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AS Economics Course Companion

Unit AS 1: Markets and Market Failure
What is this unit about?

In this unit you will learn about the basic economic problem facing all economies; namely how to 
allocate scarce resources between competing alternative uses.
You will learn how scarcity leads to individuals, organisations and communities having to make 
choices and how the choices they make create opportunity costs.

You will examine the concept of markets and will investigate the role markets and prices play in 
resolving the basic economic problem. You will learn to use demand and supply diagrams to analyse 
how the price of a good or service is determined and you will consider how changes in demand and 
supply conditions affect prices.

As you progress through this unit, you will find out about the concepts of efficiency and market 
failure. You will explore why markets sometimes fail to work efficiently and look at some of the 
possible ways in which governments could get involved in correcting these problems. 
 
What are the main topics I need to study?

The exact number and sequence of topics you will study in this unit will depend on how your teacher 
organises the course. The following structure represents a fairly typical way of organising the content:

1. The Market Mechanism

The first section of this unit deals with how the market mechanism allocates scarce resources among 
competing alternatives. This can be broken down into four sub-sections.

(a) Key economic concepts and the basic economic problem
 In this initial topic your teacher will introduce you to some basic economic concepts. 
 These include: 

 • Economic resources – factors of production 
 • Normative and positive economics
 • Scarcity and choice
 • Opportunity cost
 • Production possibility frontiers
 • Efficiency – allocative, productive and Pareto
 • Specialisation (and the division of labour)
 • Free market economies, mixed economies and planned economies

(b) Demand and supply in product markets
 Here you will learn to use some of the fundamental tools of economic analysis in explaining  
 how prices are determined in markets and what causes them to change. These include:

 • The demand curve
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 • The supply curve
 • Market equilibrium and disequilibrium
 • Causes and consequences of shifts in demand and supply curves
 • Interrelationship between markets
 • Community surplus 

(c)	 Elasticity
In this topic you will study how the quantity demanded of a good responds to changes in 
price. You will look at how demand is influenced by the incomes of consumers and the prices 
of other goods. You will also study how the quantity supplied of a good responds to changes in 
its price. You will learn to calculate and use estimates of:

• Price elasticity of demand
• Income elasticity of demand
• Cross price elasticity of demand
• Price elasticity of supply

(d) Factor markets
Here you will apply the theory of demand and supply to factor markets with a particular focus 
on the labour market. You will study:

• How wages are determined
• Economic rent and transfer earnings
• Maximum and minimum wages
• The impact of trade unions, migration and the welfare state on labour markets

2. Market failures and imperfections

The second section of this unit deals with the reasons why markets sometimes fail to deliver efficient 
or equitable outcomes and the possible government responses to these market failures. The main 
topics in this section include:

(a)	 Externalities
You will examine how the provision of goods and services may affect third parties not directly  
involved in the transactions and how governments may intervene when this happens. You will 
need to understand and apply the concepts of:

• Positive externalities that arise in production and consumption
• Negative externalities that arise in production and consumption
• Welfare loss associated with externalities

 You will also need to consider appropriate government responses to these situations.

(b) Market dominance 
 Here you will study why markets may fail due to the existence of:

• Monopolies 
• Market dominance 
• Barriers to entry
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 You will also consider how government or its agencies might respond to these situations.

(c) Public goods, merit goods and demerit goods 
Here you will learn about the characteristics of public, merit and demerit goods and why the  
market may fail to supply public goods, under-supply merit goods and over-supply demerit 
goods.  You will need to understand: 

• Distinction between private and public goods
• Free rider problem
• Merit and demerit goods
• Information failure- hyperbolic discounting 

You will also examine the ways in which government might respond to each of these 
situations.

(d)	 Uneven	distribution	of	income	and	wealth	
This topic deals with how free markets sometimes lead to extreme inequality in income and 
wealth. You will learn about the distinction between: 

• Income and wealth
• Absolute and relative poverty 
• Means tested and universal benefits
• Benefits in kind and benefits in cash

 You will also examine why and how government may redistribute income and/or wealth.

(e)	 Government	intervention	and	government	failure
 Here you will examine the effects of the various methods of government intervention such as: 

• Subsidies, 
• Taxation, 
• Tradeable permits
• Price controls, 
• Regulation
• State provision. 

 
You will examine the impact of these measures in a range of markets such as agriculture, 
housing, transport and labour and explore why government intervention is not always 
successful.

Taking AS level examinations in the revised specification format

The scheme of assessment for GCE Economics has changed quite significantly, and you are strongly 
urged to think carefully about examination strategies which will enable you to earn the highest 
possible grade.

For a while, - at any rate until there are some past papers available for the current specification, - 
candidates may be consulting past papers from the previous specification for ideas about questions 
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which may be set.  Some advice given to candidates preparing for those examinations is not 
necessarily the same advice as examiners would want to offer in these new circumstances.  Because 
of this, some comparisons will be made from time to time in these notes to highlight how it may be 
wise to work on new techniques for Economics examinations from 2017.

Comparing the examination papers that were set between 2008 and 2016, the first obvious difference 
is that the revised examination has three sections instead of two as was the case in the previous 
specification, but the time for completing the paper remains at one-and-a-half hours.  Be reassured 
because the overall demands on students have not changed. Some skills are tested in different ways 
and there will be less emphasis on extended responses.

The table below gives an overview of the structure of the new assessment model and gives possible 
time allocations for each section. You should note however that these time allocations are only 
estimates of how long a typical candidate may wish to spend on each section. Individual candidates 
may find different sections of the paper more or less challenging than others and may as a result 
allocate their time differently.
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Scheme of assessment

section total marks type	of	
question

structure emphasis possible	time	
allocation
(minutes)

some elements of knowledge and understanding will feature in all questions
A 25 short-answer 4 - 7 questions, 

probably 
worth 2 - 6 
marks each

numeracy, 
application, 
analysis

20-25 

B 35 data response 4 questions 
graduated 
in demand 
and marks 
available

all key skill 
areas will be 
tested

40

C 20 essay one single-part 
question from 
a choice of two

focus will be 
on evaluation 
and judgement 
(and analysis) 

20-25

There is no simple formula to equate recommended time spent on a section with 
marks available therefore this suggestion builds in a small safety margin to allow 
for brief planning or review 

5

Total 80 both AS units are equal in value, 
50% of AS or 20% of an overall award at ‘A’ level

90

Will I need a calculator?

The use of electronic calculators in ‘A’ level Economics has always been not only permitted, but 
actively encouraged.  The new specification requires that a minimum of 20% of the total marks 
available in the A level series are allocated to the assessment of quantitative skills. In any one paper 
this may be significantly higher than 20%. Therefore bringing a calculator to the examination is more 
important than ever.

Section A: Short answer questions 

As the only entirely new element of the examination, Section A may seem the most threatening.  
However, it may be helpful for candidates to think of a product well known in the D-I-Y market, which 
is advertised with the slogan that it “does exactly what it says on the tin.”  

In the past, the introductory section of a three-part essay may have asked candidates to explain what 
economists mean by the term income elasticity of demand.   People have got used to the idea that 
this would be a cue to supply a definition, backed up with a simple formula or equation.  This would 
be followed by a short explanation, appropriately illustrated with relevant examples.  This type of 
question will not appear on the new assessment model, instead the skills and knowledge tested in 
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this question are likely to be tested in a short-answer question like the one below:

Typical	short	answer	question	on	income	elasticity	of	demand:

Q. A supermarket’s researchers have discovered that sales of their economy range of hair care 
products, has fallen by 32% in the past few months.  Over the same period there has been an increase 
in the incomes of consumers of 10%.  Assume that all other things have remained equal.

(a)	 Calculate	income	elasticity	of	demand	for	this	product.																							[3]
(b)	 Explain	what	your	answer	tells	us	about	this	product.																									[2]

How	do	I	answer	this	question?

(a) The first piece of advice is to do exactly as the question asks. You haven’t been asked for a 
definition so you do not need to provide one. Completing the calculation correctly will show that you 
could have given a definition, but because you were not asked to do so, you didn’t.   

However, you may want to take out a little insurance. Simply writing down the correct answer, in this 
case -3.2 will gain you full marks. However if you make an error in the calculation and write down 
nothing but an incorrect answer you will gain no marks. Therefore it is advisable to write out the 
equation and show the examiner your working out. By doing so you may gain some marks even if you 
arrive at the wrong answer. 

Therefore a typical correct answer may look something like this:

YED = %change in QD / % change in Y

YED + -32% / +10%

YED = -3.2

(b) In part b recognising that the economy range of hair products is an inferior good is worth one 
mark, but linking it to the question as worded would earn the full [2].   

A good way to answer part (b) might be to say:

The negative sign indicates that the product is an inferior good in that quantity demanded falls as 
income increases.  

General advice for this type of question: 

Be calm: Keeping your wits about you should help you earn higher marks.  It is not an uncommon 
oversight for Economics candidates to forget a negative sign in a calculation, but the second part of 
the question gives you a clue that the “minus” should have been there, and you can go back and put 
it in if necessary.

It is well known, though, that exams are stressful, and a particular candidate may not have been 
in school when the rest of the class was learning about income elasticities.  If you come across a 
question - say it’s this one - that you know you can’t do, do something!  
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Maybe you know that price elasticity is a measure of change in quantity demanded with respect to 
change in the price of the product: it can’t do any harm to adapt that knowledge to the concept of 
income, but try hard to see what the question is asking you to do.  If you can do it, do so.  Only if you 
have no idea what you ought to be doing is it worthwhile to sacrifice total relevance and just write 
what you do know - or guess! The only time you are guaranteed to receive zero marks is when you 
write nothing!!

Be resourceful as far as possible, anyway!  If you have never heard of the concept you could still ask 
yourself why would consumers buy less of something when they could afford more.  You might come 
up with the answer, “When incomes rise, consumers must be buying more branded (dearer) products 
instead”, and in doing so, you’d have explained the basis of the key idea and would be earning some 
of the marks.

Be flexible: Sometimes examiners will want to test knowledge and understanding, simply. No matter 
how important the advice above is, if you’re asked in a short question to explain what something is, 
by all means provide a concise definition.

Be economical with your time and maximise your productivity.  Throughout Section A, each question 
should be read carefully in line with the relevant mark allocation. Writing a short essay, in response to 
a question that is worth only four marks, is a very inefficient way to use your time!

Section B: Data response

The data response section is the part of the exam which has changed least from the previous scheme 
of assessment. As a result you will find that all the past papers from 2008 (and many of those before) 
will provide you with valuable insight in to the nature and style of this form of assessment.

The key differences that do exist include:

• A reduction in the number of marks available from 40 to 35
• A corresponding reduction in the suggested time allocation from 45 minutes to approximately 

40 minutes
• A reduction in the number of questions from around six or seven to four.

In the data response section the questions asked will relate directly to a piece of source material. The 
source material will normally contain a written section of approximately 600-800 words and quite 
probably at least one chart, table or graph. 

Approaching	the	data	response	section

To ensure success in this part of the paper, you should read all of the source material first to ensure 
that you understand what it is trying to say or show. You should then read all of the questions before 
reading all of the source material again. When reading the source material for the second time, you 
should highlight the sections which you feel might help answer the questions. This second reading is 
very important as often the answer to a question is contained in, or suggested by, the source material.
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Making	good	use	of	the	source	material

It is important that you realise that you are expected to use the source material in your answers. It is 
called a data response question after all! However you should also be aware that you will gain little 
reward for simply copying and pasting large sections of the source material into your answers. The 
data response section aims to assess your ability to interpret and analyse the information provided 
and apply your knowledge of economic models and theory to answer questions on new and possibly 
unfamiliar contexts. 
While this may sound daunting, you should be comforted by the knowledge that examiners are aware 
that this paper can be challenging and will be sympathetic to candidates who make a genuine effort 
to write focused answers and who endeavour to apply the theory they have learned in class to the 
questions asked. 

Take	each	question	in	turn

While there is no hard and fast rule with regard to the type and style of questions in this section of 
the exam, a look at past papers and the sample assessment materials would suggest that many of the 
papers follow a broadly similar format.  

Question (a)

The first question on this part of the paper will probably require you to analyse and interpret written, 
numerical, diagrammatic or graphical data. You may also be required to make calculations such as 
percentages or percentage changes or you may be asked to calculate and interpret index numbers. 

It is important to realise that, this not an examination in statistics and you will not be expected 
to carry out very difficult calculations.  Nevertheless, you may also be asked to describe trends in 
economic data or to describe the relationship between two variables.  Although these are fairly 
elementary skills, students often lose marks in questions of this kind.

Describing	trends:

A trend is an approximate path which statistics follow.  If you are asked to describe a trend you need 
to consider whether the figures are constant, rising or falling. 

To score full marks in this type of question you firstly need to describe the trend; you then need 
to include figures e.g. start figure and the end figure; and finally you should calculate a percentage 
change over the period.

If there are periods when the data moves in the opposite direction from the general trend then you 
need to explain that there are fluctuations in the data and give at least one example of when this 
occurs.  If there are two or three trends (as there might be with some time series data) then divide 
the information into the separate parts and describe each trend.

Describing	relationships:

Often a question will give you two pieces of data and ask you describe the relationship between the 
two. Look to see if the two pieces of data are moving in similar directions (a positive relationship) 
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or in opposite directions (an inverse relationship). Remember in some cases there may be no 
relationship between the two pieces of data.

It is important that you describe the relationship and use the data to support the relationship you 
have described. For example, if you are claiming that there is an inverse relationship between the 
two pieces of data, you need to describe those periods when the two pieces of data move in opposite 
directions. If there are periods when the general relationship breaks down you need to mention them 
as well to gain full marks.

Checking	your	calculations

An important tip about calculations (which applies equally to any question in Section A or B) is to try 
to develop the skill of estimating in advance what an answer might be.  Sometimes candidates simply 
write down what appears in their calculator display without asking themselves if the figure makes any 
sense.  

Suppose you are presented with a graph, such as the one below, showing inflation-adjusted prices of 
one grade of crude oil from February 2006 (approx. $65) to February 2016 (approx. $35).   The highest 
price (at 2016 values), was $140, reached in June 2008.

If you are asked to describe the trends in oil prices, accurate percentages are probably best, but you 
should check them against rough answers.  

The highest price is approximately double (1.8 times) the initial price; by the end of the period, crude 
oil cost about ½ (54%) of its price 10 years earlier, and had fallen to about 1/4 (25%) of its maximum. 
Making these rough mental calculations will give you something to compare your actual answer 
against and will act as a good reference point.
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Question	(b)	and	(c)

The second and third questions on this section of the paper will normally require you to examine a 
particular issue or analyse why something is happening. These questions will typically aim to give you 
an opportunity to demonstrate that you can analyse economic issues and events and apply the theory 
you have learned in class to real world situations. 

You should note that while the issues discussed and the data used may be up-to-date at the time the 
exam was written, the source material may be a little dated and things may have changed significantly 
by the time you sit the exam. It is perfectly acceptable to demonstrate to the examiner that you are 
aware of how things have changed since the exam was written, but you should still answer all the 
questions in the context of the data presented.

Using diagrams

In many cases questions (b) and (c) may ask you to draw a diagram. When drawing your diagram 
please be careful to label it accurately and fully as you will lose easy marks if your diagram is 
incomplete or inaccurate. Indeed you should note that often the difference between, a top level 3 
answer, and a middle level 2 answer, is the quality of the diagram produced. 

You are strongly advised to ensure you bring a couple of sharpened pencils and a ruler into the exam 
for use when drawing diagrams. Experience would suggest that exam candidates often rush their 
diagrams in an attempt to save time in an exam. This is a strategy that should be avoided at all costs. 
The extra 60 seconds or so it takes to draw a large, clear diagram with a ruler, may end up being a 
very efficient use of your time as it is likely to result in a higher mark for that question.

You should also note that even if a diagram is not specifically asked for in the question you will still 
gain marks for an accurate and fully labelled diagram which supports your analysis.   

Question (d)

The final question will normally require you to demonstrate your ability to evaluate potential policies 
or judge a particular viewpoint and will often be worth between 12 and 15 marks. You should 
approach this question in much the same way as you do the essay question in section C of the paper. 
How to approach these ‘evaluate’ or ‘critically examine’ questions will be discussed in the next section 
of this course companion.

Section C: Essay section

The general advice offered about answering data-response questions (re; the use of accurately drawn 
diagrams and using the source or stimulus material) is equally valid in this section. 

In the previous specification candidates had almost 45 minutes at their disposal to write a three-
part essay.  The final part of which was worth 15 marks and required candidates to use judgement 
- for example, about the validity of some assertion, the usefulness of some piece of theory, or the 
effectiveness of some policy or policies.

Candidates would have built up to this through two preliminary parts, involving less high-level skills.  
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Many of the marks for the demonstration of these skills are now allocated to Section A.  (That’s why it 
is advisable to allocate sufficient time to complete section A to the best of your ability.)

From 2017, essay questions will be prefaced by a few explanatory lines, indicating the knowledge 
base and clarifying the context in which understanding is to be applied. (This preamble is designed to 
assist candidates and you would be well advised to consider the points made in the preamble when 
planning your response).

The essay in the new examination will be quite like the part c of questions set in the previous 
specification.  Examiners recognise, however, that completing this new, one part, essay is a rather 
more exacting task than simply finishing off a longer essay - hence the 20 mark tariff.  You should 
be aware, however, that there still are 7 or 8 marks in that mix for demonstrating your knowledge, 
understanding and applying them to the specified situation or idea.

Choose	your	question	carefully

In this section of the exam you must answer one question from a choice of two. While both questions 
are designed to be of equal difficulty and will test the same skills, you may well find that, for whatever 
reason, you know more about one question than the other. 
Obviously you should choose the question you feel you can answer best.

Plan	your	answer

You should take a few minutes to jot down the key ideas you wish to address and the order you 
intend to address them. Too often candidates rush into a question without careful planning and their 
answer becomes a mish-mash of unconnected ideas and thoughts which gains very little favor with 
examiners. Taking a few minutes to plan your answer will lead to a more coherent response and will 
gain many more marks.

Answer	the	actual	question	–	not	the	question	you	hoped	had	been	asked!

You should start you answer with an introduction which sets the answer you intend to provide in 
the context of the actual question asked. You should take each point you intend to make in turn and 
fully develop each issue before moving on to the next one. When addressing each point, you should 
explain your thinking clearly and provide relevant examples or evidence to support the point you are 
making. Doing this will allow you to gain valuable marks for application and analysis. 

Demonstrate	effective	evaluation	and	judgement

In the essay section approximately half of the marks available are for the demonstration of evaluation 
and judgement, therefore you should ensure that you consider all the relevant alternative points of 
view and that you judge the importance of each individual point. Sometimes candidates simply list a 
number of pros and cons in the hope that this will gain them evaluation marks. You should be aware 
that this form of superficial evaluation will gain little reward.

What you actually need to do is neither very difficult nor overly complicated.  If you read that part of 
the examination specification where the skills candidates are expected to demonstrate are described 
in detail, you will see that the fourth assessment objective states that candidates must “evaluate 
economic arguments and use qualitative and quantitative evidence to support informed judgements 
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on economic issues”.  Just as in a court of law, it is essential that a judgement is based on evidence.  
You must look for evidence about the topic, - ideally evidence which supports alternative points of 
view, - and then comment on the quality of that evidence and present a conclusion.  It doesn’t have 
to be a definite approval or rejection of the idea or policy in question.  It is perfectly valid to present 
a judgement that acknowledges that the situation is too complicated, or the evidence insufficiently 
clear, for a simple ‘yes/no’ answer.

Although it’s always a good idea to keep yourself informed about what’s going on in the world, you 
can do well in Economics examinations without constantly reading scholarly journals.  In the normal 
course of preparing revision notes, you should get in the habit of including references to events or 
comments which may prove useful in essays.  These may be points discussed in the classroom or 
interesting snippets you picked up in an Internet search about the topic.  Teachers, textbooks and 
guidance materials from the examination board are useful sources of ideas about how theories may 
fail to cover all possibilities or policies may not (wholly) solve problems.

Elsewhere, you may have read advice about including a “final judgement”, but please be reassured 
that markers in this subject will give you credit for an overall summary of your ideas whatever your 
preferred style for expressing them.  If you feel more comfortable beginning your essay with a 
statement of your considered opinion, referring to data you will be presenting to support it, by all 
means do so.  

General	evaluative	points	in	economics

There are some general evaluative points which can be applied to many different aspects of 
economics, which you should keep in mind when trying to produce a high quality evaluative answer. 
However you should be careful not to over use these points or depend on them exclusively in an 
answer.

The	ceteris	paribus	assumption

The “ceteris paribus” assumption is a very useful tool in economics as it enables us to isolate one 
particular variable in our analysis of some situation or other. However in reality “other things” rarely 
do remain exactly “equal”.  The price of a particular good may have fallen, but the increase in quantity 
demanded that theory predicts may not have happened because a new substitute product is currently 
attracting consumers’ attention.  

The	assumption	that	economic	agents	are	rational

The “rationality” assumption is often rather suspect as well.   Someone who needs a job done 
around the house might feel guilty looking for the best-value price from local trades people instead 
of employing their cousin.  Mentioning such things may not lift your answer into the highest levels, 
but it’s better than not making any really evaluative comment at all. For more information on 
why consumers (and other economic agents) may act irrationally please see the Fact File entitled 
Consumer	Rationality.

Policy impacts are inconsistent 

Politicians may apply sets of policies which were successful at some other time or place in 
circumstances in which they are no longer appropriate.  ‘A’ level candidates often write about policies 
meant to fix some problem as if just passing a law brings instant solutions, but in fact, legislation is 
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often very difficult to enforce.  

You should note that very often politicians are under pressure to be seen to be doing something 
about a particular issue. In some cases they may choose the quick or obvious option even when they 
know that it may not be the best. For example politicians often talk about tightening up laws around 
waste disposal, in the full knowledge that tightening laws is unlikely to prevent criminals from “fly-
tipping” on dark nights when police are busy elsewhere.  The example of “fly-tipping” is by no means 
the most difficult of situations, even.  There are thousands of decent, law-abiding householders in 
Northern Ireland who may not even be aware they live in a designated “smokeless zone”, because 
burning ordinary coal in an ordinary fireplace (illegal or not!) is what everybody else is doing.

A	politician’s	or	spokesperson’s	policy	stance	may	be	driven	by	personal	motivation

Anyone arguing their own case with force and fluency will generally pick the best arguments to back 
it up, but this doesn’t make their case the only just one.  It is always useful to consider the aims and 
values of someone expressing a particular point of view.  For instance, representatives of charities 
generally don’t support cutbacks in governments’ welfare spending, and entrepreneurs will rarely 
argue for increases in taxes on business! However in both cases the particular policy may well be the 
best one in the current circumstances. 

No	policy	is	perfect	–	but	that	does	not	mean	they	are	ineffective

Sometimes a way out of an economic crisis involves unpleasant consequences for some groups in 
society, but that doesn’t inevitably mean that solution should not be tried.  Similarly, since perfection 
is unachievable, it is often a mistake to think only in ‘black-and-white’ terms.  For example, most 
people consider pollution to be undesirable; however the optimum amount of pollution in an 
economy may not be zero. This is because the external costs of some productive activity may be 
significantly less than the additional welfare the activity provides.

Information	failure

As well as deliberate bias, it is worth considering whether information on which an opinion or 
decision may be based is out-of-date, incomplete or inaccurate.  Some data may not really mean what 
someone who is presenting it believes.  As an example, consider a value for cross-price elasticity of 
demand - the measure of inter-connectedness of two types of good or service.  Normally, a negative 
answer is held to suggest that goods under investigation are complements.  However, this fails to 
take account of how significant the income effect of some price rises may be.  For example if there is 
an increase in the price of road fuel, drivers may have less to spend on other types of consumption - 
including alcoholic drink.  A rise in price of petrol accompanying a reduction in consumption of wine 
doesn‘t indicate that all drivers are also drinkers!

Imperfect	information	may	be	better	than	no	information

You should also recognize however that an imperfection in any theory or analytical field of study does 
not necessarily render it useless.  Meteorology in the UK has a chequered history, but despite notable 
occasions when forecasts have been inaccurate, they have undeniably helped people plan for routine 
and abnormal bad weather.  Likewise economic forecasting is often inaccurate, however having some 
idea as to the likely change in average incomes over the next year (however inaccurate) is more useful 
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to firms than having no information.

A few things you should do your best to avoid: (a list of don’ts)

Don’t think that beginning a paragraph with “However, ...” fools the examiner when you’re not 
expressing a contrasting idea at all.  The same is true for expressions such as “On the other hand, ...” 
etc.  By all means use such vocabulary - but do so appropriately.

Don’t	express normative ideas as if opinions are evidence -
Many aspects of government policy are unpopular and it is perfectly OK to dislike them yourself 
and favour different political opinions.  What’s sloppy is to express this opposition only by saying 
something such as ‘this policy is unfair’.

Don’t, at the same time, be timid about stating facts even if they are unsavoury.
For example when discussing the impact of immigration it would be unwise and unnecessary to 
express strong hostile opinions either about immigrants or about other people’s opposition to 
immigration.  However, it is quite acceptable to show that you are aware that the arrival of workers 
from other countries may create social tensions in the host community. 
  
Don’t	approach all problems as if economics has all the answers and don’t be afraid to say that non-
economic considerations are also important. For example in the debate surrounding whether the NHS 
should refuse treatments to those who live unhealthy lifestyles it is perfectly reasonable to consider 
the moral arguments alongside the economic ones.

Don’t be beguiled by the proposition you’re asked to consider critically. Evidence would suggest 
that some candidates have been unduly influenced by the wording of a statement they’re asked to 
comment on.  Some topics are more difficult than others, but examiners are obliged to set questions 
on all parts of the specification.  Sometimes, therefore, exaggerated or extreme views have been 
presented to give candidates a little help.  An example of this might be to attribute a quote in the 
data to someone arguing that “all that ’green’ legislation achieves is to make industry inefficient and 
reduce employment and hence, environmental protection should cease to be a target of government 
policy.”   Just because this view is expressed in the question does not mean that that you are expected 
to agree with it. Indeed it should not be too difficult for you to find some fault with this statement!  

Finally	be	careful	with	the	“quality	of	written	communication”	

The assessment of essay and data response questions which require you to write extended answers 
takes into account the quality of your written communication. This does not mean that you have to 
write elegant phrases with long words to earn high marks.  However, it does mean that you should 
take care with your spelling, punctuation and grammar and that you should use economic vocabulary 
accurately. You should try to express your ideas clearly and concisely and present your arguments 
logically and coherently. Focus on what the question is asking you and do not include irrelevant or 
unnecessary information in your answers. You should always write in sentences and paragraphs and 
avoid lists of bullet points unless you are short of time to complete a question. 
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How can I make the most of my ability?

Study	tips
Each student who studies economics is different and has her or his own preferred learning style. 
However research has shown that there are a number of factors which tend to be common to most 
students. Therefore there are a number of strategies which should help you to become a better 
learner.  The list of study tips below is not meant to be exhaustive. It is a starting point to help you 
begin the process of learning more effectively.

1.	Find	a	quiet	spot	where	you	can	work	without	interruption.
Where you study can be just as important as how you study. For the best possible learning 
environment, you should try to find a nice quiet spot that is free from interruption.

If possible, try to find a spot that you can call your own, with plenty of room to spread out all your 
material. If you go to this same spot each time you wish to study, you will find yourself adapting to 
a productive study routine. When you study in the same place each time, you should become more 
productive in that spot because your brain associates it with studying.

2.	Rewrite	your	notes
Research has shown that our brains create engrained memories through repetition. The more times 
we hear, see, or repeat something to ourselves, the more likely we are to remember it.

It goes without saying that everyone should study their notes at home. However simply re-reading 
your notes again and again is not very effective as it can cause you to become disengaged and 
distracted.

To get the most out of your study time, you need to make it active. Rewriting your notes in a 
different form for revision purposes helps to turn passive study into an active and engaging learning 
experience. You can begin using this technique by buying two notebooks for Economics. You can 
use one of the notebooks for making notes during each class and the other for rewriting your notes 
outside of class.  Alternatively, if you have access to a computer and printer, you can use these to 
produce a set of neat and attractive revision notes.

3.	Use	flashcards,	mind	maps	and	mnemonics	
Flashcards can help you learn new subjects quickly and efficiently since they allow you to study 
anywhere at any time. Their portable nature lends them to quick study sessions on the bus, in 
traffic, between classes or at lunch. To create effective flashcards, don’t load up the entire card with 
information. Instead, you should dedicate each card to just one concept.

One of the best ways to make flashcards is to put a question on the front and an answer on the back. 
This way, you can repeatedly quiz yourself until you have mastered that particular topic.

A mind map is a diagram which puts words, pictures, thoughts and ideas into an interconnected 
diagram which can be used to help you make connections between different sections of the course. 
Mind maps are believed to be one of the best ways of learning new things since they help you to 
relate what you want to learn with something you already know.

A mnemonic is a verbal memory aid like a rhyme or special word which can be used to help you 
remember things. If you have lists to memorise it may be best to take the first letter of each word in 
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the list and use them to make another word which will help you remember all the words in the list.

4.	Use	past	paper	questions
After you have spent time revising your notes, it is important to test yourself to see how much you 
know. One good way to do this is to try and answer questions from past papers. Obviously in the first 
few years of this specification there will be few past papers to choose from. However even though the 
scheme of assessment has changed looking at questions from the old specification is still very useful. 
The data response section has changed very little and the part C of the legacy essay questions will 
give you some insight into the type of essay question you might be asked in the new assessment.  
Initially when attempting past papers, you should spend as much time as you feel is necessary to 
complete each question. However, as exam time approaches you should try to complete the question 
in the time you will be given in the exam. This will help you develop the timing skills required in the 
examination. Remember practice makes perfect!

5.	Read	around	the	subject
Some people think economics is only about money, business and the stock market. While these 
are important elements of the subject, economics also deals with a wide range of social and 
environmental issues such as climate change, globalisation, immigration, sustainable development 
and the distribution of income.

To be truly successful in economics it is important that you are able to apply basic economic concepts 
to this wide array of contemporary issues and the best way to ensure that you are able to do this is 
to read as widely as possible around the subject.  For more information on where to read around the 
subject see the further resources section of this course companion.
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Further resources

Text books

There are a number of excellent textbooks available which cover the content of this unit in detail. 
The list below covers some of the most commonly used texts and should in no way be interpreted 
as prescribing particular books at the expense of others. For more advice on which texts to read or 
purchase consult your teacher.

Anderton A G: Economics
Anderton, A G: Economics for AS Level 
Beardshaw, J et al: Economics: A Student’s Guide
Begg, D & Fisher, S: Economics and Economics Workbook
Cramp, P: Understanding Economic Data
Cramp, P: Labour markets
Lipsey, R G & Harbury: C: First Principles of Economics
Maunder, P et al: Economics Explained 
Begg, D & Fisher, S: Economics and Economics Workbook
Sloman, J: Economics 

Websites

UK Treasury     www.hm-treasury.gov.uk
The Bank of England    www.bankofengland.co.uk
The Office for National Statistics  www.ons.gov.uk
The International Monetary Fund  www.imf.org
The OECD     www.oecd.org
Economic resources on the net  www.econwpa.wustl.edu/EconFAQ/EconFAQ.html
The Institute for Fiscal Studies       www.ifs.org.uk
The World Bank       www.worldbank.org
Competition and Markets Authority  www.gov.uk/government/organisations/competition-and-
markets-authority

Debt Management Office  www.dmo.gov.uk
Department of Enterprise, 
Trade and Investment    www.detni.gov.uk 
Office of National Statistics  www.statistics.gov.uk
OFCOM    www.ofcom.org.uk
OPEC     www.opec.org/home
HSBC: UK economy explained www.hsbcukeconomyexplained.co.uk

The Financial Times    www.ft.com
The Times     www.the-times.co.uk
The Independent    www.independent.co.uk
The Guardian     www.guardian.co.uk
The Telegraph     www.telegraph.com
The Economist    www.economist.co.uk
Tutor2U    www.tutor2u.net
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Economics online   www.economiconline.co.uk

BBC Business news   http://news.bbc.co.uk/1/hi/business/default.stm
David Smith economic blog   www.economicsuk.com/blog/000237.html 
Freakonomics blog   freakonomics.blogs.nytimes.com/

Other publications

Economics Review magazine  Phillip Allen Updates
Economics Today magazine  Anforme limited
UK Economic Outlook   PWC
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Glossary
A	free	market	economy	is an economic system which resolves the basic economic problem mainly 
through the market / price mechanism.

Normative	statements are matters of opinion, which cannot be proved or disproved with reference to 
they facts since they are based on value judgements.

Positive	statements	are statements that can be proved or disproved by reference to the facts.

Opportunity cost is the next best alternative forgone when a choice is made about how to use 
resource.

The	production	possibility	frontier is a diagram which shows the maximum combinations of two or 
more goods that can be produced using all resources efficiently.

A Market is a place where, or means by which, buyers and sellers come together to exchange goods 
and services.

Demand is defined as the quantity of a good or service that a consumer is willing and able to buy over 
a range of prices in a given time period.

Supply is defined as the quantity of a good or service that producers are willing and able to supply to 
a market over a range of prices in a given time period.

The	law	of	diminishing	marginal	utility states that “as successive units of a good are consumed the 
marginal utility derived from that good will decrease”

A	cognitive	bias refers to the inherent thinking errors that humans make in processing information 
which leads to a systematic deviation from rational decision making and good judgement.

The	endowment	effect is the term used to describe the situation where individuals value something 
more highly just because they own it.

Price	elasticity	of	demand	measures how responsive quantity demanded is to a change in price.

Income	elasticity	of	demand	measures how responsive quantity demanded is to a change in income.

Inferior	goods are goods which have a negative value for income elasticity of demand, ie demand falls 
as real income rises.

Cross	price	elasticity	of	demand measures how responsive the quantity demanded of one good is to 
changes in the price of some other good.

Substitute	goods are goods in competitive demand and have a positive cross price elasticity of 
demand, ie, if the price of one good rises, the demand for the other good increases. 

Complementary goods are goods in joint demand and have a negative cross price elasticity of 
demand, ie if the price of one good rises, the quantity demanded of the other good falls.
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Price	elasticity	of	supply measures how responsive quantity supplied is to a change in price.

Consumer surplus is the difference between the price a consumer is willing to pay for a good and the 
price they actually pay.

Producer surplus is the difference between the price a producer is willing to supply a good for and 
the price they actually receive.

Community surplus is defined as the total benefit or welfare to society of an economic transaction. 

Community surplus is equal to the sum of consumer and producer surplus.

Economic rent is a payment to a factor of production over and above the minimum necessary to 
secure its services.

Transfer	earnings are the minimum reward required to keep a factor of production employed in its 
present use.

Allocative	efficiency is achieved when the cost of producing the last unit of a good is equal to the 
value consumers place on that good.  This in turn is reflected in the price consumers are willing to 
pay.  It occurs when Price = Marginal Cost.

Productive	efficiency exists when production takes place at lowest possible average cost. It occurs 
when Average Total Costs are minimised.

Pareto	efficiency	exists when it is impossible to reallocate resources to make someone better off 
without making someone else worse off.

Market	failure occurs whenever the market mechanism leads to an inefficient or unequal allocation 
of resources.

A	negative	externality occurs when the activity of one economic agent has a negative effect on the 
well being of a third party.

A	positive	externality occurs when the activity of one economic agent has a positive effect on a third 
party.

A monopoly is a single seller of a good or service with no close substitute.  As firms can exert 
significant market power without having control of all the market, in the UK the Competition and 
Markets Authority considers any firm having more than a 25% market share to be a monopoly. 

A	dominant	firm is defined by the Competition and Markets Authority as any firm which has more 
than a 40% market share. 

Barriers to entry are those characteristics of an industry which prevent potential competitors from 
entering.

A public good is a good which is non-rival and non-excludable and therefore would not be provided 
by the market.
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Merit goods are goods which the government believes we should consume in greater quantities than 
would occur under free market conditions. Merit goods often confer positive externalities on society 
and therefore would be under-consumed if provided through the market.

Demerit goods are goods which the government believes we would over-consume under free market 
conditions. Demerit goods often confer negative externalities on society and therefore would be over-
consumed if provided through the market.

Income is a flow concept which refers to the amount of money an individual earns over a given period 
of time and includes incomes from wages, salaries, interest payments, dividend payments and rents. 

Wealth is a stock concept which refers to the value of assets an individual has at any particular time 
and includes property, shares, artwork and private pensions.

Absolute poverty exists when individuals do not have enough resources to allow them to consume 
the basic necessities of life, eg. food, clothes, shelter.

Relative	poverty	measures the degree of poverty when compared to average income. The EU defines 
the poverty line as 50% of a nation’s average disposable income.

Government	failure	occurs when a government intervenes in a market (to correct market failure) but 
the intervention leads to a loss of economic welfare rather than a gain.

A tax refers to the compulsory transfer of money from a private individual or organization to local or 
central government.

A progressive tax is a tax where the percentage of income paid in tax increases as income increases.

A regressive tax is a tax where the percentage of income paid in tax decreases as income increases.

A	proportional	tax is one for which the percentage of income paid in tax remains the same as income 
increases.

A minimum price is a legally imposed price floor below which prices cannot fall.
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Revision checklist:
1.  The market mechanism

(a) Key economic principles and the basic economic problem
 

You	should	be	able	to: Notes

Distinguish	between normative and positive 
statements

Explain what is meant by the basic economic 
problem

Use a PPF to analyse the concepts of scarcity, 
opportunity cost and economic growth

Explain how economic agents make rational 
decisions

Explain some of the reasons why consumers act 
irrationally

Analyse the impact of specialisation and the 
division of labour

Explain what is meant by  free market, mixed 
and planned economies and analyse how these 
economies allocate resources among competing 
alternatives

Define and explain allocative efficiency, 
productive efficiency and Pareto efficiency

Explain how free markets generally lead to an 
efficient allocation of resources.

  
(b)	Demand,	supply	and	price	determination

You should be able to: Notes

Define and explain the terms: demand, 
supply, inferior good, substitute, complement, 
equilibrium 

Draw demand and supply curves and explain 
their normal shape

Use a diagram to illustrate and analyse how 
price is determined

Analyse the factors which cause the demand 
curve to shift

Analyse the factors which cause the supply 
curve to shift
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Analyse the effects of shifts in demand and 
supply curves

Apply demand and supply theory to range of 
different markets 

Evaluate whether demand curves may 
sometimes slope upwards 

Define and explain the terms consumer surplus, 
producer surplus and community surplus

Draw a diagram to show consumer, producer 
surplus and community surplus

Analyse and evaluate how changes in price 
affect community surplus

  
(c)	Elasticity

You	should	be	able	to: Notes

Define and explain price, income and cross 
elasticity of demand and price elasticity of 
supply

Calculate the above from information about 
changes in prices/incomes and quantities 
demanded/supplied

Use elasticity estimates to calculate likely 
changes in demand and supply as a result of 
changes in price/income

Draw diagrams to represent different elasticity 
values for price elasticity of demand and supply

Analyse the factors which influence the value of 
elasticity

Explain the reasons for calculating price, 
income and cross elasticity of demand and 
price elasticity of supply 

Evaluate the usefulness of estimates of 
elasticity

  
(d) Factor markets

You should be able to: Notes

Define and explain the terms economic rent 
and transfer earnings.

Draw a diagram to show economic rent and 
transfer earnings
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Use a diagram to explain how the wage for a 
particular job is determined

Analyse and evaluate the factors which 
determine how much of a factor reward is 
made up of  economic rent or transfer earnings

Analyse and evaluate the impact of maximum 
and minimum wages on the labour market

Analyse and evaluate the impact of trade 
unions, migration and the welfare state on 
labour markets

 

Market	failures	and	imperfections

(a)	Externalities

You should be able to: Notes

Define and explain market failure, positive 
externalities, negative externalities, 

Distinguish between production externalities 
and consumption externalities

Use diagrams to show why market failure 
occurs when negative externalities exist

Use diagrams to show why market failure 
occurs when positive externalities exist

Apply the theory of negative externalities to 
a range of different contexts, eg. industrial 
production, transport, etc

Apply the theory of positive externalities 
to a range of different contexts, eg health, 
education and sport.

Evaluate the range of policies used to correct 
market failure caused by negative externalities.

Evaluate the range of policies used to correct 
market failure caused by positive externalities.
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(b) Market dominance
 

You should be able to: Notes

Define and explain the terms: monopoly, 
dominant firm and barriers to entry

Explain why market failure occurs when 
monopolies exist

Explain with examples the main barriers to 
entry

Evaluate the range of policies used to correct 
market failure caused by monopolies.

  
(c)  Public goods, merit goods and demerit goods

You should be able to: Notes

Define and explain the terms: public good, 
merit good, demerit good 

Explain why the free market will fail to provide 
public goods

Use diagrams to analyse why the free market 
leads to the under-consumption of merit goods

Apply this theory to a range of markets 
including health, education and housing.

Use diagrams to analyse why the free market 
leads to the over-consumption of demerit 
goods.

Apply this theory to a range of markets 
including road transport, drugs, alcohol and 
cigarettes.

Evaluate the range of policies used to correct 
market failure caused by public goods, merit 
goods and demerit goods.
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(d)		Distribution	of	income	and	wealth

You should be able to: Notes

Explain income, wealth, relative poverty, 
absolute poverty, benefits in kind, means-
tested benefits.

Explain why free markets result in an unequal 
distribution of income and wealth.

Analyse and evaluate why governments might 
be concerned about income and wealth 
inequality.

Analyse and evaluate the range of policies 
government could use to reduce income and 
wealth inequality.

  
(e)		Government	intervention	and	government	failure 
  

You should be able to: Notes

Explain the main reasons for government 
intervention in markets.

Explain the meaning and provide examples of 
different methods of government intervention 
including taxation, subsidies, price controls, 
regulation and state provision.

Analyse the effects of and evaluate the 
effectiveness of these different methods of 
government intervention in markets such as 
agriculture, housing, transport and labour.

Explain the meaning of, and analyse the 
reasons for government failure.
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