but the relatively low skill level of its labour 

resources is a barrier to further growth. 

Inflation and interest rates are the two main 

domestic or internal prices that are studied in 

macroeconomics. Inflation is important because if it 

is too high it will erode the spending power of 

money and if it is too low or disinflationary, it will 

discourage investment and consumption spending 

in the economy. Inflation therefore impacts 

economic growth and employment in the economy 

and also indirectly determines the level of interest 

rates, especially in economies with inflation

targeting monetary policy regimes like South Africa. 

Interest rates are important for a number of 

reasons, they determine the price of money and 

also include a determinant of economic risk. What 

really matters is the inflation adjusted interest rate 

or real interest rate, since that is the real price paid 

after taking inflation into account. Generally, the 

higher the interest rate the riskier an economy is 

and the lower the levels of investment and 

consumption expenditure (and therefore growth 

and employment) would be. 

In contrast to the internal prices i.e. inflation and 

interest rates, exchange rates represent the price of 

one country's currency in relation to another 

country's currency or its external price. As with the 

other macroeconomic variables covered above, the 

exchange rate is also related to those other macro 

variables. The more an economy grows and the 

lower its relative inflation rate is compared to 

another economy, the stronger its exchange rate 

would be relative to that country. Exchange rates 

are a broad topic in themselves and can include 

analysis of international trade and finance flows, 

type of exchange rate regime (fixed or flexible) and 

also the political environment. 

The final macroeconomic area to be covered here is 

the distribution of income and wealth within an 

economy. This aspect of macroeconomics is far 

more complex than deciding on whether to adopt a 

capitalist or socialist political and economic path and 

involves a study of state-society relations. This area 

has become a lot more prominent in economic and 

political discourse over the last few years but has 

always been an important component of 

macroeconomic analysis. In an economy, 

institutions simply refer to rules i.e. the man-made 

constraints that govern human behaviour. 
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These rules are important because they shape the 

incentives in a society. The rules, and the degree to 

which they are enforced, decide where the 

economic payoffs are as well as who receives 

these payoffs, e.g. in doing business with the 

government, or in innovation and entrepreneurship; 

in a formal profession or in a crime syndicate. 

In general, an economy founded on individualist 

values tends to incentivise individual effort and 

innovation, leading to growth, progress and 

economic opportunities. Economies rooted in 

collectivist values stifle individual effort and promote 

a polarising us-versus-them approach to life, which 

is damaging for economic performance and 

progress. 

As should be clear from the discussion above, these 

macroeconomic areas contain many broad 

subdisciplines within economics and are far too vast 

to be covered in a short illustrative piece such us 

this one. However, when analysing the state of an 

economy, a macro overview does provide a more 

complete structure of the main interrelated areas 

that are important to take into consideration. 

Frank Blackmore 

Lead Economist           

KPMG in South Africa 
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Alan Barr talking about

The discipline of succession
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Cecelia Madden explaining

Retirement fund reforms
The deduction available
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