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&4 AQA GCSE Economics — Macroeconomics: How the
Economy Works

@ The Role of Markets and Economic Objectives

The Economy

e The system of how resources are allocated and goods/services are distributed.
e Macroeconomics looks at the economy as government policies.

Economic Objectives of Government:

Economic growth — Increase in the value of output (GDP).

Low unemployment — Keep as many people in work as possible.
Price stability — Control inflation.

Balance of payments stability — Equal value of imports and exports.
Redistribution of income — Reduce inequality through tax and welfare.
Sustainability — Growth that doesn't harm future generations.

S o

al Economic Growth
GDP (Gross Domestic Product)

e The total value of goods and services produced in a country over a period.
e Growth = Increase in GDP. It leads to better living standards, more jobs, and higher
tax revenues.

Causes of Economic Growth:

More investment in capital and infrastructure
Increased consumer spending
Technological innovation

Improvements in education and training

Benefits of Growth:

e Higher incomes
e Lower unemployment
e Better public services
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Costs of Growth:

Environmental damage
Inequality
Inflation risk

™ Employment and Unemployment

Employment
When people of working age are currently working and earning wages.

Unemployment
When people of working age are willing and able to work, actively seeking a job but cannot
find one.

Claimant Count
The number of people claiming unemployment-related benefits (e.g. Universal Credit).

Types of Unemployment:

Frictional Unemployment

Short-term unemployment caused by people moving between jobs or entering the
workforce.

Example: A graduate looking for their first job.

Structural Unemployment
Long-term unemployment caused by a decline in an industry or mismatch of skills.
Example: Job losses in UK coal mining due to energy shifts.

Cyclical Unemployment
Unemployment caused by a downturn in the economy when demand falls.
Example: Layoffs during the 2008 financial crisis.

Seasonal Unemployment
Unemployment linked to seasonal variations in demand for labour.
Example: Ski instructors off work during summer.

Technological Unemployment
Jobs lost due to machines or technology replacing human labour.
Example: Self-service checkouts replacing cashiers.

Consequences of Unemployment:

Reduced incomes and living standards

Higher government spending on benefits
Lower tax revenue

Social issues like crime and poor mental health

2




+~ Inflation and Price Stability
Inflation

e A sustained rise in the general price level.

Measured by:

e Consumer Price Index (CPI)

Causes of Inflation:

e Demand-pull: Too much demand, not enough supply
e Cost-push: Higher production costs (e.g. oil prices, wages)

Effects of Inflation:

Reduces purchasing power
Uncertainty for firms and households
Can lead to higher interest rates
Hurts savers but helps some debtors

Deflation (falling prices) can also be harmful — delays spending and reduces business
profits.

@ International Trade and the Global Economy

Imports — Goods/services bought from abroad
Exports — Goods/services sold to other countries

Benefits of Trade:
e Access to wider markets
e efficiency

Trade Deficit

e When imports exceed exports

Trade Surplus
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e When exports exceed imports

Exchange Rates

e Affect the price of imports and exports
e Strong pound: Imports cheaper, exports more expensive
e Weak pound: Imports dearer, exports more competitive

im Government Policy Tools

Fiscal Policy

Government decisions on taxation and public spending to influence economic activity.

e Expansionary Fiscal Policy
Increasing government spending or cutting taxes to boost demand and economic
growth.
Example: The UK government’s COVID-19 furlough scheme to support jobs.

e Contractionary Fiscal Policy
Reducing government spending or increasing taxes to slow demand and control
inflation.
Example: UK austerity measures introduced after 2010 to reduce public debt.

Direct Taxes

Taxes taken directly from income or profits, such as income tax and corporation tax. These
affect disposable income and business profits.

Indirect Taxes

Taxes applied to spending on goods and services, such as VAT (Value Added Tax) and
excise duties on fuel or alcohol.

Monetary Policy

Actions by the central bank to influence the economy mainly through changing interest rates
and money supply.

e Interest Rates
The cost of borrowing money or the reward for saving. Changes affect consumer
spending and business investment.
Example: The Bank of England raised interest rates in 2022 to tackle inflation.
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¢ Quantitative Easing (QE)
When the central bank creates new money electronically to buy financial assets,
increasing the money supply to encourage lending and spending.

Supply-side Policies

Policies designed to improve the long-term productive capacity and efficiency of the
economy. These include:

e Improving education and workforce skills
e Reducing red tape and regulations on businesses
e Cutting taxes to encourage investment and entrepreneurship

£» Environmental Sustainability and Market Failure

Market Failure
Occurs when free markets do not allocate resources efficiently, leading to negative social or
environmental outcomes.

Externalities
Costs or benefits from economic activity that affect third parties but are not reflected in
market prices.

o Negative Externalities
Harmful side effects experienced by others, such as poliution.
Example: Factory emissions causing health problems for nearby residents.

o Positive Externalities
Benefits enjoyed by others, like education improving society's skills.
Example: Vaccination protecting not just individuals but the wider community.

Government Solutions to Market Failure:

Taxes (e.g., carbon tax) to discourage harmful activities.

Subsidies (e.g., grants for renewable energy) to encourage beneficial activities.
Regulations (e.g., emission limits) to set legal standards.

Tradable Permits (e.g., EU Emissions Trading Scheme) allowing firms to buy/sell
pollution rights.

Sustainability

Using resources in a way that meets present needs without compromising future
generations’ ability to meet theirs.

Example: Promoting electric vehicles to reduce fossil fuel use and emissions.



.4 Edexcel GCSE Business — Topic 2.2: Making Marketing
Decisions

& The Marketing Mix (4 Ps)

Product
Refers to the goods or services a business offers. This includes design, features, quality, brand, packaging, and variety.
A good product should meet customer needs, have a Unique Selling Point (USP), and stand out from competitors.

Price
The amount charged to customers. Price affects how competitive a product is and must reflect customer expectations.
Businesses may use different pricing strategies depending on the product and market (see below).

Place

Describes where and how a product is sold. This includes online channels (e-commerce), mobile apps (m-commerce), and physical retail
stores.

The goal is to make the product available where customers want it.

Promotion
Covers the methods used to inform and persuade customers.
This can include advertising, sponsorship, social media, discounts, and public relations.

The 4 Ps must work together to deliver value and meet the needs of the target market.

@ Product Portfolio and Product Life Cycle

Product Portfolio
The full range of products offered by a business. A diverse portfolio helps spread risk and meet different customer needs.

Product Life Cycle
All products go through stages:

e Introduction: Sales are low, promotion is high to raise awareness.
e  Growth: Sales increase rapidly as more customers buy the product.
e  Maturity: Sales peak and start to level off. Competition may increase.

e Decline: Sales fall as customer interest drops or better alternatives appear.

Extension Strategies are used to prevent decline. These include:

Rebranding

New packaging

Targeting new markets

Adding new features or variations

Q The Boston Matrix

This is a tool used to analyse products based on market growth and market share:

Star: High market share in a fast-growing market. Requires investment but offers growth.
Cash Cow: High market share in a low-growth market. Generates steady profit.
Question Mark: Low market share in a growing market. Has potential but is risky.

Dog: Low share in a low-growth market. Often discontinued.

Businesses use the matrix to decide where to invest or cut back within their product portfolio.
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g8 Pricing Strategies
Businesses can use several pricing approaches:
e  Cost-plus pricing: Adds a markup to the cost of making the product. Simple but may ignore customer demand.
o  Penetration pricing: Low introductory price to gain customers quickly. Useful in competitive markets.
e  Price skimming: High initial price for a new or innovative product. Used to maximise early profits.
e  Competitor-based pricing: Prices are set based on rivals. Helps stay competitive.

e  Promotional pricing: Temporary price reductions to boost short-term sales.

The right pricing strategy depends on customer expectations, market conditions, and the product's stage in its life cycle.

"} Promotion Methods

Promotion is essential to attract and retain customers. Common methods include:

e  Advertising: TV, radio, online, or print to raise awareness.

e  Social media: Low-cost, interactive promotion targeting specific demographics.

e  Sponsorship: Associating with events or teams to boost brand image.

o Discounts and offers: Encourages quick purchases, e.g. "Buy one get one free".

e  Public relations (PR): Generating media coverage or managing reputation.

The promotion method used depends on the business's budget, target audience, and product type.

® Place (Distribution Channels)

Products can be sold through:

e  Retall outlets: Supermarkets, department stores, or specialist shops.
e E-commerce: Selling online via a business’s website or platforms like Amazon.
e M-commerce: Mobile selling via apps or mobile-optimised websites.

o Wholesaler to retailer: Common for mass-market goods, with wholesalers acting as intermediaries.

Businesses must ensure their products are available where customers expect them, whether physical or digital.

&l Adapting the Marketing Mix

The 4 Ps must be flexible and responsive. A business may change its marketing mix based on:

o  Technology: Investing in online platforms or digital marketing.

o  Customer needs: Adjusting product design or packaging.

e  Competition: Changing price or launching promotional campaigns.
e  Budget: Choosing cost-effective distribution or promotion methods.

e  Market conditions: New laws, economic changes, or social trends may force adaptations.

Successful businesses monitor external factors and adjust the marketing mix to stay competitive.
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»< Edexcel GCSE Business — Topic 2.3: Making Operational

Decisions

‘s~ Production Processes

Job Production

e  Produces one-off, customised products made to order.
e  Used for unique items like wedding dresses or custom furniture.

e High quality and tailored to customer, but expensive and time-consuming.

Batch Production

e  Produces a group of identical items in batches.
o Allows flexibility and some efficiency, but requires downtime between batches.

e  Common for bakery goods or clothing in different sizes.

Flow Production

e  Continuous, mass production on an assembly line.
o  Used for high-volume, standardised items like bottled drinks or electronics.

o Very efficient and low unit cost, but expensive to set up and lacks variety.

Efficiency

e A measure of how well resources are used to produce goods or services.

e  Efficient production means high output with low waste and cost.

Productivity

e  The output per worker over a period of time.

e  Higher productivity means more is produced using the same or fewer resources.

Just-in-Time (JIT)
e  Stock is delivered only when needed for production or sales.

o  Reduces storage costs and waste but requires reliable suppliers.

e  If supply is disrupted, production stops.

Quality Control

e Involves inspecting finished products for defects.

e  Faults are spotted at the end, which can cause waste.

Quality Assurance

e Quality is checked throughout the process, not just at the end.

e  Prevents problems earlier, reduces waste and improves consistency.




. Technology in Production

e  Automation uses machines to replace human labour, improving speed and reducing long-term costs.
e CAD (Computer-Aided Design) helps design products digitally, making it easier to customise and develop prototypes.
CAM (Computer-Aided Manufacture) uses software-controlled machinery for consistent, high-precision manufacturing.

Benefits of technology include improved quality, speed, and efficiency.
However, drawbacks include high initial costs, training needs, and possible job losses.

© Managing Stock

Types of Stock:

e  Raw materials: inputs used to make the product.
o  Work-in-progress: partly completed goods.
e  Finished goods: completed and ready for sale.

Bar Gate Stock Graph Concepts:

e  Maximum stock level: the most a business plans to hold.
e  Re-order level: the point at which new stock is ordered.
e Lead time: time between ordering and delivery.

e  Buffer stock: extra stock held in case of unexpected demand or delays.

Just-in-Time (JIT) advantages include lower storage costs and less waste.
However, it depends on reliable suppliers and can't easily handle sudden changes in demand.

Customer Service

Good customer service includes:

Friendly, knowledgeable staff who understand products and can help customers.
Speedy responses to questions, complaints, and problems.

Clear and helpful after-sales service, such as returns, repairs, or warranties.
Listening to customer feedback to make improvements.

Why it matters:

e  Good service builds loyalty, encourages repeat business, and creates positive word-of-mouth.
o Poor service can lead to lost sales, bad reviews, and long-term brand damage.

i

& E-commerce and Customer Expectations

In the digital age, customers expect:

e  24/7 access to websites and support.
e  Fast and reliable delivery services.
e  Easy and transparent returns or refund policies.

To stay competitive, businesses must use technology to meet these expectations — from automated order tracking to live chat support.
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