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The What!

• The characteristics and functions of money. • Definitions of the money supply 

and the distinction between narrow money and broad money. • The difference 

between the money market, the capital market and the foreign exchange market. 

• The role of financial markets in the wider economy. • The difference between debt and equity. • Why 

there is an inverse relationship between market interest rates and bond prices.• The difference between 

a commercial bank and an investment bank. • The main functions of a commercial bank. • The structure 

of a commercial bank’s balance sheet. • The objectives of a commercial bank, ie liquidity, profitability 

and security. • Potential conflicts between these objectives. • How banks create credit.

• The main functions of a central bank. • That monetary policy involves 

the central bank taking action to influence interest rates, the supply of 

money and credit and the exchange rate. • The current objectives of 

monetary policy set by the government. • The role of the Monetary Policy 

Committee of the Bank of England (MPC) and how it uses changes in bank 

rate to try to achieve the objectives for monetary policy, including the 

government’s target rate of inflation. • The factors considered by the MPC 

when setting the bank rate. • How changes in the exchange rate affect 

aggregate demand and the various macroeconomic policy objectives. • 

The monetary policy transmission mechanism, including the relationship 

between changes in interest rates and the exchange rate. • How the Bank 

of England can influence the growth of the money supply.

• Regulation of the financial system in the UK, eg the role of the Bank of England, the Prudential 

Regulation Authority (PRA), the Financial Policy Committee (FPC) and the Financial Conduct 

Authority (FCA). • Why a bank might fail, including the risks involved in lending long term and 

borrowing short term. • Liquidity ratios and capital ratios and how they affect the stability of a 

financial institution. • Moral hazard. • Systemic risk and the impact of problems that arise in 

financial markets upon the real economy.

• The causes of globalisation. • The main 

characteristics of globalisation. • The 

consequences of globalisation for less-

developed and for more-developed countries. • 

The role of multinational corporations in 

globalisation.

• The model of comparative advantage. • The 

distinction between comparative and absolute 

advantage. • The model shows that 

specialisation and trade can increase total 

output. • Other economic benefits of trade, such 

as the ability to exploit economies of scale and 

increased competition. • The costs of 

international trade. • The reasons for changes in 

the pattern of trade between the UK and the rest 

of the world. • The nature of protectionist 

policies, such as: tariffs, quotas and export 

subsidies. • The causes and consequences of 

countries adopting protectionist policies. • The 

main features of a customs union. • The main 

characteristics of the Single European Market 

(SEM). • The role of the World Trade 

Organisation (WTO).

• The difference between the current, capital and financial accounts on 

the balance of payments. • The current account comprises trade in goods, 

trade in services, primary income and secondary income. • The meaning 

of a deficit and a surplus on the current account. • The factors that 

influence a country’s current account balance such as productivity, 

inflation and the exchange rate. • The consequences of investment flows 

between countries. • The policies that might be used to correct a balance 

of payments deficit or surplus. • Expenditure-switching and expenditure-

reducing policies. • The effect policies used to correct a deficit or surplus 

may have upon other macroeconomic policy objectives. • The significance 

of deficits and surpluses for an individual economy. • The implications for 

the global economy of a major economy or economies with imbalances 

deciding to take corrective action.

• How exchange rates are determined in freely floating exchange rate systems. • 

How governments can intervene to influence the exchange rate. • The advantages 

and disadvantages of fixed and floating exchange rate systems. • Advantages and 

disadvantages for a country of joining a currency union, eg the eurozone.

• The difference between growth and development. • The main 

characteristics of less-developed economies. • The main 

indicators of development, including the Human Development 

Index (HDI). • Factors that affect growth and development, such 

as: investment, education and training. • Barriers to growth and 

development, such as: corruption, institutional factors, poor 

infrastructure, inadequate human capital, lack of property rights. 

• Policies that might be adopted to promote economic growth 

and development. • The role of aid and trade in promoting 

growth and development.
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The How!

Application of theory into economic contexts  
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e Friendliness and civility are required for equality  Equality issues are explored with links to justice The courage needed for policy decisions Generosity needed for support the vulnerable in an economy The gratitude for a strong economy The good speech needed for financial markets to be 

effective 

The good humour needed for financial decisions when they go wrong The self-mastery needed for personal incentives The self-mastery needed to survice in tax increases Students will show compassion for those who are struggling with work 

and will help them

Good sense needed for targeted revision 
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Respect of how the economy works Respect of how the economy works Tollerance for decision making Tollerance for decision making Tollerance for decision making Rule of law and financial markets Rule of law and financial markets Rule of law and financial markets Rule of law and financial markets 
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