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Specification

	Subject content
	What students need to learn:

	1.5.4	The economy and 	business

The impact of the economic climate on businesses:
· Unemployment, changing levels of consumer income, inflation, changes in interest rates, government taxation, changes in exchange rates.

	Students need to understand that businesses are affected by what is happening in the economy. The economic climate refers to the performance of the economy. If the economy is growing then the economic climate is positive, which is good for businesses.

Students also need to know that there are a number of different economic factors that can affect businesses if they change. Although businesses cannot control these factors they must respond to them, and how well they do this will impact on their performance.




Key terms in this topic:
· The economy – all activity related to production, consumption, and trade of goods and services in an area.
· Unemployment – the number of people of working age who are able to work but are not currently in work.
· Consumer income – the amount of money that a consumer earns from either work or investment.
· Inflation – a measure of the increase in prices over a period of time.
· Interest rates – the amount charged for borrowing money.
· Taxation – funds collected by a government to fund public services.
· Exchange rates – a measure of the value of one currency against the value of another currency.


Key terms – examples
In the space below, write examples to illustrate the key terms 

	Key term
	Examples

	The economy
	


	Unemployment
	


	Consumer income
	


	Inflation
	


	Interest rates

	

	Taxation

	

	Exchange rates

	



Summary of the topic
The economic climate refers to the broad performance of the UK economy. Economic growth will impact on unemployment and inflation, and students should be aware of these measures and the implications for the economy when they change. For example, rising unemployment will mean falling incomes and some sectors of the economy, such as the leisure industry, potentially suffering from falling sales. 

Students are not expected to know the causes of any economic changes and the 
focus is on the impact of these changes on businesses.

There are lots of frequently updated data supplied by the government on each of 
these areas. Students can be encouraged to explore how changes in each can affect 
small businesses. For example, rising GDP growth leads to higher consumer 
incomes, which in turn should lead to higher spending with businesses. An 
investigation of a local area could be carried out by students to explore the extent 
to which changes can be explained by changes in economic conditions.





Synoptic links to this topic
This topic links with the following areas of the specification:

· 1.3.2 Business revenues, costs and profits
· 1.3.4 Sources of business finance
· 1.5.5 External influences

Changes in the economy can influence the finances of a business. Many economic changes will affect the amount of disposable income a consumer has. If this changes then the demand for products and services will also change, which can affect revenues and profit levels of businesses.

The economy can also affect the costs of a business in areas such as the cost of raw materials and the cost of borrowing money. This could also influence the sources of finance available to a business. The way a business responds to changes in the economy can have a strong influence on its level of success.


Case study: DBM Building Supplies
DBM is a small firm which supplies building materials for businesses working in construction and home improvements. It buys stocks from major manufacturers and then sells them to small businesses in the local area.

Twelve months ago, the firm was doing well and had achieved the highest sales ever in its five-year history. It had expanded the range of materials it kept in stock to cope with higher sales and taken on an extra member of staff. It had also moved to larger premises, taking out a bank loan to pay for the move.

However, the past twelve months have been very bad for DBM. The level of economic activity has fallen. Economic growth has fallen by 2 per cent, which has seen unemployment rise and consumer income fall. The construction industry has been particularly badly affected as the number of people spending money on home improvements has fallen. 

The construction industry has also been affected by a shortage of building materials. DBM now needs to import many of its bricks and roof tiles from Europe which means the costs of these materials can be affected by changes in exchange rates.




How this case study illustrates/exemplifies the specification content:
	The case study illustrates ‘the economy and business’ in a number of ways:
· DBM has been affected by changes in the economy during the past twelve months.
· DBM used a bank loan to help pay for new business premises.
· Rising unemployment and lower consumer income has led to a fall in demand for building materials.
· The price of imported bricks and roof tiles will be affected by changes in the exchange rate.



Check your knowledge:
1. How is unemployment measured in an economy?
2. Explain what will happen to the level of spending in an economy if interest rates increase? 
3. Why would an increase in the value of the pound against the euro lead to cheaper imports from European countries?

Check your knowledge: recall question (previous unit)
1. State three ways that employees are protected by employment law.
2. Identify three principles of consumer law.
3. What are the benefits for a business of meeting its legal obligations?

Activity – now try this!
Consumer Income 
Add the statements to the correct column of the table
	Low levels of consumer income
	High levels of consumer income

		






	



· Consumers are more likely to buy lower priced products
· The number of products and services bought in an economy is likely to rise
· Consumer confidence will increase as people are less likely to be worried about losing their job
· Consumers are less likely to make big purchases such as a new car
· People make do with what they already have
· More higher priced and luxury goods are bought
Interest rates
Fill in the following gaps using the words provided (you can only use each word once):

When interest rates are high then people will _______ more money in the bank. If people are saving money, then they will be less likely to spend it. People who are looking to borrow money may be put off doing so when interest rates are high because they have to pay more money back in _________. People borrow money to spend. Therefore, when interest rates go up then spending will ________.

Interest rates can also affect consumers who have existing loans. If interest rates increase, then this could cause their loan repayments to increase each month. Many people have loans called __________ which are used to pay for houses. An increase in interest rates could mean they pay more back each month and will therefore have less ________ income.

Words to use:
· Interest
· Disposable
· Fall
· Save
· Mortgages

Exchange Rates
Complete the following statements in the space provided:

· When the value of the pound is weak – imports are ___________________________
· When the value of the pound is strong – imports are __________________________
· When the value of the pound is weak – exports are ___________________________
· When the value of the pound is strong – exports are __________________________

What have you remembered so far?

	Question
	True
	False

	The government only taxes individual people
	
	

	Inflation measures how much prices are rising in an economy
	
	

	The Bank of England sets interest rates in the UK economy
	
	





Exam Questions

1. Multiple choice 

Which one of the following is an advantage of low unemployment for a business?

Select one answer

A	More skilled people are available to work
B	Employees may request higher wages
C	Increased spending in the economy
D	Fewer potential employees that can be hired

2. Multiple choice

Which one of the following is a definition of an exchange rate?

Select one answer

A 	The flow of goods and services into a country
B 	The value of one currency in terms of another currency
C 	A tax on a particular good or service
D 	When businesses operate on an international scale


3. Outline one impact on DBM of an increase in the value of the pound. (2)

4. Discuss the impact of an increase in interest rates for a small business. (6)

5.  Analyse the likely impact on DBM of the changing level of consumer income. (6)






