F585   Specification

	What you must know from the specification
	Term or pg no. from toolkit.

	show an awareness of the recent macroeconomic performance of the UK; 


	Pg 5


	• distinguish between short-run and long-run economic growth; 


	Economic growth refers to an increase in a nation’s real output of goods and services measured by GDP. Short run economic growth relates to increases in output in any given year. Long run economic growth relates to increases in an economy’s capacity to produce output. They can be distinguished partly by their main causes. Short run growth is generated by increases in AD, whereas long run economic growth is determined by increases in LRAS. It is possible, therefore, for economic growth in the short run to exceed the long run rate of growth.


	• describe and understand the different stages of the economic cycle; 


	Pg 16

	• analyse the nature and significance of output gaps; 


	· Potential output is the highest level of real GDP a country can produce with current technology that delivers both full employment and stable inflation. 
· Actual GDP is the level of real GDP produced by a country in, say, one year. . 
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An output gap is the difference between actual and potential GDP 

negative output gap indicates that potential output exceeds aggregate demand leading to cyclical or demand deficient type unemployment, and is shown in the graph opposite. Y2 is the potential level of GDP and is the value of output made when all resources are fully employed. Y1 is the actual level of output given by the intersection of the AD and AS curves


	• evaluate the causes of economic growth in the short- and long-run; 


	Causes of negative growth in this case – pg 17 pg 22

	• define the national income multiplier and explain what determines its size; 


	Multiplier Pg 30
· 

	• discuss the interaction of the multiplier and accelerator as determinants of the economic cycle; 


	· The accelerator effect states that investment levels are related the rate of change of GDP. Thus an increase the rate of economic growth will have a corresponding larger increase in the level of investment.  Investment tends to be more volatile than economic growth.  If the rate of economic growth stays the same. Investment levels will also stay the same, but Investment spending can fall even when GDP is rising. This is because if there is a fall in the rate of economic growth firms may invest less. If GDP falls, investment spending can fall very significantly.  The multipier makes output rise following a rise in investment, and the accelerator makes investment increase when output increases. Once expansion starts, if the accelerator is strong the economy tends to explode; but if the it is weak, then the growth will be small.


	• evaluate the consequences of economic growth for: – inflation, – employment, – unemployment, – the balance of payments, – government’s fiscal position; 


	Pg 7-8

Pg 12-14



	• understand the nature of policies to promote:– economic stability, – growth; 

• evaluate the effectiveness of policies to promote: – economic stability, – growth, – international competitiveness; 
	Monetary policy pg 9  QE pg 25

Fiscal policy pg 28

	• analyse and evaluate the significance of policy rules, targets and constraints in promoting: – economic stability, – growth, – international competitiveness


	Inflation target pg 6 – rules for fiscal policy pg 18

	distinguish between absolute and comparative advantage; 

• analyse the effects of international trade; 


	The theory of comparative advantage states that society can benefit if we specialise in producing goods at which we are better at producing. Free trade enables lower prices, greater efficiency, economies of scale and greater choice. If we buy food only from our local area, we will be worse off, paying higher prices, and more inefficient production methods.  

	• outline the pattern of global trade; 

• evaluate comparative advantage as an explanation of global trade patterns; 


	There are many examples of comparative advantage in the real world e.g. Saudi Arabia and Oil, New Zealand and butter, USA and Soya beans, Japan and cars e.t.c

Limitations of Comparative advantage theory:

-Transport costs may outweigh any comparative advantage,-Increased specialisation may lead to diseconomies of scale ,--Governments may restrict trade ,-Comparative advantage measures static advantage but not any dynamic advantage for example in the future India could become good at producing books if it made the necessary investment 

	• define, measure and analyse the significance of the terms of trade, and changes in the terms of trade over time; 


	This measures the price index of exports divided by the price index of imports. It is expressed as a percentage so in the base year it will be 100 . 

For trade to be beneficial the terms of trade have to lie in between the different opportunity cost ratios



	• explain how exchange rates are determined in different exchange rate systems; 

• evaluate the relative merits and drawbacks of different exchange rate systems; 
	Determined by the ss and dd for the currency.  Increased dd caused by rise in exports and interest rates.  Increase in ss caused by rise in imports and fall in interest rates.


	• explain purchasing power parity; 


	Purchasing Power Parity PPP is a theory which suggests that exchange rates are in equilibrium when they have the same purchasing power in different countries. Suppose a Big Mac costs £2 in the UK and $4 in the US. The correct exchange rate according to purchasing power parity would by £1 in $2. This would leave a customer indifferent to buying the good in the UK and buying it in the US. E.g Suppose an Apple Mac costs £1,000 in the UK and $1000 in the US. An exchange rate of £1 to $2 suggests that it is much cheaper to buy the Mac in America. Therefore, UK citizens will want to import the good from America, this will involve selling pounds and buying dollars causing the Pound to depreciate.

Purchasing Power parity will involve looking at a basket of goods to determine effective living costs.



	• evaluate the causes and consequences of exchange rate fluctuations; 


	Pg 20

	• analyse the causes of imbalances on the balance of payments; 

• evaluate policies to correct imbalances on the balance of payments; 
	

	• evaluate the case for and against protectionism; 


	

	• understand and explain the stages of economic integration; 

evaluate the role of international trade and economic integration in promoting development; 

• be familiar with different examples of economic integration, such as: – EU (European Union), – NAFTA (North American Free Trade Agreement), – ASEAN (Association of South East Asian Nations); 

• evaluate the internal and external consequences of economic integration. 


	African free trade area pg 38 -39

	distinguish between growth and development;

explain the relationship between growth and development; 

understand the details and limitations of GDP per capita and HDI (Human Development Index) as measures of development; 
	Economic growth is a rise in real GDP per capita.  

Economic growth brings benefits to

an economy in terms of an increase in goods and

services for consumption; increases in employment and incomes; If this  facilitates improvements in health and education services through increasing tax revenues, this leads to  increases in the general standard of living and development.  Development further enhances if taxation leads to a fairer income redistribution and economic welfare in terms of housing, water supply etc.

	recognise the common and diverse features of developing economies as they develop; 

evaluate the 
	

	effectiveness of policies to promote development 

evaluate the role of international trade and economic integration in promoting development; 


	

	The measurement of sustainability; limitations of economic indicators such as GDP, and adjusted economic indicators such as the Index of Sustainable Economic Welfare (ISEW).
discuss the relative importance of the different constraints on development, both internal and external; 

understand and explain the meaning of sustainable economic development; 

analyse the social, environmental, resource and demographic impacts of growth at different stages of development; 

	Economic growth may not lead to development in terms of rural-urban migration, rising congestion/polluition, widenening gap between rich and poor

	explain the use and limitations of indicators, such as GDP and the ISEW, in measuring sustainable economic development; 

evaluate the usefulness of indicators in policy-making
National and regional policies and international agreements to promote sustainability
evaluate the usefulness of national and regional policies and international agreements in promoting sustainability.
	GDP may be more relevant as a measure of material living standards/economic growth than development. It needs to be expressed per capita and in real terms to make a better comparison. It may still be inaccurate because of unreliable statistics and under-recording of the informal economy. Development requires additional information relating to non-material elements such as poverty, health and education. The equality of distribution of GDP, what it is spent on and the circumstances of the particular country also need to be considered. 
The HDI is a composite measurement which includes real GDP per capita at ppps, life expectancy, adult literacy and years of schooling in a weighted format. This reflects the standard of living, longevity and knowledge. The components are combined to give a single value between 0 and 1. The HDI can be adjusted to take into account income distribution and can be disaggregated for individual groups of regions. In these ways it improves on GDP, gives a simple comparison and reflects important elements of development. It is open to criticisms for the continuing omissions e.g. access to clean water and the elements which it is unable to measure e.g. political freedom. It has its own issues such as the equal weighting of the components and the difficulty in measuring quality as opposed to quantity. Other measures such as the HPI and MEW may be alternatives.

	explain the factors promoting globalisation; 


	

	• evaluate the impact of multinational firms; 


	Inward investment involves increasing the capital stock and increasing the productive capacity. Therefore AS can increase, enabling higher rates of growth in the long term. The investment is important in economic models such as Harod Domar, which stress the levels of savings and investment. It is investment like this which enables economic development.

However, inward investment may not benefit developing countries as much as expected. The MNC may employ foreign staff and send profit back to a developed country.

Creates Employment. Even if the work is low paid, it is probably better than working in agriculture. This can reduce help reduce poverty and promote development. However, there may be environmental costs of the investment. Inward investment is often focused on exploiting natural resources like mining and forestry. Therefore, in the long run there can be an adverse impact on the environment of the developing country. E.g. Cattle ranches in the amazon rainforest.


Inward investment can increase AD, and increase economic growth. This can lead to a multiplier effect of rising wages and improved standards of living for other.

Inward investment may help to improve the quality of technology and managerial experience. This can be passed onto other industries, so the whole economy benefits.

	• analyse the influences on the different flows of international finance; 

• evaluate the effects of different flows of international finance; 

• evaluate the impact of globalisation; 


	

	• explain the roles of: – WTO (World Trade Organisation), – IMF (International Monetary Fund), – World Bank;  

comment upon the issues surrounding current international trade negotiations and trade disputes.

	IMF pg 11

The World Trade Organization (WTO) is an international, multilateral organisation, which sets the rules for the global trading system. The WTO aims to increase international trade by promoting lower trade barriers and providing a

platform for the negotiation of trade and to resolve disputes between member nations, when they arise. The goal is to help producers of goods and services, exporters, and importers conduct their business.

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	


