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Examiner tips


Advice from the examiner on key points in the text to help you learn and recall unit content, avoid pitfalls, and polish your exam technique in order to boost your grade.
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Knowledge check


Rapid-fire questions throughout the Content Guidance section to check your understanding.
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Knowledge check answers


Turn to the back of the book for the Knowledge check answers.
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Summary




•  Each core topic is rounded off by a bullet-list summary for quick-check reference of what you need to know.
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Questions & Answers
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About this book



From the very start of your A2 course it is necessary to grasp the difference between the synoptic unit and other units studied to complete the AS so that you do not involve yourself in unnecessary work, but focus clearly on the essential elements required to be successful in this examination.


The Content Guidance section offers a broad overview of Unit F585: The Global Economy, and its four main areas of study:




•  macroeconomic performance


•  trade and integration


•  development and sustainability


•  the economics of globalisation





For each study area, there is a clear statement regarding the skills that must be developed. By the time of the examination, you must have learnt the definitions of a number of key words and be able to understand certain concepts, hypotheses and theories, many of which are drawn from the AS specification.


An attempt has been made to highlight the most relevant parts from the units already studied, but remember that you may be questioned on any part of the AS specification. Understanding on its own is not enough, so the Content Guidance also identifies the things you need to be able to explain, analyse, apply and evaluate within a European context in order to achieve a high grade.


Fundamental to macroeconomic performance is an understanding of economic growth. In consequence, the emphasis throughout the first section is on what is meant by economic growth, its causes, its consequences and its effect upon the other main targets of government macroeconomic policy, as well as the degree to which it has been actioned over recent years.


For much of the twentieth century, China tried to isolate itself from the rest of the world and be self-sufficient. Despite having one fifth of the world’s population, its economy was stagnant and its people were destined for a life of poverty with little hope that living standards would improve over their lifetime. However, as we moved into the twenty-first century, China embraced change. It became a global player, trading throughout the world, and suddenly it saw an explosion of economic growth and rising standards of living. The second section in this unit looks at how international trade and the gradual integration of national economies has benefited countries in general.


But, of course, not everything has proceeded without a few problems along the way. Despite significant growth, development and change, there are still considerable differences in the real income and welfare of the richest and poorest countries. The third section looks at growth and development throughout the world, particularly in the less developed countries, with a view to examining strategies for promoting economic development. Again, this requires a measure to determine the success of those strategies and an understanding of the limits to change. We will also consider whether these developments are brief and likely to be reversed in the future or whether they are sustainable into future generations.


With the internet speeding up the flow of information, travel becoming more affordable, China opening up and India taking a more outward and forward-looking approach, the world is becoming a global market. The last section in this unit looks at globalisation and its impact on the world economy.


The Questions & Answers section of this guide includes three sets of case study materials, equivalent to those that would be pre-issued by the examining board. Following this are the three related examination papers, which include questions, a mark scheme and an A-grade answer that students might make.


This unit will probably be the last one studied to complete the OCR A-level specification. It carries 25% of the overall marks and, like the other chosen A2 unit, its assessment is synoptic, which means that it will have built upon the knowledge and understanding of work covered in the AS units.


By the time you start to study this unit, you will be aware that much of the economic theory you have learnt is being used again to build more sophisticated theories and to analyse and evaluate more complex situations. In this way, the AS provides stepping stones which lead you closer to understanding the real nature of a national economy, international groupings of countries and the less formal economic ties that bind the global economy.


The importance of keeping up to date


If this book had been written a few years ago, it would have described a world of relatively fast economic growth rates, with countries like China and India booming and the more mature countries of Europe and the USA growing more slowly, but with low rates of inflation, sound money, high levels of employment and satisfactory balances on their external accounts. However, as we moved into the beginning of 2009, the world was suffering a financial crisis, inflation rates having moved above their agreed targets through much of 2008 and then falling rapidly, unemployment was starting to rise and external accounts were more volatile. Governments around the world took action with fiscal stimulus programmes and slightly different versions of quantitative easing. By 2012 deflation had been avoided, but there remains a stubbornly high rate of inflation and relatively low rates of economic growth and high unemployment. The world economy may not be suffering deflation, but it still shows many of the characteristics of recession.


The important point is that changes can take place very quickly in economics and you need to keep up to date. Read a quality newspaper, keep abreast of the news relevant to your studies and dip into various financial websites. Nothing impresses the examiner more than you having set your studies in context in the real world. While all other students are referring to what happened when the textbooks were being written, you should make sure that your economic knowledge is as up to date as the morning of your examination. Always trying to apply your economic knowledge to the real world makes things more interesting for you and therefore makes economics easier to understand and will improve your overall performance.



Pre-issued stimulus material



It may seem something of a contradiction to tell you how important it is to keep up to date when this examination pre-issues stimulus material 6 to 8 weeks before you sit the exam. However, you should take this to be a foundation for your knowledge, but not a limit to your studies.


The way in which you study this unit is very different from the way you study the rest of A-level economics. Before you sit the examination, you will be issued with stimulus material. This may include articles from Economic Review, bank reviews, newspapers and other periodicals and occasional papers from various organisations. It may also include sets of statistical data. Some of the factual knowledge required in the examination will be incorporated in the pre-issued material. Although you will not be able to carry notes or any of the case study material into the examination, you will be provided with a clean set of material along with an unseen question paper.


After the case study material has been issued, and before the examination, the sensible approach as you familiarise yourself with the content is to ask yourself (and your teacher) what economic theory learnt in the AS part of the course is directly relevant to what you are currently reading. Although you should not place too much reliance on question-spotting, it would be foolish not to try to anticipate the questions that are likely to be asked and prepare notes on these inspired guesses. For example, if an article is about the rate of economic growth in India or comparative advantage in China or sustainable economic development in Vietnam, then the focus of a significant part of your preparation is set.


Planning your work and preparing a revision strategy




•  Familiarise yourself with the specification content included in the AS units.


•  From the start of the course, read a quality newspaper and extract all the relevant articles about the economics of Europe.


•  Listen to current affairs and news programmes and be prepared to write down relevant points about economic growth, trade and integration, development and sustainability and globalisation.


•  Read the relevant articles in Economic Review (including back copies), published four times a year by Philip Allan Updates, and current bank reviews.


•  The internet provides a range of websites from which information about Europe can be gathered. Any search engine can be a useful starting point. It is now possible to put any single word into the Google search engine and bring up a wealth of information, some of which is likely to be relevant. Wikipedia is a useful online encyclopedia but you need to be careful as it is not as rigorously edited as printed books. Some useful websites are listed below:







   •   www.bankofengland.co.uk



   •   www.hm-treasury.gov.uk/press



   •   www.ecb.int (European Central Bank)


   •   www.worldbank.org (for worldwide data and maps)


   •   www.un.org (follow the links through ‘text version’ to ‘Cyber School Bus’ and ‘InfoNation’ among a choice of other useful sites)
Libraries that receive The Economist can take advantage of a free subscription to the internet edition, which includes a searchable archive of past articles.







•  Be prepared to start work on the pre-issued case study material as soon as it arrives.


•  The assessment objectives are weighted heavily to the higher-level skills, so always try to take your preparatory work up to these levels. Level 3 questions will often use the following words:
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    while level 4 will often use:
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•  As early as possible, find out the date of your examination so that you can prepare a revision strategy. You should include a stock of time that can be used if any emergency should arise.


•  Avoid the tendency to revise the material you already know and to ignore the more difficult parts of the course. It is reasonable to assume that the aspects you find difficult are going to appear in the examination as a test of higher-level skills.


•  The process of organisation, preparation and revision that goes on throughout the course will have rooted some content firmly in your long-term memory. Over the last few weeks, help your short-term memory to upload the final details by using acronyms to remember lists, patterns to remember links and key words to trigger a series of associated points.


•  If time allows, allocate several weeks to work on each of the three practice examination papers included in this guide.








Content Guidance


About 6 weeks before the examination, you will receive pre-issue stimulus material. This will include five or six extracts loosely based around a theme, a country or a group of countries. Although it would be unwise to focus attention only on the extracts, they will provide the context which will guide you through the last weeks of revision.


Because ‘The Global Economy’ is a synoptic unit, it can draw upon knowledge and understanding from either of the two AS units. It is, however, a macroeconomic unit and therefore you can expect that Unit F582, ‘The National and International Economy’, will provide essential building blocks. The aggregate demand and supply model may be useful in answering questions, as will the knowledge you have gained about macroeconomic policy objectives, the indicators of national economic performance, the application of policy objectives and the international economy.


Macroeconomic performance


In this unit, the focus in terms of economic performance is on how the UK economy has grown over recent years. Short-run and long-run effects are analysed, as is the effect of various policies and initiatives to promote sustainable growth, relative stability and international competitiveness. Also, an evaluation of the role played by economic growth within the context of other economic objectives will be discussed.


Trade and integration


Almost every economist promotes the benefits of free international trade based upon the theory of comparative advantage. Protectionism can be justified under special circumstances but, in an economically efficient world, should be avoided. There is, however, the temptation — usually for political vote-catching reasons — to consider protecting trade. This is especially the case when the world is moving towards recession and each individual country is seeking to protect itself from the downturn by promoting domestic concerns at the expense of international integration.


Development and sustainability


There is a difference between economic growth and economic development, and there is a target for all forms of improvement to be sustainable. There is also a recognition that, on its own, economic growth does not necessarily equate with improvements in living standards. Therefore wider measures of whether countries are becoming better off or not are made by the human development index rather than just via gross domestic product per capita.


The economics of globalisation


Is the world becoming one enormous global village? Given the imbedded conflicts of interest, can the world ever become one big happy family? There are signs that it can, given that the mobility of people across the world is increasing, communication is now almost instant and shopping in America, Hong Kong, France or Australia can be achieved without leaving your home, thanks to the internet. Free market forces may stall through periods of economic downturn and people may look to their governments for support and protection, but it is unlikely that the process of globalisation will not continue.


Background knowledge


It is important in economics to know your definitions precisely, along with the theories that underpin the subject. This means that the work covered during the AS course is an important foundation on which to build, and essential definitions must be part of the knowledge you carry forward into studying this unit.


When you receive the stimulus material, it is advisable to read through the extracts and highlight all the underlying economic theory that is referred to, or is implicit within what is written. Then go back to your AS notes and make sure that all the relevant theory is understood. The examining board has made it quite clear that it wants to test whether you can think like an economist and effectively apply the concepts, hypotheses and theories you have learned in the compulsory units.


When you completed the AS course, the emphasis of your studies was on explanation and analysis with some evaluation. In this examination, the emphasis has changed and if you look through the specification content, you will see more than 20 references to evaluation, discussion and comment. These are the higher-level skills which you need to master before you can receive the higher-level marks.


Essential terms


You will need to be able to define and use the following essential terms:




•  absolute advantage


•  aggregate demand


•  aggregate supply


•  balance of payments


•  circular flow of income


•  comparative advantage


•  demand management


•  economic growth


•  exchange rates


•  fiscal policy


•  gross domestic product


•  inflation


•  nominal


•  real


•  supply-side economics


•  unemployment
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Knowledge check 1


What is the difference between absolute advantage and comparative advantage in international trade?
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Macroeconomic performance


At the beginning of 2009, the global economy was in a recession caused by a global credit crunch, which in turn started as the result of over-ambitious banks purchasing securitised packages of sub-prime property mortgages from American lenders. The problem was so large that a number of investment banks in the USA failed and retail banks in the UK were only saved from bankruptcy by government intervention. The main damage throughout the world has been a loss of confidence in the banking system and a contraction of aggregate monetary demand.


In an attempt to alleviate these problems, the Bank of England reduced the bank rate to a record low of 0.5% in March 2008. At the beginning of 2009, the rate of inflation, which had risen to 5% during 2008, fell back sharply to 3.1% (consumer price index) in January 2009. The Bank of England’s target for inflation was 2%, so even though it had fallen quickly, it was still above target. However, the main concern was with the rate of reduction coupled with a recession being measured officially by a decline in real GDP over two successive quarters. In the third quarter of 2008, GDP declined by 0.6% and in the fourth quarter, at the even faster rate of 1.5%.
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Examiner tip


A recession is defined as occurring when real GDP contracts for two consecutive quarters. It is usually preceded by a boom and is followed by a depression in the economic cycle.
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By December 2008, the claimant count measure of unemployment had risen to 1.16 million, while the ILO measure was at 1.92 million. The balance of payments current account deficit for the year 2007 was £39.5 billion, while the third quarter of 2008 had registered a deficit of £7.7 billion. Large deficits of this order mean the exchange rate is overvalued and, without the protection of higher rates of interest in the UK to attract foreign currency through the financial account of the balance of payments, the exchange rate declined sharply. In August 2008, £1 bought nearly $2 or €1.3. By January 2009, it only bought $1.37 and a little more than €1. This is not all bad news, as export prices will fall and encourage sales, while import prices will rise and discourage purchases.


In 2009 the government started on a fiscal and monetary expansion. Along with the other G20 countries the UK budgeted for a large deficit reaching £179 billion for the fiscal year 2009/10. It also started a quantitative easing (QE) programme which bought back government debt and increased cash liquidity by £200 billion in 2009. This increased to £325 billion in 2012.


As well as having knowledge of actual events, it is essential that you understand and can apply the underlying theory to your analysis and evaluation of global events. The theme of this unit is how the economies of the world are growing and changing. The first thing is to understand the difference between an economy which is growing from inside the production possibility boundary towards the boundary and an economy which is shifting its boundary outwards. Moving towards the boundary is referred to as growth, short-run growth or actual growth, while shifting the boundary outwards is economic growth, long-run trend growth or potential growth. This is illustrated in Figure 1 by a movement from A to B or a shift to position C.
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A–B = short-run or actual growth


B–C = long-run economic growth or potential growth


Figure 1


[image: ]






Examiner tip


Just before you sit the examination, make sure you use the internet to update all of the statistics given here. Should you then need to refer to the current macroeconomic performance of the UK, the examiner will be impressed by your attempt to keep up to date.
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Knowledge check 2


An increase in output along which axis in Figure 1 is most likely to bring about economic growth?





[image: ]





The causes of actual growth in the short run will tend to be associated with increases in aggregate demand and its multiplier effect on GDP, as well as the accelerator effect as investment responds to changes in GDP. Remember that it is the multiplier which affects GDP, while it is changes in GDP which cause the accelerator to raise GDP even further. This interaction between the multiplier and accelerator has often been used to help explain the cycle of economic events that tend to lead an economy through boom into recession and depression and then back to a recovery.
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Examiner tip


The multiplier is the number which represents the total effect on national income of a change of withdrawals from or injections into the circular flow of income. In contrast, the accelerator shows the impact on investment of an increase in national income. Therefore the multiplier looks at how investment (autonomous) changes national income while the accelerator looks at how national income changes investment (induced).
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In the long run, potential economic growth is more closely linked to shifts outward in the aggregate supply curve. This is consistent with the definition of economic growth as an increase in per capita productive capacity. It occurs as the result of intervention, innovation and changes in the quality and quantity of the factors of production.


As economic growth is only one of four main macroeconomic targets, it is necessary to evaluate how its pursuit may affect inflation, employment levels and the main balances on the external account.


To achieve its macroeconomic targets and encourage the economy to grow, the government has a range of policies it can use. These can be broadly divided into:




•  fiscal policy


•  monetary policy


•  exchange rate policy


•  supply-side policies





The emphasis of fiscal, monetary and exchange rate policies is on promoting actual growth from inside the production possibility frontier towards the boundary. This is illustrated in Figure 2 (i) by shifting the aggregate level of monetary demand to the right, AD to AD¹. In addition to this, the main emphasis of supply-side policies is to shift the aggregate supply curve to the right, AS to AS¹ in Figure 2 (ii), and raise potential economic growth.
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Figure 2


In Figure 2 (ii), you will notice the potential for deflation. In order to avoid this, the ideal response would be a further shift to the right in aggregate demand, as illustrated in Figure 2 (iii).
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Knowledge check 3


In Figure 2 (ii) how is the potential for deflation illustrated?
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Although this seems easy to achieve in theory, it is not easy in reality as the actual values for the multiplier and accelerator are not known precisely, and even when fiscal rules are in place they are not met.




•  The golden rule is that the government should only borrow to finance capital spending.


•  The sustainable (investment) rule is that the public-sector debt should be less than 40% of GDP over the economic cycle.
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Examiner tip


Since 2009 almost all countries in the more developed world have exceeded these targets for budget deficits and national debt. Remember that throughout this section you need to set the UK economy in a global context. This means looking at the UK within the EU and in a wider global economy which may cover interactions with both more and/or less developed economies.
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The above rules have been imposed domestically, while the two rules below form part of the European Union’s Stability and Growth Pact for member countries:




•  An annual budget deficit should be no higher than 3% of GDP.


•  National debt ought to be less than 60% of GDP.





Just before the exam, check to see how well countries are doing in regard to these rules.


Another point to note is that it is possible to refer to fiscal and monetary policies which have supply-side intent. For example, government expenditure on research and development or improvements in infrastructure may shift the aggregate supply curve, as may a reduction in bank rate, which encourages more investment in plant and machinery.


A final point is to recognise that when you use the AD/AS model, there is an interpretation by Keynesians that there is a range over which increases in aggregate demand will increase real GDP. The monetarists, in contrast, argue that in the long run, there is a natural level of unemployment (output) and the aggregate supply curve is vertical. This means that increases in aggregate demand will only raise prices and leave output unchanged. If the monetarist/classical argument is correct, then it is only rightward shifts in the aggregate supply curve that can increase real GDP.


Essential terms


You will need to be able to define and use the following essential terms:




•  accelerator


•  actual growth


•  balance of payments current account/capital account/financial account


•  consumer price index


•  economic cycle


•  economic stability


•  fiscal policy with supply-side intent


•  fiscal rules


•  golden rule


•  inflation targeting


•  long-run aggregate supply


•  Monetary Policy Committee


•  monetary policy with supply-side intent


•  multiplier


•  natural rate of employment


•  potential economic growth


•  short-run aggregate supply


•  Stability and Growth Pact


•  sustainable investment rule
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Examiner tip


Fiscal policy with supply-side intent involves looking at the budget from the point of view of not changing the overall level of aggregate demand, but rather making adjustments to taxation or expenditure that may help policies such as promoting economic growth or increasing employment. These changes will not result in the overall balance between expenditure and taxation changing.
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Explanation



You will need to be able to explain the following:




•  the UK’s current and recent macroeconomic performance


•  the difference between actual growth and potential economic growth


•  the causes of economic growth


•  the effect of economic growth on other targets, short- and long-term


•  the various policies that can be used to promote short-run actual growth and long-run potential growth


•  the targets, constraints and rules governing policy and the trade-offs that may have to take place
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Knowledge check 4


Identify three potential costs that may result from economic growth.





[image: ]





Analysis


You need to be able to analyse the following:

OEBPS/OEBPS/images/yellow.jpg





OEBPS/OEBPS/images/l1.jpg
account for consider analyse explain apply justify compare





OEBPS/OEBPS/images/l2.jpg
assess dadiscuss comment evaluate criticise to what extent?





OEBPS/OEBPS/images/title.jpg
STUDENT UNIT E

NEW EDITION

OCRA2 Economics Unit F585
The Global Economy

John Hearn

(y PHILIP ALLAN





OEBPS/OEBPS/images/cover.jpg
&) PHILIP ALLAN





OEBPS/OEBPS/images/blue1.jpg





OEBPS/OEBPS/images/red.jpg





OEBPS/OEBPS/page-template.xpgt
 

   
    
		 
    
  
     
		 
		 
    

     
		 
    

     
		 
		 
    

     
		 
    

     
		 
		 
    

     
         
             
             
             
             
             
             
        
    

  

   
     
  





OEBPS/OEBPS/images/4-1.jpg
e % ‘/snrml: student

e Practisethe questions,
style questions __ | Eimemmmmar
Exam:style questic then look at the student

N anewesthat bl
on the questions - f cach st of questions.

Tips on what you = e .., .
aminer commentary

nced o do'o gain full - = -
marks, indicated by the | EE=E T on sample student
con . e E——
i ok how mary ks
== each answer would be

awarded n the exam and
then read the cxaminer
comments (preceded by
the con @) illowing
pemiygen i,





OEBPS/OEBPS/images/11-1.jpg
b iz
goods






OEBPS/OEBPS/images/12-1.jpg
Average AS  Average

i —
e
AP f
s =
o YV RGP
Aversge
e
”»

iy Y Y Real GDP





