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Get the most from this book


Everyone has to decide his or her own revision strategy, but it is essential to review your work, learn it and test your understanding. These Revision Notes will help you to do that in a planned way, topic by topic. Use this book as the cornerstone of your revision and don’t hesitate to make notes in it — personalise your notes and check your progress by noting each section as you revise.



Track your progress


Use the revision planner on pages 4–5 to plan your revision, topic by topic. Make a note when you have:



	revised and understood a topic

	tested yourself

	practised the exam questions and gone online to check your answers





You can also keep track of your revision by noting each topic heading in the book. You may find it helpful to add your own notes as you work through each topic.





Features to help you succeed



Exam tips and exam skills

Expert tips are given throughout the book to help you polish your exam technique in order to maximise your chances in the exam. The exam skills are a quick-check bullet list at the end of each chapter.




Now test yourself

These short, knowledge-based questions provide the first step in testing your learning. Answers are online at www.hoddereducation.co.uk/myrevisionnotesdownloads.




Definitions and key words

Clear, concise definitions of essential key terms are provided where they first appear. Key words from the specification are highlighted in bold throughout the book.




Exam practice

Practice exam questions are provided for each topic. Use them to consolidate your revision and practise your exam skills.




Online

Go online to check your answers to the exam questions and the ‘Now test yourself’ questions at www.hoddereducation.co.uk/myrevisionnotesdownloads







My Revision Planner


1 The economic problem

2 The allocation of resources

3 Opportunity cost

4 Specialisation and trade

5 Demand

6 Supply

7 Consumer and producer surplus

8 The interaction of markets

9 Elasticity

10 The concept of the margin

11 Market failure and externalities

12 Information failure

13 Public goods

14 Government intervention

15 Business objectives

16 Costs and economies of scale

17 Revenue and profit

18 Perfect competition

19 Monopoly

20 Monopolistic competition

21 Oligopoly

22 Contestable markets

23 Demand for labour

24 Supply of labour

25 The interaction of labour markets

26 The circular flow of income

27 Aggregate demand

28 Aggregate supply

29 The interaction of aggregate demand and supply

30 The multiplier and the accelerator

31 Economic growth

32 Economic development

33 Employment

34 Inflation

35 Balance of payments

36 Trends in macroeconomic indicators

37 Income distribution and welfare

38 The Phillips curve

39 Fiscal policy

40 Monetary policy

41 Supply-side policies

42 Policy conflicts

43 International trade

44 Exchange rates

45 Globalisation

46 Trade policies and negotiations

47 Money and interest rates

48 The financial sector

49 Financial regulation

Glossary

Exam practice answers and Now test yourself answers at www.hoddereducation.co.uk/myrevisionnotesdownloads





Countdown to my exams



6–8 weeks to go



	Start by looking at the specification — make sure you know exactly what material you need to revise and the style of the examination. Use the revision planner on pages 4–5 to familiarise yourself with the topics.

	Organise your notes, making sure you have covered everything on the specification. The revision planner will help you to group your notes into topics.

	Work out a realistic revision plan that will allow you time for relaxation. Set aside days and times for all the subjects that you need to study, and stick to your timetable.

	Set yourself sensible targets. Break your revision down into focused sessions of around 40 minutes, divided by breaks. These Revision Notes organise the basic facts into short, memorable sections to make revising easier.








4–6 weeks to go



	Read through the relevant sections of this book and refer to the exam tips, summaries and key terms. Tick off the topics as you feel confident about them. Highlight those topics you find difficult and look at them again in detail.

	Test your understanding of each topic by working through the ‘Now test yourself’ questions in the book. Look up the answers online at www.hoddereducation.co.uk/myrevisionnotesdownloads.

	Make a note of any problem areas as you revise, and ask your teacher to go over these in class.

	Look at past papers. They are one of the best ways to revise and practise your exam skills. Write or prepare planned answers to the exam practice questions provided in this book. Check your answers online at www.hoddereducation.co.uk/myrevisionnotesdownloads.

	Try using different revision methods as you work through the sections. For example, you can make notes using mind maps, spider diagrams or flash cards.

	Track your progress using the revision planner and give yourself a reward when you have achieved your target.








One week to go



	Try to fit in at least one more timed practice of an entire past paper and seek feedback from your teacher, comparing your work closely with the mark scheme.

	Check the revision planner to make sure you haven’t missed out any topics. Brush up on any areas of difficulty by talking them over with a friend or getting help from your teacher.

	Attend any revision classes put on by your teacher. Remember, your teacher is an expert at preparing people for examinations.








The day before the examination



	Flick through these Revision Notes for useful reminders, for example the exam tips, summaries and key terms.

	Check the time and place of your examination.

	Make sure you have everything you need — extra pens and pencils, tissues, a watch, bottled water, sweets.

	Allow some time to relax and have an early night to ensure you are fresh and alert for the examination.








My exams

Microeconomics

Date: .......................................................................................

Time: ......................................................................................

Location: ................................................................................

Macroeconomics

Date: .......................................................................................

Time: ......................................................................................

Location: ................................................................................

Themes in economics

Date: .......................................................................................

Time: ......................................................................................

Location: ................................................................................







Introduction


Learning about economics is a bit like learning a language. You need to know the basic foundations of the subject before you can start to build on these and put it all together.

This is where a good revision guide can help you to understand the theory, so that you can start to build the higher skills on to this knowledge and gain good marks in the examinations.



Assessing A-level Economics


The examinations

[image: image]
For the full A-level you will sit three examinations. You won’t necessarily sit them in this order.



	The Microeconomics examination (H460/01) only asks questions based on the microeconomics section of the specification.

	The Macroeconomics examination (H460/02) only asks questions based on the macroeconomics section of the specification.

	The Themes in economics examination (H460/03) may ask questions on any section of the specification and/or that require a combination of macroeconomics and microeconomics.





Assessment objectives

The following table shows the breakdown of the assessment objectives (AOs) for A-level assessment.




	Assessment objective
	Skill
	A-level





	AO4
	Evaluation
	25%



	AO3
	Analysis
	25%



	AO2
	Application
	25%



	AO1
	Knowledge and understanding
	25%





One of the most common flaws in revision is to spend too much time focusing on the lower-level skills and not enough time on the higher-level skills. In particular, students often focus their revision on gaining knowledge and understanding (AO1).

In some respects this makes sense, since you need to be able to understand what the questions want from you and how to respond. However, if you know and understand everything, that will still only get you 25% of the marks, which results in a U grade! You have to apportion your time sensibly in order to practise all of the skills.


What is a question?



	We often talk about question papers, or questions on examination papers. However, most Economics examinations have very few actual questions on them.

	Let us look at the specimen papers for the Economics A-level. If you add up all the questions on the Microeconomics paper and the Macroeconomics paper you get a grand total of … zero questions. Not a single one on either paper.

	This is because what we generally think of as a question is actually an instruction. The simple fact is that if you obey the instruction, you get all the marks. Part of your revision, therefore, is to understand what the instruction means.

	Thankfully, the exam board (OCR) gives us a clear dictionary of most of the command words and what they actually mean. More importantly, you will know how to go about securing all the marks.







AO4 Evaluation



	This is seen as the toughest skill and is often the difference between a C grade and an A* grade. Generally, when the examiners want you to evaluate they usually ask you to do it with the command word ‘evaluate’.

	In fact, across all of the specimen papers the only AO4 command word used is ‘evaluate’. However, that does not mean that examiners will not use something different in the future. Therefore, watch out for these potential AO4 command words:


	Discuss: treat this command word exactly the same as evaluate — there is a subtle difference, but in my experience not one you should worry about.

	Recommend … justify your answer: this tends to be used to help students come to a judgement. However, a good evaluative answer should come to a judgement anyway, so treat this command the same as any other evaluation question.

	Comment on: this command has been used often, but has not made an appearance in an exam paper for a few years. It often confused students, who did not know that it called for an evaluative answer. However, treat it like any other evaluation question if you see it on a past paper.








So how should you approach an evaluation question? Look at these questions from the specimen examination papers:



	Firms in the ready-mix concrete market specialise in one product.
Evaluate whether economies of scale can only be enjoyed by firms which specialise in a narrow range of products. [8]






Source: sample examination paper H430/01 https://www.ocr.org.uk/Images/536437-microeconomics.pdf

Then have a look at this question, again from the specimen examination papers:



	In the UK, 7% of children are privately educated compared with 24% in Japan.
Evaluate whether the provision of education should be left solely to market forces. [25]






Source: sample examination paper H430/01 https://www.ocr.org.uk/Images/536437-microeconomics.pdf

Both of these are evaluation, AO4 questions — you can tell because ‘evaluate’ is the command word. However, you need to take a different approach to each of these question because question 1 is worth 8 marks for a full answer while question 2 is worth 25 marks. You must look at the number of marks available so that you can plan how much time to allocate to writing and how to approach your answer.

Based on the sample examination papers that are available, here are the types of evaluation question and the marks available for each skill.

[image: image]
Each of the above mark allocations requires an evaluative response. This means a two-sided answer with a judgement at the end. This can be difficult to do, especially for the lower-mark questions where you only have a short time to give a full answer.

This is how I tell my students to approach each of the questions:

[image: image]
So, when you see one of these evaluation questions, start to pull it apart and work out what the structure should be. Let’s look again at the 25-mark example from the sample examination papers:



	In the UK, 7% of children are privately educated compared with 24% in Japan.
Evaluate whether the provision of education should be left solely to market forces. [25]






Source: sample examination paper H430/01 https://www.ocr.org.uk/Images/536437-microeconomics.pdf

Here would be my approach:




	 
	25 marks





	Introduction
	Define ‘market forces’ and make clear what you mean by ‘education’ and ‘solely’.
In this case I would only focus on primary/secondary — not higher (university) education — and the word ‘solely’ is going to be really important.




	Analysis
	Two arguments of the benefits of the provision of education being left to market forces.
I would probably argue that it would be more efficient (allocatively and productively), leading to lower costs/prices etc. Good graphs to support each of these let me ‘show off’ my economics knowledge. I always like to start with the argument that allows me to bring in as much economic theory as I can.

I would then argue that competition could lead to more innovation — better quality, more choices etc.




	Evaluation
	Two arguments regarding the costs of the provision of education being left to market forces.
There are lots of arguments to choose from, but choose those that best allow you to develop them and bring in examples.

I would start by arguing that education is a merit good and the consequence of underconsumption.

I would then argue that there is a positive externality (different from a merit good because the benefit is to a third party) gained from education that may lead to underprovision.




	Conclusion
	A judgement weighing the relative merits of the arguments and what the judgement might depend upon.
I always start my conclusion by making a judgement that uses the wording of the question — so in this case my conclusion would start:

Therefore, the provision of education should not be left solely to market forces.

While examiners are usually told to accept judgements that go either way, in this case I think most students judge that it should not solely be left to market forces. There is often a controversial word like this in an evaluative question — use it in your conclusion!

I would then go on to weigh up my arguments. I always look for the argument that I think is more persuasive than all the others — in this case, I think the importance of education as a merit good would probably be my most persuasive argument. However, my judgement might depend upon the relative price of the education, the market’s culture (private education is a major part of Japanese culture) and the level of inequality in the economy.

The conclusion is where you make your mark — it is often what distinguishes an A from an A* student. Make sure you leave enough time to do it justice!






A great way to revise evaluative skills is to plan answers to evaluative questions in this way.

AO3 Analysis

Most of your analysis marks are gained through evaluation questions. In fact, there are very few opportunities for the examiners to ask an analytical question that does not also require evaluation. This is the only question in the sample papers that has analysis marks without evaluation marks (and which is not a multiple-choice question):



	Increased flows of nitrogen, phosphorus and pesticides from agriculture harm the environment.
Using an appropriate diagram, explain how the negative externalities arising from agricultural production cause market failure. [4]






Source: OCR sample examination paper H460/03 https://www.ocr.org.uk/Images/536438-themes-in-economics.pdf

Analysis is the skill of showing effects, reactions, consequences and impacts. So if you can show and then explain the effect of the negative externality on price and quantity (the two axes on your graph), you have done your job.

The only command word for pure analysis in the sample examination papers is ‘explain’. However, examiners could use something different in the future.

The most likely analytical command word is ‘analyse’, which again means you need to show the effects, reactions, consequences and impacts of something.

Note: AO3 Analysis can be asked as a multiple-choice question, but this does not require anything other than answering the question.

AO1 Knowledge and understanding and AO2 Application

These skills are asked for as part of evaluation and analysis questions, but you can also expect a number of low-mark questions that are testing your ability to recall what you have learned and apply it to scenarios. Much of this is through multiple-choice questions.

Multiple-choice questions

At A-level there are no multiple-choice questions (MCQs) on the Microeconomics paper or the Macroeconomics paper — they are all on the Themes paper (Paper 3).

Here are some tips for coping with MCQs.



	Aim to spend no more than a minute per question. Any time you can save here can be used on your longer-answer questions. If you cannot find the answer in a minute, make your best (informed) guess.

	Do not leave an answer blank. You would not believe how many students do this! You have a 1 in 4 chance of getting the right answer, so have a go.

	The four answers should appear in alphabetical or numerical order, so don’t go looking for patterns. However, when examiners write MCQs they have to try and make the wrong answers plausible, so if it is a numerical question, there is likely to be a wrong answer that is higher and a wrong answer that is lower — pick the one in the middle if you have absolutely no idea!

	The MCQs are marked by a person, not by a computer. Therefore if you make a mistake, clearly cross out the wrong answer and write the correct answer. Do not worry if it is not in the answer box — put it close.

	Write your letter clearly — D’s can look like B’s, a’s can look like d’s, so be clear and concise.

	I have rarely met a student (or a teacher) who can get 30/30 in half an hour. Do not expect perfection.

	Look out for negative questions — the exam board usually emboldens ‘not’ (or a similar negative word) but make sure you know what you are looking for.

	Often it is not about spotting the right answer but rather eliminating the wrong answers — it is worth doing this even if you think you have spotted the correct answer straight away.

	Some students do the MCQs first — they are good at sticking to time and it gets their brain operating at the start of the exam. Other students do them last — this focuses the mind on the time left and stops you spending too long on them. Find the way that works for you. Get it wrong and you might run out of time!

	Examiners check exam papers to make sure the answer to a later question is not in one of the earlier MCQs. However, MCQs usually have a lot of graphs and data that may prove useful in a later question if you forget something. I once had a student who had mixed up supply and demand in a 25-mark essay question and who fortunately realised what they had done when they saw a correct supply and demand diagram in the MCQs. You never know what you might find useful!

	Good MCQs are difficult to write — your teacher and the exam board are unlikely to have many that are specific to your specification. However, the basics of economics tend to be very similar across most exam boards, and many have been using MCQs for years. Therefore, search the internet for some good practice questions.





Short-answer questions

Questions that are examining AO1 and AO2 mostly use the command words shown in the following table:




	Calculate
	Work something out. A correct answer often gets full marks without workings. However, sometimes ‘show your working’ appears in a question, which means you cannot gain all the marks without showing how you got to the answer. This could be the case if the correct answer could be easily guessed!
There is likely to be a mark for the formula and then each stage of the calculation. So, if there were 3 marks for an elasticity calculation, I would write out the formula, then on the next line I would write the numbers in the calculation and on the next line I would then write out ‘ANS =…’.

This makes it clear what the stages of my thinking were, and it means the examiner can give me marks even if I have made a mistake on my calculator, (which happens all the time!).

Take a few seconds to think if the answer makes common sense. Do not blindly accept what your calculator tells you — if you mistype a button on your calculator, the answer could be massively wrong.

Also make sure you get to know your calculator. I know you may use your phone at home or in the classroom, but in the exam you need to use a real calculator that has lots of ‘modes’. Get to know how to do simple things like percentages correctly, every time.




	Compare
	Comparison is not about explaining two things but rather comparing similarities and differences. For example, if you compare a motorbike and a car, it may not be good enough to say a car has four wheels and a motorbike has two. The difference is the number of wheels — a car has four whereas a motorbike only has two. It might seem like the same answer, but a simple thing like this can lose you marks.



	Describe
	‘Describe’ and ‘explain’ are often used interchangeably but there is a subtle difference, especially in economics. ‘Explain’ can be analytical — causes and consequences — whereas ‘describe’ is about defining the elements. If I say to you ‘describe your haircut’ then I mean tell me what it looks like. If I say ‘explain your haircut’ then I mean what led to it, why did it happen.
For a description, aim to cover at least as many points as there are marks in the question (3 marks = three elements of description).




	Distinguish between
	Like ‘compare’, ‘distinguish between’ is not about explaining the two elements but rather comparing the differences.
So, if the question was ‘distinguish between PED and YED’, I would not reward an answer that states PED is about price and YED is about income. It is that they measure how responsive quantity demanded is to different changes, i.e. PED measures the responsiveness of QD to a change in price, whereas YED measures the responsiveness of QD to a change in income.




	Explain
	‘Explain’ can be used for analysis but more commonly for AO1 and AO2. It is about how things work, and in economics, I usually expect a good explanation to take me through the answer step by step (like a calculation).
It is often used to ask students to explain a graph that has been given to you, or one you have drawn yourself. It does not mean describe (e.g. this has gone up or down), and should be detailed.

For example, if a question asked you to ‘explain what has happened to the PED of…’ then I would expect a good answer to tell me if it is more or less elastic, or has become inelastic when it was elastic etc. It does not mean ‘describe if the number has got bigger or smaller’.

Watch out for these questions — this is not maths; we expect you to use your economics knowledge.




	Identify
	‘Identify’ is what I call a ‘bullet point’ question. It means that the examiner is looking for a simple, quick answer that is either right or wrong. There is usually one mark for each item correctly identified, up to the maximum marks of the question.
Do not waste time writing in sentences — get the mark and move on.




	State
	As with ‘identify’, ‘state’ is looking for correct answers. State your answer in a clear and unambiguous way and move on. You can make up some time by answering these types of questions as quickly as possible.










1 The economic problem




What is economics?


Economics exists because there is a problem in the world. We (humans) have unlimited needs and wants and yet there are only a limited amount of resources in the world. So, we need to have a way of allocating these scarce resources among people.

Economic goods and free goods

Most things that we have are economic goods. This means that they are scarce — there is not an unlimited supply of these goods.

However, there are some free goods. These are resources that are usually not seen as limited, such as air. Economists are interested in the allocation of economic goods.

The economic problem

The economic problem is how we go about allocating scarce (economic) resources.

Economists ask the following questions:



	What should be produced?

	How should it be produced?

	For whom should it be produced?





Microeconomics and macroeconomics



	Your Economics course is made up of two perspectives — micro and macro.

	Microeconomics looks at the economic problem in terms of how individual consumers, producers and governments are involved in the allocation of a product.

	Macroeconomics looks at the economic problem in terms of an entire economy, and how households, businesses and the government are involved in the allocation of all resources in that economy.








Normative and positive statements




	In economics, some of what we deal with is fact and some of what we deal with is opinion. As economists you must be able to distinguish between the two.

	Positive statements are factual. They are not necessarily correct but can be tested. For example, the UK has a population of over 66 million people.

	Normative statements are opinion-based. They are value judgements with which you might agree or disagree. For example, there are too many people in the UK.






Now test yourself



	Give an example of a free good.

	Give an example of an economic good.

	What three questions does an economist ask as part of the economic problem?

	Are the following statements normative or positive statements?


	My football club is top of the league table.

	My school is a great place to learn.

	I had sausages for lunch.

	Everyone should become a vegan to save the planet.

	Economics is an easy A-level.











Answers available online




Exam tip

In your longer answers you need to analyse and evaluate. Analysis and evaluation often require normative statements because you are making a judgement on what might/should/may happen. Make sure you do not write as if something will definitely happen. It irritates examiners and makes your answer seem naïve.






The role of economic agents


Economic agents are the key groups of people involved in the economic problem.

Households

Households have two key roles in the economy.



	As users/consumers of goods and services. We buy things, e.g. a new car or a packet of crisps, to use them. We call this process ‘consuming’. Therefore, households are consumers of goods and services.

	Households provide the workforce for businesses/firms. Firms employ us in order to use our efforts to produce goods and services. For example, I am a teacher. I sell my time and academic ability to my school so that it can provide education. We call this ‘labour’, and we will explore this specific market later in the course. Households, therefore, provide the labour force to firms.






Making links

The role of households is discussed further in terms of demand in Chapter 5.



Firms

Firms have two roles in the economy.



	They are producers of goods and services. For example, Coca-Cola is a producer of soft drinks.

	They are purchasers of the goods and services they use in their production process. For example, a dairy farm may purchase land, cows and machinery to be able to produce packaged milk as a finished product.






Making links

The role of firms is discussed further in terms of supply in Chapter 6.



Government

Government has many roles in the economy and various political parties have different views on what that role should be.



	Governments may use taxation and spending to influence the microeconomy (for a single product) and/or the macroeconomy (for the entire economy). For example, the UK government uses high taxation rates to affect the market for cigarettes. The government also gives benefits to the unemployed to manage poverty.

	The government has other tools with which it can influence the economy. Often these are employed to improve society.





However, not everybody agrees that the government is doing the right thing or making the right choices. This is where economics and politics often go hand in hand and also where normative judgements are made.


Making links

The role of the government in solving or minimising market failure is discussed further in Chapter 14.



Rationality



	As economists we are often dealing with all three economic agents (households, firms and government) when looking at decision-making.

	This means that we have to look at decisions from all three perspectives.

	This can be difficult, especially when we consider that not every household, firm and government thinks the same way.

	Therefore, we have to make an assumption that each economic agent will act rationally.





Rationality is the assumption that each economic agent acts in their own best interests. Usually this means that:



	households aim to maximise their own satisfaction. For example, you will only buy a sandwich if you think that the value of the sandwich to you is at least as much as the money it took to purchase it. If it is not worth that much, you would prefer to keep the money.

	firms aim to maximise their profit. For example, a hairdresser would only employ a new worker to cut hair if they believed that the new worker would bring in more money than the additional wage cost to the firm. A firm may have different objectives, which we will explore later in the course.

	governments aim to maximise welfare. For example, a government is unlikely to decrease the taxation on sugary foods, as it believes that these foods are bad for people’s health.






Exam tip

Economics is often about building up two sides of an argument. Usually this means starting by analysing the effects of something from a rational point of view. For example, when taxation of cigarettes goes up, consumers should smoke less.

However, a good way of evaluating the other side of the argument is often to suggest that this may not happen because the economic agent may not act rationally. For example, a tax on cigarettes may not reduce smoking because people are addicted and therefore not acting rationally.

This is often the basis of a good economics answer, but you must remember to start with the rational analysis. Candidates who look only at how economic agents act irrationally usually receive low marks because their answer lacks the economic foundation.




Now test yourself



	Name the three key economic agents.

	What would be the rational economic response to the following scenarios? Why might that economic agent not respond in this way?


	Households responding to an increase in the tax on mortgages.

	Government responding to evidence that apples are good for your health.

	Firms unable to get enough people to work in their factory for the minimum wage.











Answers available online






The factors of production


The factors of production are the building blocks needed for a business to operate and be able to produce goods and services. There are four factors: land, labour, capital and enterprise (see Table 1.1).

The business must pay to use the factors of production. This payment is known as the reward for the factor of production. Land is rewarded through rent, labour through wages, capital through interest and enterprise through profit.

Table 1.1 The four factors of production and their rewards

[image: image]

Exam tip

Candidates often mix up capital and enterprise when looking at the rewards for the factors of production.

Capital items must be purchased by a firm: the firm could have left that money in the bank to earn interest. Therefore, the capital item needs to bring in more revenue than the money would have earned.

Enterprise can be hired through the labour of an organisation. However, natural entrepreneurs are likely to set up their own business to profit from their own ideas.




Now test yourself



	Can you identify each of the factors of production for the following business?
In 2019, Carina Lapore won the business-styled television game show The Apprentice. The prize was a £250,000 investment from business magnate Sir Alan Sugar. Carina’s business has two experienced bakers and produces many different breads and baked products.







Answers available online




Exam skills

You should make sure that you can do each of the following to the required level.

[image: image]



Exam practice



	Explain what is meant by economic goods. [2]

	Identify the factors of production. [4]

	Evaluate the extent to which the government always acts rationally. [20]





Answers available online
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