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Summary of contents 
The following is a list of the 24 questions in these Paper 3 Practice Papers. Key words from the 

specification have been highlighted, and the specification reference given at the end of the question. 
 

Paper 1 

1 (a) With reference to Extract A and Figures 1 and 2, discuss the impact of trade union power on the 

British labour market. (8) [3.5.2] 

 

(b) Some UK politicians are proposing increasing the UK minimum wage to £10 per hour by 2020. 

Assess the potential impact of such a rise on Britain’s labour force.  (10)  [3.5.3] 

 

(c) Assess the potential impact of supply-side policies on the labour force. (12)  [2.6.2 and 4.4.3] 

 

(d) The UK government has been using contractionary fiscal policy to reduce the budget deficit. 

Using an appropriate diagram, evaluate the possible result of this policy on the UK labour market. 

(20)  [2.6.2 and 4.4.2] 

 

 

2a Discuss whether labour intensive production methods make most sense in developing countries 

such as India. (8)  [2.3.1] 

 

2b With the aid of a diagram, assess the role of training and education in increasing wage rates of low 

income groups. (10)  [2.6.2 and 3.5.2 and 4.1.5] 

 

2c Assess whether minimum wages do more harm than good. (12)  [3.5.3] 

 

2d Evaluate the most effective way to prevent the exploitation of labour in developing countries. (20)  

[3.4.2] 

 

Paper 2 

1a Discuss the advantages and disadvantages to employers and employees of the division of labour. 

(8)  [1.2.4] 

 

1b With reference to Extract A and Figures 1 and 2, assess the likely effect of an ageing workforce on 

a country’s economy. (10)  [1.3.1] 

 

1c Assess the impact of multinational corporations (MNCs) on local labour, wages and working 

conditions. (12)  [3.4.1] 

 

1d Using a suitable diagram, evaluate the impact of labour migration on the labour markets of both 

the countries to which labour goes, and those from which labour comes. (20)  [2.4.1 and 3.5.3] 

 

2a With reference to Extract D, discuss the extent to which Chinese migration might affect labour 

markets in other countries. (8)  [2.4.1 and 3.5.3] 

 

2b The Chinese currency, known as the Yuan (or renminbi), declined in value against the dollar from 

2014 to 2017. It fell from roughly 1Yuan = $0.17 to 1 Yuan = $0.14 

Assess the likely impact of this currency depreciation on employment levels in China. (10)  [3.1.5] 

 

2c Assess the likely impact on labour productivity of urbanisation in a country such as China. (12)  

[2.3.1 and 3.6.3 and 4.1.5] 
 

2d Evaluate the likely reasons behind the recent growth in Chinese real wages. (20)  [2.3.1 and 3.5.2] 
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Paper 3 

1 (a) Discuss the view that underemployment is a greater problem in the UK than unemployment. (8) 

[2.5.4] 

 

(b) Using a suitable diagram, assess the view that there is a trade-off between low unemployment and 

low inflation. (10) [2.6.3] 

 

(c) Evaluate the impact of unemployment on firms and individuals. (12) [2.5.4] 

 

(d) Using Extracts A and B, assess the main causes of unemployment in the UK. (20) [2.5.4] 

 

 

2a Discuss the extent to which labour’s objectives in the work-place are in conflict with the objectives 

of other stakeholders. (8)  [1.1.3 and 3.4.2] 

 

2b With reference to Extract D, assess the likely impact of new technologies on working conditions. 

(10)  [3.4.1 and 3.4.2 and 4.1.5] 

 

2c Assess the difficulties faced by companies seeking to recruit and train staff with digital skills. (12)  

[2.1.4] 

 

2d Evaluate the likely impact of the growing digital economy on labour markets. (20)  [2.1.4] 
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Answer all questions.   

 

SECTION A 

 

Read the following extracts (A to C) and Figures 1 to 3 before answering Question 1. 

 

Extract A 

Weaker trade union power has reduced workers’ pay 

Andy Haldane, chief economist at the Bank of England, has said that weaker trade union power has led 

to slower wage growth. His remarks in 2018 follow the worst decade for wage growth for over 200 

years. For each of the last ten years nominal wages have risen by 2% on average while inflation has 

averaged 2.2% per annum. However, jobs growth has been strong with over two million new jobs 

created since 2012 alone. So the puzzle is: if the demand for labour has been so strong why has pay 

growth been so weak? 

Mr. Haldane puts it down to the decline in union power, although poor growth in productivity and the 

rise of industrial robots has also played its part. He said that union membership has historically been 

associated with pay that is 10 to 15% higher than it would otherwise have been. Yet since the 1970s the 

proportion of the UK labour force belonging to a trade union has shrunk from 50% to 22%.  He 

estimates that this has knocked 0.75% off wage growth each year. 

Figure 1: Union membership in the UK since 1900    Figure 2: Real wages in Britain since 1900 

 

 

 

 

 

 

Source: Bank of England 

Extract B 

Budget deficit for 2017-18 the lowest for 11 years 

At £43 billion, the UK’s budget deficit for the latest financial year is a very large number. However, it 

is less than expected and represents a substantial improvement over the £150 billion deficit of 2010 in 

the wake of the 2008-09 recession. After eight years of austerity, the budget deficit is back to where it 

was in 2006. If the government’s original plan back in 2010 to eliminate the deficit altogether is still 

some way off it is still the case that reducing government spending has had an impact. It is these real 

reductions in government spending on the police and on education that have driven the faster-than-

expected deficit reduction – not economic growth. 

Meanwhile political opponents argue the government spending cuts have severely damaged the public 

sector. John Hawksworth, chief economist at the accountancy firm PwC, said the key challenge facing 

Hammond was how to “trade off growing political pressure to ease austerity against his desire to get 

the debt … down as far as possible before the next economic downturn hits”. 

Sources: media reports in 2018 
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Extract C 

Germany raises its game 

In 2003 Germany adopted a series of economic changes known as the Haartz reforms, neatly 

summarised in the phrase “pressure to work”. Unemployment benefits were made a lot less generous 

and recipients were monitored more closely to make sure that they really were applying for jobs. 

Employment regulations surrounding temporary and part-time work were relaxed, and firms could 

offer fixed-term contracts rather than permanent employment without first having to provide a reason 

for this. What was the result? Unemployment fell considerably, as many felt they had to take the first 

job on offer no matter how low-paid or part-time it was. And there were other undoubted benefits. For 

example, the German labour market weathered the 2008-09 recession with barely an upward tick in the 

unemployment rate.  

Has everyone been happy with the changes? As we are discovering with Brexit, any fundamental 

change creates a host of economic losses that have to be weighed in the balance against potential gains. 

In the case of Germany, inequality has increased, particularly at the lower end where those who 

previously had enjoyed full-time jobs or generous unemployment assistance found the environment 

more challenging. And they have received some support from the German courts which ruled that the 

new, lower social security net had to be raised marginally to satisfy the requirements of ‘human 

dignity’. 

 

Figure 3: German unemployment rate, 2001-2018 

 

  

 

 

 

 

Sources: media reports in 2018 

Questions 

1a With reference to Extract A and Figures 1 and 2, discuss the impact of trade union power on the 

British labour market. (8)  

 

1b Some UK politicians are proposing increasing the UK minimum wage to £10 per hour by 2020. 

Assess the potential impact of such a rise on Britain’s labour force.  (10)   

 

1c Assess the potential impact of supply-side policies on the labour force. (12)  

 

1d The UK government has been using contractionary fiscal policy to reduce the budget deficit. Using 

an appropriate diagram, evaluate the possible result of this policy on the UK labour market. (20) 
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SECTION B 

 

Read the following extracts (D to G) and Figure 4 before answering Question 2. 

 

Extract D 

 

Unemployment in India 

India’s unemployment rate in late 2018 hit 6.1%. This may not seem particularly high but is the 

greatest it has been since the 1970s. Back in 2011-12 it was just 2.2%, the sort of figure that Britain can 

only dream of. This 6.1% of unemployed is heavily concentrated among the urban young: in the 15-29 

age bracket the rate is 19% for men and 27% for women. India has a young and growing population: it 

is forecast to overtake China as the most populous country in the early 2020s. The hope was that all 

these young people entering the labour force would drive up India’s economic growth rate. However, 

having large numbers of aspiring workers will not grow the Indian economy if a quarter of them are 

looking for work. 

But this 6.1% should not be taken at face value. It means something very different to what the 

equivalent figure would mean in a developed country. This is because the labour force participation 

rate in the 15 to 64 age bracket in India is just 37%. What are the other 63% of adult Indians doing? 

The vast majority of them are either staying at home raising a family or are working for cash in the 

informal sector of the economy. This will include self-employed small farmers and textile workers 

working from home sewing and stitching. So in reality the real ‘participation rate’ is almost certainly 

higher than the headline figure of 37%. The equivalent 15-64 participation rate in the UK is 79%, 

leaving just 21% as students, home makers and early retirees. 

Source: press reports, 2018-19 

 

Extract E 

 

The Indian minimum wage 

India is a vast country so it is not surprising that each state has its own minimum wage. This varies 

from 160 rupees a day in the poorest state of Bihar (about £1-85) to 750 rupees a day in the southern 

state of Kerala. Overall, the average comes out – on an hourly basis – at £0.24 or about 3% of the 

equivalent British minimum wage.  

However, many Indians will receive a lot less. A significant proportion is still working in the informal 

sector as self-employed small entrepreneurs. Then agricultural workers have a different – lower – 

minimum wage. And even those who should be paid the minimum wage may in practice not be 

receiving it, as many developing countries lack the means effectively to enforce this type of legislation. 

In these contexts a minimum wage may say more about what a country aspires to than about its lived 

reality. 

 

Source: Wikipedia 

 

Extract F 

 

Tainted garments 

A report by Siddharth Kara, a US academic and anti-slavery expert has uncovered the following 

findings about home-based garment workers in India: 

 The work consists of adding beading, buttons and tassels – the final touches – to garments that 

have been put together in factories. 

 The vast majority of workers said they worked for major clothing brands in the USA and the 

EU such as Gap and H&M. 
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 Typical wages are the equivalent of 12 pence an hour. 

 Over 99% of home-based garment workers are working under conditions of forced labour in 

that they do not receive the minimum wage. 

 The workforce is over 95% female, both women and girls, and is dominated by members of 

historically oppressed minority ethnic communities. 

 None belonged to a trade union or had a written contract. 

 Bonded labour (illegal in India since 1976), whereby a low-caste individual spends a lifetime 

paying off a small debt with his labour, is a common practice. 

The report concludes that the little income received is nevertheless vital for the families of those 

involved. It suggests that multinational brands should focus on improving conditions rather than 

shifting production to another country. 

Source: Tainted garments by Siddharth Kara, 2019 

 

Extract G:  

 

Labour market inflexibility in India 

Economists have long considered that India’s labour laws, considered the most restrictive in the world, 

are stifling job growth. Of particular concern is the difficulty firms have in making staff redundant. 

Government permission has to be sought, and the process can often take years. If the company has 

more than 100 staff permission is normally refused. This has prevented companies from growing to any 

size. Figure 4 below gives some further details. 

 

 

Figure 4: Labour law comparisons: India, China and the USA 

 

 

 

 

 

 

 

 

 

 

Questions 

2a Discuss whether labour intensive production methods are to be preferred in developing countries 

such as India. (8) 

 

2b With the aid of a diagram, assess the role of training and education in increasing wage rates of low 

income groups. (10) 

 

2c Using Extract E, assess whether minimum wages do more harm than good. (12) 

 

2d Evaluate the most effective way to prevent the exploitation of labour in developing countries. (20) 
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Practice Paper 1 – Mark scheme 
 

General marking guidance: 

1. The ‘possible content’ below gives suggestions for what a candidate might write. However, any relevant 

content should be rewarded. 

2. Where a question directly mentions some of the stimulus material then this must be referred to in the 

answer in order to get full Application marks. Other references based on the candidate’s own knowledge 

may also be rewarded. 

3. Markers should use the full range of marks. They should not hesitate to give full marks for any question 

where the requirements of the mark scheme have been fully met. Equally, an answer that meets none of 

the criteria should always be given zero. 

 

Question 

1a 
Deciding on the correct level Mark 

Level  Max: 8 

 An answer with no merit. 0 

Level 1 Occasional elements of knowledge, very little application, unconvincing arguments, 

no clear answer to question. 
1-2 

Level 2 Some knowledge and application, developed arguments, limited judgement. 3-5 
Level 3 Convincing knowledge and application, well-developed arguments and balanced 

judgement.  
6-8 

 
 

Question 

1a 
Possible content: With reference to Extract A and Figures 1 and 2, discuss 

the impact of trade union power on the British labour market. 

Mark 

scheme 

Level   
Knowledge Greater union power leads to higher wages e.g. due to threat of strike 

action. 

2 

Application Fall in real wages (Figure 2) since 2008-09 (Extract A) coincides with 

record low union membership (Figure 1). 

2 

Analysis Unions have ability to restrict labour supply e.g. through strike action. 

Graph showing inward shift in Supply of Labour leads to higher 

equilibrium wage. OR wage set above equilibrium level, showing labour 

market in disequilibrium. 

2 

Evaluation But may lead to higher unemployment if unions can restrict new entrants. 

Also graphs not conclusive as real wages continued to rise sharply in the 

1980s and 1990s even while union membership declined. 

2 
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Question 

1b 
Deciding on the correct level Mark 

Level  Max: 10 

 An answer with no merit. 0 

Level 1 Occasional elements of knowledge, very little application, unconvincing 

arguments, no clear answer to question. 
1-2 

Level 2 Some knowledge and application, developed arguments, limited judgement. 3-4 
Level 3 Convincing knowledge and application, well-developed arguments and some 

attempt at balanced judgement.  
5-7 

Level 4 Convincing knowledge and application, well-developed and evaluated 

arguments, impressive focus on question throughout, and an informed, 

personal and balanced judgement. 

8-10 

 
 

Question 

1b 
Possible content: Some UK politicians are proposing increasing the UK 

minimum wage to £10 per hour by 2020. Assess the potential impact of 

such a rise on Britain’s labour force.   

Mark 

scheme 

Level   
Knowledge Potential to cause unemployment depending on value of minimum wage 

relative to equilibrium wage. That aside, a minimum wage above 

equilibrium will reduce inequality. 

2 

Application Diagram(s) demonstrating the basic theory; ideally a reference to current 

minimum wage of £7-83 (2018) or £8-21 (2019) for over-25s. 

2 

Analysis Impact on employment unlikely to be severe because: 

- wage not that far above equilibrium 

- inelastic demand for labour. 

And strong benefit in that it prevents vulnerable groups (e.g. recent 

immigrants, special needs adults) being under-paid. 

3 

Evaluation However, impact cannot be divorced from macro-economic context: if a 

‘hard’ Brexit led to a demand shock then a sharp increase in the minimum 

wage (22% up on the 1919 figure) might come at exactly the wrong time 

when demand for labour was already weakening. 

Particularly if ‘gig economy’ workers are granted employment rights rather 

than being counted as self-employed which is still the normal pattern. 

 

3 

 

 

 

  



8 

 

(C) This work is sold with a non transferable licence to photocopy for the exclusive use of 

 staff and students at the purchasing institution.  www.anketelltraining.com     

 

 

Question 

1c 
Deciding on the correct level Mark 

Level  Max: 12 

 An answer with no merit. 0 

Level 1 Occasional elements of knowledge, very little application, unconvincing 

arguments, no clear answer to question. 
1-2 

Level 2 Some knowledge and application, partially developed arguments, limited 

judgement. 
3-5 

Level 3 Convincing knowledge and application, well-developed arguments and some 

attempt at balanced judgement.  
6-9 

Level 4 Convincing knowledge and application, well-developed and evaluated 

arguments, impressive focus on question throughout, and an informed, 

personal and balanced judgement. 

10-12 

 

 

Question 

1c 
Possible content: Assess the potential impact of supply-side policies on 

the labour force. 

Mark 

scheme 

Level   
Knowledge Supply-side policy: anything that increases productive capacity. Increases 

potential output (Yp). Real GDP’s long-term growth rate tied to rate at 

which Yp shifts outwards. 

2 

Application Extract C gives some examples of supply-side policies linked to the labour 

market. ‘Pressure to work’ policies will reduce underlying unemployment 

and thereby expand economic capacity. 

But a range of other supply-side policies too – for example subsidising 

training of workers, or investment in capital stock (both private and 

public), or science and technology. 

2 

Analysis Figure 3 shows potentially stunning impact; unemployment falling from 

11% to under 4% over 2006-18 with only a small upward blip during the 

2008-09 recession. Ability of German labour market to cope so well with 

global downturn deeply impressive. 

Other supply-side policies such as UK apprenticeship scheme also 

effective. By up-skilling young workers they act to increase both 

employment and wages – whereas ‘pressure to work’ schemes are basically 

about workers accepting lower pay. 

4 

Evaluation However, supply-side policies essentially long-term in nature. Figure 3 

shows Haartz reforms of 2003 not beginning to reduce unemployment until 

2005-06. 

To the extent that they involve subsidies, will carry an opportunity cost. 

We want best-value supply-side policies and these are not always easy to 

identify. 

And ‘pressure to work’ policies tend to worsen inequality. Leading to 

possibility of an ‘equity-efficiency trade-off’. 

4 
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Question 

1d 
Deciding on the correct level Mark 

Level  Max: 20 

 An answer with no merit. 0 

Level 1 Occasional elements of knowledge, very little application, unconvincing 

arguments, no clear answer to question. 
1-4 

Level 2 Some knowledge and application, partially developed arguments, limited 

judgement. 
5-9 

Level 3 Convincing knowledge and application, well-developed partially evaluated 

arguments and some attempt at balanced judgement.  
10-15 

Level 4 Convincing knowledge and application, well-developed and fully evaluated 

arguments, impressive focus on question throughout, and an informed, 

personal and balanced judgement showing some sophistication. 

16-20 

 

 

Question 

1d 
Possible content: The UK government has been using contractionary fiscal 

policy to reduce the budget deficit. Using an appropriate diagram, evaluate 

the possible result of this policy on the UK labour market. 

Mark 

scheme 

Level   
Knowledge Definitions of contractionary fiscal policy, the budget deficit. Diagram: 

inward shift of the AD curve reducing GDP, hence increasing cyclical 

unemployment AND/OR national labour market diagram showing inward 

shift in demand for labour. 

4 

Application Reference to Extract B: contractionary fiscal policy used over the last ten 

years. A newly-flexible labour market then linked falling demand for 

labour to falling real wages. 

4 

Analysis Real wage reduction has gone hand-in-hand with the growth of the ‘gig 

economy’. While this reduces unemployment it also lowers the standard of 

living of most participants relative to regular full-time employment. So 

austerity has been the tool used to break open labour market inflexibilities, 

and return the UK labour market to something much more like the free 

market, unregulated American model. 

6 

Evaluation However, eventual reduction of the budget deficit would see national debt 

fall as a percentage of GDP and hence interest payments – currently larger 

than the entire defence budget – become less significant. Money could then 

be spent, for example, on tax reductions leading to higher standards of 

living, to the benefit of labour. 

Reduction in public sector employment could open the way for a more 

dynamic free market for labour, possibly with the higher private-sector 

wages enjoyed in the USA. 

Falling real wages not due to fiscal policy alone; increasing immigration 

from the EU and the automation of jobs has also played a part. 

6 
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Q 2a Deciding on the correct level Mark 

Level  Max: 8 

 An answer with no merit. 0 

L 1 Occasional elements of knowledge, very little application, unconvincing arguments, no 

clear answer to question. 
1-2 

L 2 Some knowledge and application, developed arguments, limited judgement. 3-5 
L 3 Convincing knowledge and application, well-developed arguments and balanced 

judgement.  
6-8 

Q. 2a Discuss whether labour intensive production methods are to be preferred in 

developing countries such as India. 

Mark 

scheme 

Level   
Kn Meaning of labour-intensive and capital intensive production methods. 2 

Ap Any examples: could reference Extract F for example of labour-intensive 

production method; or contrast agricultural production in developed and 

developing nations. 

2 

An Principle of cost-minimisation – for a given quantity and quality of output find 

the cheapest production method. Capital equipment costs much the same round 

the world (law of one price) but geographically immobile labour does not. So 

rational profit-maximisers will use relatively labour-intensive methods where 

labour is relatively cheap. 

And of course this provides a social function in mopping up (finding 

employment for) the enormous labour force. 

2 

Eval However, developing countries have higher economic growth rates than 

developed countries, which mean the gap between them is narrowing. As it does 

so, so the gap in production methods should also narrow in response to the fast-

rising wages in developing countries. 

2 
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Quest

ion 2b 
Deciding on the correct level Mark 

Level  Max: 10 

 An answer with no merit. 0 

L 1 Occasional elements of knowledge, very little application, unconvincing arguments, no 

clear answer to question. 
1-2 

L 2 Some knowledge and application, developed arguments, limited judgement. 3-4 
L 3 Convincing knowledge and application, well-developed arguments and some attempt at 

balanced judgement.  
5-7 

L 4 Convincing knowledge and application, well-developed and evaluated arguments, 

impressive focus on question throughout, and an informed, personal and balanced 

judgement. 

8-10 

Q. 2b With the aid of a diagram, assess the role of training and education in increasing 

wage rates of low income groups. 

Mark 

scheme 

Level   
Kn General connection between level of education and earnings, both within and 

between countries. 

2 

Ap Diagram showing outward shift in demand for labour as skills increase, leading 

to higher wages. 

2 

An More training and education should increase productivity. The demand for labour 

is directly proportionate to its productivity. In other words if you are twice as 

productive you are worth twice as much to a potential employer. 

3 

Eval Question the link between ‘training and education’ and ‘productivity’ e.g. 

training and education has to provide workplace-relevant skills. Example of 

‘mickey mouse’ degree courses that do nothing to increase participants’ earnings. 

And as a higher percentage of the workforce becomes educated so the differential 

between their wages and others will reduce. 

3 
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Question 

2c 
Deciding on the correct level Mark 

Level  Max: 12 

 An answer with no merit. 0 

Level 1 Occasional elements of knowledge, very little application, unconvincing 

arguments, no clear answer to question. 
1-2 

Level 2 Some knowledge and application, partially developed arguments, limited 

judgement. 
3-5 

Level 3 Convincing knowledge and application, well-developed arguments and some 

attempt at balanced judgement.  
6-9 

Level 4 Convincing knowledge and application, well-developed and evaluated arguments, 

impressive focus on question throughout, and an informed, personal and balanced 

judgement. 

10-12 

Question 

2c 
Using Extract E, assess whether minimum wages do more harm than good. Mark 

scheme 
Level   
Knowledge Minimum wages and equilibrium wages. Intention of a minimum wage. 

Impact on equality. 

2 

Application Reference to Indian minimum wages (Extract E) or to UK minimum wage 

– or any others. 

2 

Analysis Diagram showing trade-off: some loss of employment in return for higher 

wages for those who keep their jobs. ‘Bottom rung of the ladder’ argument 

i.e. minimum wages can prevent the unskilled getting into the world of 

work and progressing from there. Relevance of level of minimum wage and 

price elasticity of demand for labour. Importance of ‘stepped’ minimum 

wages, whether by age (as in UK) or by state (as in India). 

4 

Evaluation But also depends on practicalities like whether enforced or not – or 

alternatives to employment. Whether through widespread flouting of the 

law (in India, Extract F) or through self-employed gig economy workers in 

the UK minimum wages have less practical impact than we might suppose. 

Conclusion: useful to prevent exploitation of the most vulnerable, but 

cannot legislate for increased incomes. Danger that they will speed up 

automation and/or outsourcing overseas. 

4 
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Question 

2d 
Evaluate the most effective way to prevent the exploitation of labour in 

developing countries.  

Mark 

scheme 

Level   
Knowledge Discussion around meaning of exploitation – hard to define. Must mean 

more than simply low wages.  

Issue of consent: child labour, bonded labour. 

4 

Application Need to ask why workers move out of subsistence farming and into ‘sweat 

shops’. Are there too many sweat shops or too few? 

Reference to Extract F – labour counted as ‘forced’ if workers do not 

receive legal minimum. 

4 

Analysis Legislation: minimum wage, minimum age, working conditions. What 

impact do they actually have in practice? 

Pressure groups and first world involvement; effective with respect to 

employees of immediate suppliers but not further down the supply chain. 

Exploitation happens in developed countries too.  

6 

Evaluation Key features are: 

Sufficient GDP/head to pay for effective law enforcement and high enough 

general wages to provide for basic needs. Economic growth is part of the 

answer. 

Cultural change too: treatment of the vulnerable depends on social norms. 

Reference to behavioural Economics – letting people know what ‘most 

people’ do, for example. 

6 

  

Question 

2d 
Deciding on the correct level Mark 

Level  Max: 20 

 An answer with no merit. 0 

Level 1 Occasional elements of knowledge, very little application, unconvincing arguments, 

no clear answer to question. 
1-4 

Level 2 Some knowledge and application, partially developed arguments, limited 

judgement. 
5-9 

Level 3 Convincing knowledge and application, well-developed partially evaluated 

arguments and some attempt at balanced judgement.  
10-15 

Level 4 Convincing knowledge and application, well-developed and fully evaluated 

arguments, impressive focus on question throughout, and an informed, personal and 

balanced judgement showing some sophistication. 

16-20 

Ques-

tion 
Know- 

ledge 
Appli-

cation 
Analy-

sis 
Evalu-

ation 
Total Specification coverage  

1a 2 2 2 2 8 3.5.2 Wage rates, impact of trade unions  

1b 2 2 3 3 10 3.5.3 Minimum wage legislation 

1c 2 2 4 4 12 4.4.3 Supply side policy, reform of labour market 

1d 4 4 6 6 20 4.4.2 Demand side policies, job creation 

2a 2 2 2 2 8 2.3.1 Productivity, labour and capital intensive 

2b 2 2 3 3 10 2.6.2 Policy instruments, education and training 

2c 2 2 4 4 12 3.5.3 Minimum wage legislation 

2d 4 4 6 6 20 3.4.2 Ethical issues, exploitation of labour 

Total 20 20 30 30 100  
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Practice Paper 1 - suggested answers 

 

1 (a) With reference to Extract A and Figures 1 and 2, discuss the impact of trade union power on the 

British labour market. (8)  
Answer: A trade union is a pressure group representing groups of workers. By negotiating on behalf of all 

members, and by threatening strike action if their demands are not met, they are able to raise average wages by 

‘10 to 15%’ (Extract A). This view is supported by Figures 1 and 2; where declining real wages over the past 

decade – a highly unusual state of affairs – has been matched by a decline in trade union membership. The 

impact of trade union power is illustrated by the diagram below. 

  

 

 

 

 

 

 

 

 

 

 

 

 

 
However the decline in union membership is unlikely to be the only reason for declining real wages. After all, 

Figure 1 shows union membership in decline since the 1970s yet up until the 2008-09 recession real wages were 

moving sharply ahead, as shown in Figure 2. Extract A suggests that ‘poor growth in productivity’ may also be a 

reason. After all, if output per worker is only going up slowly we might expect wages to rise slowly at best, as 

workers cannot be paid more than the value of what they produce. Poor productivity growth itself could be 

explained by the growth in low-level service jobs – working in cafes and delivering pizzas – which put people 

into employment but does nothing for the UK average wage. To conclude, the decline in trade union power is 

likely to be one – but only one – explanation for declining real wages in Britain since the recession. 

 

1 (b) Some UK politicians are proposing increasing the UK minimum wage to £10 per hour by 2020. 

Assess the potential impact of such a rise on Britain’s labour force.  (10)  
Answer: The UK’s current minimum wage rose from £7-83 an hour to £8-21 between 2018 and 2019 for over-

25s. Where minimum wages are set above the equilibrium wage basic economic theory suggests that 

unemployment will result. This is because there will inevitably be some people who would be prepared to work 

for less – say £6 / hour – and some firms that would be willing to employ them at that price, but not at the higher 

price set by the minimum wage. Younger, less experienced workers are particularly likely to lack the skills to 

make it worthwhile paying them more, which is why the minimum wage is set at roughly half the normal level 

for under-18s and apprentices. 

 

 

 

 

 

 

 

 

 

 

 

 

  

When workers in car plants were highly 

unionized in the 1970s they could earn a 

wage negotiated by their union (W neg) 

considerably higher than their free market 

value at W1. However, industry 

employment dropped from L1 to L0 as a 

result, and L2-L0 workers would have liked 

a job in a car plant but were unable to get 

them. 

As union power has weakened and the 

wage rate has dropped towards its 

equilibrium level so car plant employment 

has crept up from L0 to L1. 

Nevertheless the hope is that the sharp 22% proposed 

increase in the minimum will only have a minor impact on 

employment and unemployment. This holds good if the 

demand for labour is price inelastic. This is demonstrated 

alongside. Provided the curve DL1 is relatively steep and 

provided Wmin is not set too far above W1 then the extra 

unemployed people (L1 minus L0) should be few. 

Furthermore, total wages should rise as the benefit to 

workers who keep their jobs will outweigh the wages 

forfeited by the few who lose their jobs. 
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However, the impact of a much-increased minimum wage cannot be considered in isolation from the wider 

macro-economic context. If, for example, a no-deal Brexit delivered a demand shock then unemployment would 

rise sharply and there would be a downward pressure on wages. These would be the worst circumstances in 

which to increase the minimum wage at a time when labour market flexibility would be at a premium. Of course, 

the labour market would find other adjustment mechanisms, for example, by soaking up the surplus labour in 

self-employed gig economy “jobs” that keep people earning but at wage levels way below the statutory 

minimum. 

On the other hand, if a no-deal Brexit sharply reduced the inflow of low-skilled migrants from Eastern Europe 

then the supply-of-labour curve (SL) would shift inwards thereby raising the equilibrium wage. In that case a 

higher minimum wage would be that much less costly as the gap between it and the equilibrium wage would 

have narrowed. In conclusion we cannot say what the impact of a higher minimum wage will be without 

knowing what will happen to the equilibrium wage in the mean-time – and only time will give us the answer to 

that. 

 

1 (c) Assess the potential impact of supply-side policies on the labour force. (12)  
Answer: A supply-side policy is any government program that seeks to increase the productive capacity of the 

economy. It can be illustrated by shifting out the Long-run Aggregate Supply (LAS) curve and with it potential 

output (Yp). Supply-side policies cover an enormous range of ideas. Any government action that encourages 

investment, advances in technology, a larger or more skilled labour force all have their supply-side element. But 

so too does competition policy and international trade; in these cases more competitive market structures and 

lower protectionist barriers will increase Yp as well. That said, supply-side policy is contrasted with demand-

management through the use of monetary and fiscal policy although in reality most major policies with have an 

impact on both the supply-side and the demand-side. 

Extract C gives an example of supply-side policy, the Haartz reforms in Germany in 2003. These were designed 

to increase the ‘pressure to work’. By hurrying people back to work the natural rate of unemployment was 

reduced, thereby increasing Yp. In this case, the impact on the labour force was direct. Inequality widened as 

low-paid and part-time jobs became more widespread: if benefits were much reduced workers had little choice 

but to accept whatever was on offer. But on the positive side, Figure 3 shows us the dramatic fall in the German 

unemployment rate that kicked in just two or three years after the Haartz reforms were introduced. And as 

Extract C says, Germany got through the global recession of 2008-09 with ‘barely an upward tick’ in the 

numbers of unemployed. From the diagram it looks like there was a 1%-plus increase in the rate compared to the 

3% increase in Britain from 5% to 8%. Of course, there is no easy answer to the question as to whether ‘labour 

market flexibility’ is good for the labourers themselves. On the one hand unemployment is down – a positive 

step. But on the other hand workers are essentially pricing themselves into work by accepting less than they have 

been accustomed to. 

Another supply-side policy with a direct effect on the labour force is the highly successful apprenticeship 

scheme in Britain. Some of the most able school leavers are now choosing top apprenticeships with their ‘earn as 

you learn’ strap-line over undergraduate degrees which typically saddle the young person with £50,000 of debt 

for a three year course. The training element is subsidised by government, and apprentices may have to accept 

less than the usual minimum wage to reflect the fact that they are learning on the job as well as in college one 

day a week. Unlike the Haartz ‘pressure to work’ reforms apprenticeships up-skill the work-force. This both 

increases Yp and also increases labour productivity and with it the wages of the young people concerned. Given 

its relatively low cost to the tax-payer, apprenticeships can be seen as a win-win for employers, employees and 

the tax-payer alike. However, the scheme has attracted some criticism on the grounds that much of the training 

that takes place would have happened anyway: the companies themselves would have paid for it rather than 

relying on government. 

In conclusion, supply-side policies are themselves so highly varied that there is no simple answer to the question. 

But one common theme emerges: supply-side policies are by their nature relatively slow working. Even in the 

case of the successful Haartz reforms, we see in Figure 3 a two-to-three year gap between their implementation 

in 2003 and the fall in unemployment in 2005-06. This is why economic shocks, such as the British Brexit vote 

in June 2016 are normally met with demand management action instead. However, nothing is more important for 

the long-term standard of living of the labour force than the long-term success of supply-side policies in their 

many and varied forms. 
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1 (d) The UK government has been using contractionary fiscal policy to reduce the budget deficit. 

Using an appropriate diagram, evaluate the possible result of this policy on the UK labour market. 

(20) 
Answer: Any contractionary policy will shift the AD curve inwards, reducing demand and real GDP relative to 

what it would otherwise have been. In time, this will also shift the demand for labour inwards as well. There is 

usually a time-lag before this happens as firms are normally cautious about laying off staff; redundancy 

payments may have to be paid and recruitment costs incurred if demand subsequently picks up. 

What happens when the demand for labour shifts inwards depends on the flexibility of the labour market, that is, 

the speed with which it adjusts to the fall in demand. If it is flexible then it will behave like any other 

competitive market – a new equilibrium will be found at a lower price, that is, at a lower wage rate. However 

there is more likely to be some degree of inflexibility as many employment contracts specify the wage rate for 

up to a year in advance. In this case, the falling demand for labour will be absorbed by higher cyclical 

unemployment, until real wages fall. These two outcomes are illustrated in the diagram below.  

 

 

 

 

 

 

 

 

 

This is a reasonably accurate description of what happened to the UK labour market between 2008 and 2018. 

At first, unemployment rose and wages only fell marginally as indicated by moving along the horizontal arrow 

from E1 towards W1. But then real wages fell more sharply even as unemployment also fell, as indicated by 

moving along the next arrow towards E2.  [However, the UK is now enjoying rises in real wages as austerity has 

been toned down, whereupon the demand for labour has begun to pick up.] 

 

Is contractionary fiscal policy always bad news for labour? In the short-term, yes. Unless you happen to be 

working in an industry with negative income elasticity of demand (YED), for example as a bailiff, then both 

your wage rate and your job are under threat. The situation for public sector workers is particularly dangerous as 

the easiest way for the government to cut spending is to cut the real wages of its own workforce. This was put 

into effect with a wages freeze in 2010, later raised to 1%. With inflation averaging 2% pa this amounted to a 1-

to-2% real wage cut every year until the pay cap was lifted in 2018. At the same time, the public sector also 

made large numbers of its workforce redundant. 

However, we also need to look at the reasons for introducing contractionary fiscal policy in the first place. This 

is normally to get the budget deficit under control and hence prevent the national debt rising as a proportion of 

GDP. The greater the debt-to-GDP ratio the more of our tax revenue has to be spent paying off the annual 

interest. This is money that could otherwise be returned to labour in the form of lower income tax, or used to 

improve public services to the benefit of all. It is therefore possible to view contractionary fiscal policy as in the 

long term interests of the labour force even though, as so often, the costs are incurred first. And of course this 

cost is met not only by the workers themselves but also, as Extract B reminds us, by the users of public services 

such as education and health care. Or to put it another way, the large and growing public sector structural deficit 

in 2010 was an indication that as a country we were living beyond our means. Contractionary fiscal policy may 

have been the least painful way to rectify this situation – but it still hurt.  

The SL curve is vertical indicating that the number of 

people willing to supply their labour is unlikely to change 

much with changes in real wages. Starting at full 

employment, corresponding to potential output (Yp), 

contractionary fiscal policy shifts the demand for labour 

(DL) curve inwards. At first wages are ‘sticky’ and 

remain at W1. Unemployment equal to L1 minus L2 

opens up as the economy experiences a negative output 

gap. 

In response to this surplus eventually real wages fall, the 

recession ends, and labour market equilibrium is re-

established at E2. Unemployment returns to the ‘natural’ 

rate but real wages are lower at W2. 
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Practice Paper 1 - suggested answers continued 

 

2 (a) Discuss whether labour intensive production methods are to be preferred in developing countries 

such as India. (8) 
Answer: A labour intensive production method is one that uses a lot of labour relative to the amount of capital. 

So teaching, for example, is a traditionally labour-intensive occupation with most of the cost of running a school 

going on salaries. The opposite, a capital-intensive production method, could be illustrated by power generation 

where typically a multi-million pound power station is run by very few people. 

In most industries there is some degree of choice as to the extent to which labor or capital should be used, and in 

deciding whether to opt for a more labour or capital intensive approach the relative cost of the two factors of 

production should be considered. This will in turn depend on their relative prices. For while the Law of One 

Price shows us the capital equipment will cost much the same anywhere in the world the cost of geographically 

immobile labour will be very different. So in developing countries, where labour is relatively cheap a more 

labour intensive approach is the minimum-cost, profit-maximising approach. For example, schools in developing 

countries might focus on teaching assistants. By contrast, in developed countries where labour is relatively 

expensive it might make more sense to spend the money on state-of-the-art facilities instead. 

But the economic growth rates of developing countries tend to be faster than that of the developed world which 

indicates that the gap between them is narrowing. As this process takes place, so wages get closer together and 

so optimal production techniques will also converge. Labour intensive production methods may be preferable in 

developing countries for now, but we should expect this situation to change gradually over the next century. 

 

2 (b) With the aid of a diagram, assess the role of training and education in increasing wage rates of 

low income groups. (10) 
Answer: Rich countries have universal school education and a large tertiary education sector alongside formal, 

on-the-job training for many. In poor countries none of this applies. This is not surprising: a well-educated and 

well-trained person ought to be more productive than one who is not. This extra productivity makes them more 

valuable to their employers and hence they can earn higher wages. This is illustrated in the diagram below. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

This is true both within and between countries. The higher skilled in any country tend to earn more. But also in 

countries where the general level of skills is higher those who are unskilled will earn more than their 

counterparts in lower-skilled countries. A cleaner, for example, will earn a lot more in Britain than in India even 

if the level of skill and diligence shown is the same. 

However, many countries such as Sri Lanka have high levels of literacy and general education yet are still poor 

by global standards. Such countries may lack other essential features of growing economies such as effective 

governance, access to global financial markets, a strong work ethic and inter-communal harmony.  Simply 

providing more teaching on its own will not make up for a lack of motivation or a lack of character. These softer 

attributes also have their part to play. Education and training are one – but only one – part of the jigsaw that must 

be completed to raise household incomes. 

    

  

On the right hand side (RHS) 

the greater productivity of 

skilled workers results in 

greater demand (DL2) relative 

to the unskilled workers on the 

LHS (DL1). This leads to a 

higher wage of W2 compared 

to W1. The diagram assumes 

that the supply of labour (SL) is 

the same in both cases. 
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2 (c) Using Extract E, assess whether minimum wages do more harm than good. (12) 
Answer: In free market economies setting maximum or minimum prices for anything runs counter to simple 

economic theory. It is held that the price mechanism is the means by which supply and demand will be balanced 

in every industry. This – in the absence of market failure caused by monopoly power, information gaps or 

externalities – leads to allocative efficiency, to the situation where the net benefit to society is maximised. We 

might, therefore, ask proponents of minimum wages why they think unskilled work should be an exception to 

this general rule – because on the face of it the disadvantages are substantial, as shown in the diagram below. 

 

 

 

 

 

 

 

 

 
 

One argument put forward in favour of minimum wages is the greater equality they produce. And it is true to say 

that the unskilled workers in the diagram above up to L1 do earn substantially more with the minimum wage. 

However, this comes with a cost: namely the loss of work for those between L0 and L1, workers who were 

happy to work at W1 but whose low productivity meant that their jobs disappear if their employers have to pay 

them Wmin. So it may be the case that minimum wages actually increase inequality in that they risk generating a 

pool of low-skilled long-run unemployed who never get the work experience that would one day make them 

productive enough to be worth paying first the minimum wage and then substantially more. Minimum wages 

can, in other words, cut off the first rung of the ladder that less skilled people need to set off in life. 

There is nonetheless one compelling argument for minimum wages – provided they are set close to the 

equilibrium wage. It is that minimum wages protect vulnerable people who might otherwise be paid considerably 

less than they are worth. This category could include illegal migrants, some young people and adults with mental 

health difficulties. Employment relationships are rarely equal; many employers get to where they are because 

they exhibit above average self-confidence and resilience. They may sometimes leverage their superior 

negotiating skills to pressure someone to accept a job on terms that do not remotely reflect their worth to the 

employer. A properly enforced minimum wage goes a long way to prevent this type of abuse from ever taking 

place. 

Nonetheless, history shows that once the principle of a minimum wage is accepted there is a tendency to increase 

it to levels for which it was never designed. If this happens, then the free market will find a way round what has 

become an obstruction to free trade. This may be simply that informal, unwritten employment contracts are 

entered into that are in reality illegal but in practice may never be found out. Or, more creatively, employers find 

a way round the law by inviting people to work for them on a self-employed basis like an Uber driver or a 

Deliveroo cyclist. Or the jobs may simply disappear overseas to countries without minimum wages (or very 

much lower ones) as has happened with much of British manufacturing. Or in developing countries it may 

simply be ignored if governments ‘lack the means effectively to enforce’ them (end of Extract E). 

So do minimum wages do more harm than good? As with so many instruments at the government’s disposal the 

answer depends on the skill and restraint with which they are used. Potentially, yes, they can be a force for 

preventing exploitation. But all too often they are set at unrealistic levels, often in response to political pressures. 
 

2 (d) Evaluate the most effective way to prevent the exploitation of labour in developing countries. (20) 
Answer: Across most of developing countries average wages are extremely low by developed-world standards. 

In Extract E, for example, we are told that the minimum wage in the state of Bihar is £1-85 a day, which comes 

out as 23 pence an hour. Even if on purchasing power parity terms this comes out two or three times larger at 50 

or 70 pence an hour this is still around 10% of a minimum wage in the UK. However, these low wages have to 

This market for unskilled workers is in equilibrium 

at L1, W1. If a minimum wage of Wmin is then 

imposed, employment falls from L1 to L0. Total 

wages received will rise as Wmin x L0 is greater 

than W1 x L1. The extra wages received by those 

who still have a job is outweighed by the losses of 

those who lose their jobs – at least if the DL curve 

is inelastic as shown here. 

The increased wage also encourages some who 

were previously not in the labour force to try to find 

a job – we can see this because at Wmin the supply 

of labour (SL) is greater than before. However, they 

will be disappointed. There are no extra jobs going 

– indeed, there are fewer. 
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be understood in the context of a country with a very low GDP per head by Western standards; they are not in 

themselves evidence of ‘exploitation’. In other words, before we look for solutions to exploitation we have to 

decide how to measure it in the first place. We need a deeper understanding of the concept than saying it merely 

means being paid very low wages when you compare them with other, richer countries.  

One way of defining exploitation is by looking at the issue of consent: has the allegedly exploited person freely 

entered into a contract, or has there been an element of undue pressure or coercion? This might apply to child 

labour, where the child most likely isn’t in a position to withhold consent, and also to slave labour where 

government ‘punish’ citizens in labour camps for such ‘crimes’ as being critical of the regime. This would apply, 

for example, in North Korea. But it also applies to so-called ‘bonded labour’ (as mentioned in Extract F), where 

someone has borrowed money at extortionate rates of interest and the money-lender demands a life-time of 

labour just to meet the alleged interest payments. 

Can legislation solve such exploitation? Given that Extract F says the practice has been illegal for over 40 years 

(since 1976) the answer must be that legislation on its own is not the answer. The same point could be made 

about minimum wages. Some countries have minimum wage laws that are actually higher than the average 

wage; proof positive that the law is a dead letter. What is needed, rather, is a change in social attitudes and this is 

much harder to accomplish. One way of achieving this is through the influence of pressure groups working on 

multinational companies. At the end of the supply chain lies a company ‘such as Gap’ (Extract F). As awareness 

of the issue has grown so these multinationals have been reasonably successful in ensuring that the workers in 

their suppliers’ factories are treated if not well then at least better than they would be producing goods for a 

purely domestic market. But they have been less successful in spreading good business practice down the supply 

chain. However, companies such as Gap have a strong commercial interest in making sure that their customers 

are happy – and for many customers this includes consideration of how the people who actually make their 

clothes are treated. The last thing a multinational wants is to become the target of a boycotting campaign for any 

reason, and this includes the poor treatment of sub-contractors, even if this poor treatment is only indirect. In 

other words, the solution to the exploitation of labor in developing countries lies at least in part in the hands of 

consumers in the West. 

But ultimately there has to be a change in attitudes in the developing countries themselves, to see bonded labour 

for what it is, the exploitation of a vulnerable group through the use of illegal practices whose victims lack the 

education and the income to challenge this state of affairs. In this respect, the processes of globalisation may 

work for good. Countries where bonded labour is a problem are relatively few, and concentrated in South Asia. 

Globalisation can help spread important basic concepts like the rule of law, and equality before the law for all 

regardless of caste or of colour. But further, globalisation is a powerful driver of economic growth. Slavery feeds 

on poverty, on an absence of alternative ways of surviving. As absolute poverty disappears – and enormous 

strides have already been made in the past 30 years – so slavery should disappear too. Increasing GDP also leads 

to better educational outcomes and a more articulate and engaged electorate who are both more able and more 

willing to challenge practices that demean humanity. So a commitment on the part of British governments to free 

global trade – a possibility if Brexit means we can strike our own trade deals around the world – is possibly the 

single most effective tool at the government’s disposal to end the global exploitation of labour. 
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Answer all questions.   

 

SECTION A 

 

Read the following extracts (A to C) and Figures 1 and 2 before answering Question 1. 

 

Extract A 

Japan’s ageing workforce 

After enjoying Chinese-style high growth rates in the 1960s, 1970s and 1980s Japanese growth has 

stalled ever since. Part of the reason for this is its declining population and workforce. Despite the 

expansionary pro-growth policies introduced in 2013 known as ‘Abenomics’ after the then Prime 

Minister, Japan had the slowest economic growth rate of the G7 countries in 2017 apart from Italy. 

The population peaked in 2010 at 128 million, and by 2065 UN figures suggest the population will 

have shrunk by 22%. 

Unemployment at 2.3% is effectively zero: there are simply not enough people to do all the work. And 

having taken a collective decision not to allow large-scale immigration the extra workers have to be 

found from somewhere. One solution is to keep working longer. About 13 million Japanese over the 

age of 60 are still working. Mr. Yashiro, the chairman of Shinsei Bank, is 87 while Mr. Watanabe, 

senior editor of the world’s biggest-circulation newspaper, the Yomiuri Shimbun, is still at his desk at 

90. 

Figure 1: population growth in G7 countries                 Figure 2: GDP growth in G7 countries 
Dark bar = population. Light bar = working age population.                Average annual growth rate, 1998-2018, % per annum 

2000-2018, percentage change 

 

Sources: news stories 2018 

 

Extract B 

The multinational company in retreat 

Donald Trump has often complained about multinationals (MNCs), or at least about American-based 

MNCs off-shoring manufacturing and other functions to Mexico, China – anywhere where the wages 

and other costs of doing business are lower. In reality the multinational is already in retreat, although 

this trend has been disguised by some spectacular technology-driven companies such as Uber. Over the 

past decade the multinationals’ share of global profits has shrunk from 35% to 30%. Their annual 

profits expressed as a percentage of the money they invested shrunk from 18% to 11% over the decade 

to 2016. 

2% 1% 
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Why has this happened? The main reason is that multinationals were able to exploit a 30-year window 

when local companies offered little in the way of effective competition. But gradually that local 

competition has become more sophisticated. They can steal or copy the innovations of the 

multinationals without the costly infrastructure of fancy offices and six-figure salaries that Western 

managers require for living in places such as China, Indonesia or Vietnam. More nimble, and with 

much better local knowledge, they can manufacture products that are often nearly as good as the 

multinationals for half the price – or less. In countries where average wages are 10% or less of those in 

the developed world such a proposition looks very attractive. 

Furthermore, the cost savings of moving overseas have been steadily eroded as wages in China and 

elsewhere in the developing world have moved sharply upwards even while they have stagnated in 

America and Europe. Additionally, multinationals typically pay wages that are 40% higher than those 

paid by local firms. In part, this may reflect their increased productivity, but multinationals also 

respond to pressure groups back home, pressure groups which expect multinationals to offer wages and 

a working environment that is at least comparable with what might be expected in the West. 

Sources: The Economist, 2017 and 2018 

 

Extract C 

India is the top source of international migrants 

With a population second only to China’s, India with 1,300 million has a lot of people. 99% of those 

born in India have stayed there, but 13 million have made their home elsewhere. The top destination is 

the United Arab Emirates (UAE) where 3.5 million Indians work, mostly in construction, domestic 

service and other low-paid jobs. The UAE relies on foreign workers – indeed, 83% of residents are 

foreign-born – but does not allow them to acquire permanent residence. Then Pakistan next door, to 

which many Indians have kinship ties, is the next most popular destination followed by the United 

States where nearly two million Indians have made their home. They are among the best educated and 

highest earners of all immigrant groups to the US. 

Of course, the United States is itself the top global magnet for immigrants. 46 million foreigners have 

made their home there, fully 14% of their total population of 325 million. Britain has the same 

proportion of foreign-born residents: 9.4 million out of a population of 66 million. 

Sources: Pew Research, 2017 

 

Questions 

1a Discuss the advantages and disadvantages to employers and employees of the division of labour. (8) 

 

1b With reference to Extract A and Figures 1 and 2, assess the likely effect of an ageing workforce on a 

country’s economy. (10) 

 

1c Assess the impact of multinational corporations (MNCs) on local labour, wages and working 

conditions. (12) 

 

1d Using a suitable diagram, evaluate the impact of labour migration on the labour markets of both the 

countries to which labour goes, and those from which labour comes. (20) 
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SECTION B 

 

Read the following extracts (D and E) and Figures 3 and 4 before answering Question 2. 

 

Extract D 

 

Chinese chicken farmers in Zambia 

When we think of foreign direct investment (FDI) the image that comes to mind is of a multinational 

arriving in a new country and spending millions. Yet there is another pattern, whereby a small-scale 

entrepreneur simply arrives and sets up shop somewhere else. Since 2010 this pattern has been adopted 

by a number of Chinese entrepreneurs who have set up chicken farms half way across the world in 

Zambia, a country in central Africa. 

One such business man, Mr. Pan Wei Zhi, in his early 60s, explains why, “because it is so much easier 

to make money here in Africa than back home in China. At my age in China I can't do any serious 

work … here I don't feel old, I can still do something.” If cost him just £25,000 to set up the enterprise 

and two years later he is selling 2,000 birds a week. There are an estimated one million Chinese 

engaged in similar small enterprises across the continent of Africa, and almost all of them have arrived 

since the turn of the millennium. Not surprisingly, local Zambian chicken farmers are not happy with 

this. One of them, Mildred, commented "They are going to drive us out of business. We'll be left 

destitute unless something is done.”  

That ‘something’ meant going to Zambian politicians to ask for a bit of good old-fashioned 

protectionism. And sure enough, a law was passed making it illegal for non-Zambians to sell live birds 

in the market. However, passing a law is one thing, getting it enforced in a developing country is quite 

another. As of 2018, the Chinese are still there, even if they are operating more discreetly. For example, 

some employ Zambians to be the ‘face’ of their business in the local markets where the birds are 

actually sold while the Chinese owner stays by his truck in the background. 

Source: press reports, 2011-18 

Extract E 

 

Urbanisation in China 

As with many emerging economies, China has experienced large population movements from the 

country to the city. In 1990 just 26% of the population lived in urban areas; by 2017 this had more than 

doubled to 60%. Put another way, very nearly half of the rural population in China in 1990 had moved 

to city living in the space of a single generation. 

The Chinese government is encouraging this move by grouping cities into nineteen ‘super-clusters’ 

within which 90% of all economic activity takes place. Within each cluster high-speed rail links make 

it possible to live in one city and work in another. The hope is that by dispersing population to a 

number of clustered cities China will avoid the gridlock that would otherwise ensue if their biggest 

cities grew much above 25 million – while at the same time enjoying the benefits that urban 

concentration can bring. 

But did all those Chinese who have already moved to cities end up better off? A 2018 study found that 

the internal migrants ended up with higher incomes but were less happy than those who stayed behind. 

It is not clear why this is the case. Was the work better paid but less fulfilling? Or maybe despite being 

richer they became aware that their new neighbours were richer still. New city migrants also reported 

that their jobs, while better-paid, were insecure; and that due to shortages of housing and schooling 

children often had to be left behind in the village to be brought up by grandparents. But despite these 

disadvantages there is little sign that these internal migrants are planning to move back to their villages. 

Source: press reports, 2018 
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Figure 3 Household incomes and happiness scores in rural and urban China 

  

 

 

 

 

 

 

 

 

 

 

 

 

Source: Rural urban migration and happiness in China, Chapter 4 

 

 

Figure 4 Chinese real wages 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Trading Economics 

 

Questions 

 

2a With reference to Extract D, discuss the extent to which Chinese migration might affect labour 

markets in other countries. (8) 

 

2b The Chinese currency, known as the Yuan (or renminbi), declined in value against the dollar from 

2014 to 2017. It fell from roughly 1Yuan = $0.17 to 1 Yuan = $0.14 

Assess the likely impact of this currency depreciation on employment levels in China. (10) 

 

2 (c) Assess the likely impact on labour productivity of urbanisation in a country such as China. (12) 

 

2d Evaluate the likely reasons behind the recent growth in Chinese real wages. (20)  
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Practice Paper 2 – Mark scheme 
 

General marking guidance: 

1. The ‘possible content’ below gives suggestions for what a candidate might write. However, any relevant 

content should be rewarded. 

2. Where a question directly mentions some of the stimulus material then this must be referred to in the 

answer in order to get full Application marks. Other references based on the candidate’s own knowledge 

may also be rewarded. 

3. Markers should use the full range of marks. They should not hesitate to give full marks for any question 

where the requirements of the mark scheme have been fully met. Equally, an answer that meets none of 

the criteria should always be given zero. 

 

Question 

1a 
Deciding on the correct level Mark 

Level  Max: 8 

 An answer with no merit. 0 

Level 1 Occasional elements of knowledge, very little application, unconvincing arguments, 

no clear answer to question. 
1-2 

Level 2 Some knowledge and application, developed arguments, limited judgement. 3-5 
Level 3 Convincing knowledge and application, well-developed arguments and balanced 

judgement.  
6-8 

 
 

Question 

1a 
Possible content: Discuss the advantages and disadvantages to employers 

and employees of the division of labour. 

Mark 

scheme 

Level   
Knowledge Explain the division of labour within the more general context of 

specialisation. 

2 

Application Any firm or industry e.g. retail, as referenced below. Some stores have 

dedicated check-out staff whereas others have staff moving to check-outs 

when queues are long but otherwise focusing on other tasks. 

2 

Analysis Advantages: greater practice leads to greater productivity. Benefits shared 

by employers and employees in the form of higher profits and wages – and 

hence greater likelihood of long-term survival of enterprise. 

2 

Evaluation Risk of over-specialisation if that niche skill no longer required. Risk 

greater for the individual worker in that company could have a wide-

ranging product portfolio even if individual workers were very specialised. 

Specialisation in industry-specific skills more of a risk e.g. being a till 

operator in retail is more of a risk than being an accountant in retail. 

2 
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Question 

1b 
Deciding on the correct level Mark 

Level  Max: 10 

 An answer with no merit. 0 

Level 1 Occasional elements of knowledge, very little application, unconvincing 

arguments, no clear answer to question. 
1-2 

Level 2 Some knowledge and application, developed arguments, limited judgement 3-4 
Level 3 Convincing knowledge and application, well-developed arguments and some 

attempt at balanced judgement.  
5-7 

Level 4 Convincing knowledge and application, well-developed and evaluated 

arguments, impressive focus on question throughout, and an informed, 

personal and balanced judgement. 

8-10 

 
 

Question 

1b 
Possible content: With reference to Extract A and Figures 1 and 2, assess 

the likely effect of an ageing workforce on a country’s economy. 

Mark 

scheme 

Level   
Knowledge Old age dependency ratio (those over 64 as a percentage of those aged 15 

to 64) will rise leading to falling standard of living as each old person has 

fewer working-age people to support him. 

2 

Application May be one explanation for Japan’s relatively slow GDP growth in Figure 

2. Note especially sharp fall in Japan’s working-age population in Figure 1. 

2 

Analysis Opposite problem to that of countries with very high population growth 

rates, when each earner has to support many children. But with same result: 

a lower standard of living. 

Impact will vary across industries e.g. health care services will grow fast; 

education services will decline. 

3 

Evaluation In manual jobs, peak earnings and productivity are enjoyed when workers 

are in their 30s; but in more highly-skilled, non-manual work peak 

productivity is in 40s and 50s – so an ageing workforce could have 

benefits. Especially if there are fewer children to educate. 

And impact can be mitigated e.g. through raising the retirement age and old 

people working longer (see Extract A), and through increased use of 

robots. 

3 
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Question 

1c 
Deciding on the correct level Mark 

Level  Max: 12 

 An answer with no merit. 0 

Level 1 Occasional elements of knowledge, very little application, unconvincing 

arguments, no clear answer to question. 
1-2 

Level 2 Some knowledge and application, partially developed arguments, limited 

judgement. 
3-5 

Level 3 Convincing knowledge and application, well-developed arguments and some 

attempt at balanced judgement.  
6-9 

Level 4 Convincing knowledge and application, well-developed and evaluated 

arguments, impressive focus on question throughout, and an informed, 

personal and balanced judgement. 

10-12 

 

 

Question 

1c 
Possible content: Assess the impact of multinational corporations (MNCs) 

on local labour, wages and working conditions. 

Mark 

scheme 

Level   
Knowledge Defining a multinational; change of typical multinational from a Western-

based company from USA or Europe to a multi-polar world where India, 

Japan, China and many others have global companies. 

2 

Application For example, manufacturing in low wage locations (Extract B), or rolling 

out technology-based companies (Uber, again Extract B); but also 

multinationals from emerging economies e.g. consumer electronics such as 

Huawei from China. 

2 

Analysis May establish a degree of monopoly power – some of this captured by their 

workforce in terms of improved wages and working conditions (but ‘trickle 

down’ to general working population may not happen: MNC and its local 

workforce remain enclosed in a guarded compound). 

Danger of exploiting lower safety standards, both for workers and for the 

environment; though this raises the question of what should be the proper 

comparator – local standards or those of the MNC home country? As far as 

local workers go, it will probably be an improvement. 

4 

Evaluation Many developing countries have large pools of unemployed labour – or 

scratching a living from subsistence farming. MNCs rarely employ enough 

locals to shift fundamentally wage levels. However they i) provide a 

‘window on the world’ perhaps incentivising some to emigrate and ii) 

provide an example of business success to emulate which local companies 

may eventually take up – and then general wage levels and working 

conditions really will improve (as in China). 

4 
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Question 

1d 
Deciding on the correct level Mark 

Level  Max: 20 

 An answer with no merit. 0 

Level 1 Occasional elements of knowledge, very little application, unconvincing 

arguments, no clear answer to question. 
1-4 

Level 2 Some knowledge and application, partially developed arguments, limited 

judgement. 
5-9 

Level 3 Convincing knowledge and application, well-developed partially evaluated 

arguments and some attempt at balanced judgement.  
10-15 

Level 4 Convincing knowledge and application, well-developed and fully evaluated 

arguments, impressive focus on question throughout, and an informed, 

personal and balanced judgement showing some sophistication. 

16-20 

 

 

Question 

1d 
Possible content: Using a suitable diagram, evaluate the impact of labour 

migration on the labour markets of both the countries to which labour goes, 

and those from which labour comes. 

Mark 

scheme 

Level   
Knowledge The supply of labour. Immigration increases supply, tending to force wages 

down. Emigration tends to reduce supply, pushing wages up for those left 

behind. 

4 

Application Pair of graphs (or single graph) showing increasing labour supply in 

recipient countries and falling labour supply in sending countries. Hence 

tendency of wages to converge, demonstrating the Law of One Price. 

4 

Analysis This theoretical outcome is supported by the beginnings of convergence as 

Western real wage rates have flattened since the 2008-09 recession while in 

developing countries they have moved sharply upward – though a large gap 

still remains. 

 One obvious example is the influx of East European workers to Britain 

and the depressing effect this has had on the wages of the unskilled and 

semi-skilled here. 

Countries like the UAE (Extract C) are obvious exceptions, with the entire 

economy built around migrant workers. 

6 

Evaluation Impact limited by the relatively small amounts of migration taking place 

e.g. 1% of India’s population emigrating (Extract C) is not going to push in 

the labour supply curve very far. 

And indeed the risk is that the 1% who do leave are actually the wealth-

creating entrepreneurs who would otherwise stay at home and increase the 

demand for labour as they set up new enterprises. 

Impact on receiving countries: the more productive immigrants may well 

increase demand for labour as well as supply: the USA, for example, is the 

country with easily the most immigrants but also high average wages. 

6 
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Q 2a Deciding on the correct level Mark 

Level  Max: 8 

 An answer with no merit. 0 

L 1 Occasional elements of knowledge, very little application, unconvincing arguments, no 

clear answer to question. 
1-2 

L 2 Some knowledge and application, developed arguments, limited judgement. 3-5 
L 3 Convincing knowledge and application, well-developed arguments and balanced 

judgement.  
6-8 

Q. 2a With reference to Extract D, discuss the extent to which Chinese migration 

might affect labour markets in other countries. 

Mark 

scheme 

Level   
Kn Increasing supply of anything likely to reduce price. Hence wage rates in a 

specific industry will fall in a country where migration into that industry is 

permitted. 

2 

Ap In the case of Extract D, immigrant chicken farmers reduce wages (and profits) 

of existing chicken farmers. 

2 

An Of course other labour markets (such as for builders) might experience 

increased demand from the new arrivals. Immigration increases AD along with 

AS. 

‘Extent to which’ critically depends on volumes. One million Chinese small 

business people will make a relatively small impact on a continent of several 

hundred million. 

2 

Eval Impact also depends on government response: Extract D mentions protectionist 

legislation – if not that effective in practice. 

And indeed Chinese entrepreneurial skills may filter across to the rest of the 

population and ultimately drive up living standards across the board. We might 

expect ‘diffuse benefits, concentrated costs’ – as is the case with free trade in 

goods and services also. 

2 
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Quest

ion 2b 
Deciding on the correct level Mark 

Level  Max: 10 

 An answer with no merit. 0 

L 1 Occasional elements of knowledge, very little application, unconvincing arguments, no 

clear answer to question. 
1-2 

L 2 Some knowledge and application, developed arguments, limited judgement. 3-4 
L 3 Convincing knowledge and application, well-developed arguments and some attempt at 

balanced judgement.  
5-7 

L 4 Convincing knowledge and application, well-developed and evaluated arguments, 

impressive focus on question throughout, and an informed, personal and balanced 

judgement. 

8-10 

Q. 2b The Chinese currency, known as the Yuan (or renminbi), declined in value 

against the dollar from 2014 to 2017. It fell from roughly 1Yuan = $0.17 to 1 

Yuan = $0.14. 

Assess the likely impact of this currency depreciation on employment levels in 

China. 

Mark 

scheme 

Level   
Kn Currency depreciation is expansionary. Exports become cheaper in customers’ 

currencies and therefore rise. Imports become more expensive in domestic 

currency and so fall. So net impact on AD is to shift it out. 

2 

Ap In this case the Chinese Yuan has fallen by 17%. So Chinese exports become 

17% cheaper and imports correspondingly more expensive. A significant – if not 

massive – change in prices. 

2 

An Employment in China will therefore rise. As AD shifts out so GDP rises – hence 

the need for additional workers to produce the extra GDP. However, to the extent 

that existing companies have spare capacity they may be able to meet the extra 

demand without increasing employment. 

3 

Eval Also depends on current state of Chinese labour market. If ‘Lewis turning point’ 

has already been reached then extra demand may be absorbed in higher prices 

and wages with little increase in employment. China would then be like a 

developed nation producing at Yp: additional demand will then only increase 

employment temporarily until rising wages force employment back to the long-

term natural level. 

3 
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Question 

2c 
Deciding on the correct level Mark 

Level  Max: 12 

 An answer with no merit. 0 

Level 1 Occasional elements of knowledge, very little application, unconvincing 

arguments, no clear answer to question. 
1-2 

Level 2 Some knowledge and application, partially developed arguments, limited 

judgement. 
3-5 

Level 3 Convincing knowledge and application, well-developed arguments and some 

attempt at balanced judgement.  
6-9 

Level 4 Convincing knowledge and application, well-developed and evaluated arguments, 

impressive focus on question throughout, and an informed, personal and balanced 

judgement. 

10-12 

Question 

2c 
Assess the likely impact on labour productivity of urbanisation in a country 

such as China. 

Mark 

scheme 

Level   
Knowledge Labour productivity measures output per worker. Urbanisation describes 

the process by which an increasing proportion of the population lives in 

cities. 

2 

Application China has urbanised rapidly, Extract E records a doubling to 60% in just 27 

years. At the same time, China experienced phenomenal economic growth. 

Are these two connected? 

2 

Analysis Figure 3 (left-hand panel) suggests they are, with urban income being 

nearly three times as much as rural income. No employer is going to pay 

three times as much unless productivity is much higher. 

Furthermore, this is what we would expect. Factory work in China is likely 

to generate much more income than subsistence farming, traditionally a 

low-productivity activity. 

4 

Evaluation However, Figure 3 shows that recent city migrants are less well-paid than 

established urban residents. So it may not be the simple act of moving to 

the city that increases productivity on its own. The work skills that are 

subsequently picked up also furnish part of the explanation. 

Finally, we might wonder how much more ‘productive’ they really are, 

given that happiness levels are right down (Figure 4, right-hand panel). If, 

for example, hours spent stuck in traffic jams (Extract E) were included, 

then urban hourly productivity might be rather less than at first glance. 

4 
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Question 

2d 
Deciding on the correct level Mark 

Level  Max: 

20 

 An answer with no merit. 0 

Level 1 Occasional elements of knowledge, very little application, unconvincing arguments, no 

clear answer to question. 
1-4 

Level 2 Some knowledge and application, partially developed arguments, limited judgement. 5-9 
Level 3 Convincing knowledge and application, well-developed partially evaluated arguments 

and some attempt at balanced judgement.  
10-15 

Level 4 Convincing knowledge and application, well-developed and fully evaluated arguments, 

impressive focus on question throughout, and an informed, personal and balanced 

judgement showing some sophistication. 

16-20 

 

Question 

2d 
Evaluate the likely reasons behind the recent growth in Chinese real wages. Mark 

scheme 
Level   
Knowledge Real wages are those after inflation has been taken into account. Measured in 

the prices prevailing in base year. Growth best expressed in % per annum. 

4 

Application E.g. in UK for many years public sector workers were limited to an annual 

nominal wage increase of 1%. With inflation at (say) 2.5%, this amounts to an 

annual real wage decrease of 1.5%. Figure 4 shows Chinese real wages 

increasing by an astonishing 200% in the eight years between 2007 and 2015. 

4 

Analysis Wages tend to reflect productivity, and with this exceptional level of increase 

a jump in productivity has to be the main part of the explanation. 

Such a jump could be caused by the ‘Lewis turning point’ not yet being 

reached; in other words if there is a vast pool of under-employed rural labour 

that can move swiftly into manufacturing. This is indeed likely to have been 

the case: Extract E speaks of an astonishing 34% (60% minus 26%) of the 

population that moved into cities in the 27 years to 2017. The proportion of the 

adult working population making the switch is likely to have been even larger. 

6 

Evaluation However, could we view this differently? Alternatively the Lewis turning 

point has been reached, so now increases in demand for labour have to be met 

with wage increases whereas previously a horizontal supply of labour curve 

meant increases in export demand for Chinese goods could translate into 

higher profits rather than higher wages. Diagram with L-shaped SL curve. 

6 

   

Ques-

tion 
Know- 

ledge 
Appli-

cation 
Analy-

sis 
Evalu-

ation 
Total Specification coverage  

1a 2 2 2 2 8 1.2.4 Specialisation, division of labour 

1b 2 2 3 3 10 1.3.1 Demand, age distribution of population 

1c 2 2 4 4 12 3.4.1 Impact of MNCs, local labour & wages 

1d 4 4 6 6 20 3.5.3 Migration, within and between economies 

2a 2 2 2 2 8 3.5.3 Migration, within and between economies 

2b 2 2 3 3 10 3.1.5 Exchange rate changes, employment 

2c 2 2 4 4 12 2.3.1 Productivity 

3.6.3 Low income and low productivity 

2d 4 4 6 6 20 2.3.1 Productivity and wages 

Total 20 20 30 30 100  
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Practice Paper 2 - suggested answers 

 
1a Discuss the advantages and disadvantages to employers and employees of the division of labour. (8) 
Answer: The division of labour is the principle of specialisation as it is applied within the individual firm. Just 

like companies become more productive if they specialise in a narrow range of products so also individual 

workers will become more productive if they specialise in one part of an overall production process. In modern 

economies such a division of labour is inescapable: the person who is responsible for human resources is 

unlikely to be the accountant as well. Nor is an A level Mathematics teacher likely to be able to teach History to 

the same standard. The greater the skill level, the more division of labour will take place. So in a fish and chip 

shop it may well be the case that each of four employees can do everything. But in a university with several 

thousand academics each one is likely to have his own speciality which no-one else can replicate. 

Now the benefits of the division of labour will be shared between the employer and the employee. The 

employer’s business could not survive without it; and the employees’ greater productivity is likely to result in 

higher wages. But are there any disadvantages? Like anything else, a good principle can be taken too far. Too 

much ‘division of labour’ and workers cannot cover for each other when one is off sick, and they may be unable 

to adapt if market conditions change and their particular skill becomes redundant. It would, for example, be 

unwise to specialise in becoming a till operative in a retail setting given that automation is in the process of 

destroying the job. But specialising more widely in the field of customer relations seems a safer bet as some 

customers will always have complaints and human interaction is difficult – for now – to replace with machines. 

In conclusion, an employee may very well benefit from the division of labour (along with the employer) but 

should also be prepared to continue to learn new skills for the entire duration of their working life. 

 

1b With reference to Extract A and Figures 1 and 2, assess the likely effect of an ageing workforce on a 

country’s economy. (10) 
Answer: As birth rates fall below the replacement level of 2.1 children per woman in more and more countries 

so the profile of their populations inevitably gets older. At the other end, medical advances are lengthening 

retirement well beyond the traditional ‘three score years and ten’. What impact will this have on the economy? 

At first there should be a dividend; fewer children means that less needs to be spent on education. However, as 

time moves on, there emerge a relatively high proportion of people over the age of 64 who, on the whole, have to 

be supported by people of working age. The number of over 64s relative to those of working age is known as the 

‘old age dependency ratio’. We see in Figure 1 that it is rising sharply in Japan because between 2000 and 2018 

the population hardly changed at all but those of working age fell by around 12%. Effectively 14 or 15 million 

more Japanese retired than entered the labour force. 

Not surprisingly, their GDP has risen more slowly than any of the G7 nations with the exception of Italy (see 

Figure 2), averaging just 1.3% per annum, compared for example with Britain’s 2% per annum or America’s 

2.4%. With a declining workforce the long-term increase in productivity of 2% per annum will translate into 

significantly less economic growth. However, this relative decline will not be evenly spread across all sectors. 

While children’s education will be in free-fall, any health care related industry will be booming. Indeed nursing 

has been described as the typical 21
st
 century job just as working in a car factory was in some respects the typical 

job of the mid-20
th
 century. 

However, the situation can be mitigated by raising retirement ages as has happened in Britain and indeed in 

many parts of the world. This is driven by simple affordability. To retire at 65and die at 75 means 10 years of 

pension payments. Add another decade onto life expectancy and pension payments double. If, as in the UK, 

pension age is probably to be raised by five or ten years then this both reduces pension payments and increases 

GDP as people work longer. Extract A tells us that ‘13 million Japanese’ over the age of 60 are still working 

with some top jobs filled by those in their 80s or even 90s.  

So in conclusion the macro-economic effect of an ageing workforce should be minor. It is true that a smaller 

proportion of the workforce will be able to do jobs where considerable physical strength is required, but the 

number of these jobs has in any case been in long-term decline. 

 

1c Assess the impact of multinational corporations (MNCs) on local labour, wages and working 

conditions. (12) 
Answer: A multinational company (MNC) is a firm with operations in two or more countries. Traditionally the 

typical MNC was based in the West (i.e. North America or Western Europe) and then sold goods across the 

globe. Perhaps they had overseas plantations or mines if they were primary producers (such as Monsanto fruit or 
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Rio Tinto mines), or distribution centres if they were in the secondary sector (such as Cadbury or Ford). From 

the 1980s onwards MNCs shifted their manufacturing overseas as well, most notably to China where a vast 

reservoir of hard-working, compliant and cheap labour slashed production costs and correspondingly raised 

profits. 

What impact did these developments have on the local labour force? MNCs typically paid 40% more than local 

firms (see Extract B) and, coming from the West where working conditions were well above the global average, 

tended to offer a safer working environment too. However, the whole point of shifting manufacturing was to 

reap the benefits of cheap labour so there was no desire to export Western standards of health and safety nor the 

right to organise into trades unions. So working conditions and wages improved, but these improvements were 

made from a very low base. Furthermore, MNCs never needed so many employees as to fundamentally alter 

labour market wage levels. All too often the MNCs’ employees became a privileged caste working in guarded 

compounds outside of which life continued much as before for the other 99% of the population. The MNC had 

arrived to exploit cheap resources – whether labour or minerals – but operated as an essentially Western enclave 

in a foreign country. 

However, ultimately these MNCs were part of the process of globalisation that, a few decades down the line, 

really did make a difference to local labour, wages and working conditions. This was not the intention of the 

MNCs but, by a happy accident, they played their part. Adam Smith famously remarked that it was not to the 

benevolence of the butcher or baker that we looked to provide us with food, but that through the operation of an 

invisible hand a greater purpose was achieved that was no part of their original intention. In other words, the 

butcher and the baker were in business for themselves but nevertheless ended up feeding us. Equally, MNCs 

went into developing countries for their shareholders’ profit but ended up playing no small part in the 

transformation of local wages and working conditions. 

How did this happen? Inevitably local businesses took note of what MNCs were doing and wondered if they too 

could aspire to the riches so carelessly on display by expatriate Western managers. And the most innovative 

local employees of MNCs began to wonder if they would not do better on their own, outside the comforting 

womb of the MNC. This development of competition is mentioned in Extract B where we read that MNCs’ 

return on capital has ‘shrunk from 18% to 11%’ over the last decade. Alongside this, as developing countries 

GDP moved sharply upward their domestic markets expanded too. So much of South-East Asia is now a global 

market in its own right. These new markets are as accessible to local companies – perhaps more accessible – 

than to the cost-heavy, previously privileged MNCs. The effect on local labour can be seen in the strong upward 

movement of local wages: cities in China now offer wages comparable to those on offer in Eastern Europe. In 

conclusion, MNCs have had – eventually – an almost entirely positive impact on local wages and working 

conditions, unintended though this was. 

 

1d Using a suitable diagram, evaluate the impact of labour migration on the labour markets of both 

the countries to which labour goes, and those from which labour comes. (20) 
Answer: The immediate  effect of labour leaving one country for another is to reduce the labour supply in the 

country they are leaving and increase it in the country they are joining. So, other things equal, the first-order 

result of emigration is to raise the wages of those left behind while reducing the wages of the receiving country. 

And since labour typically moves from low-wage countries to high-wage ones this labour movement pushes 

global wage rates towards convergence. In other words, if high wage countries experience wage falls while low 

wage countries experience wage increases then the ultimate end result should be similar wages across all 

countries. 

This is illustrated in the diagram below. The developing country on the right-hand side (RHS) experiences an 

inward shift in its labour supply from SL1 to SL2. This reduces the labour force from L1 to L2 while increasing 

the wage from W1 to W2. Meanwhile, the developed country on the LHS experiences an increase in labour 

supply from SL3 to SL4. This increases the labour force from L3 to L4 while reducing wages from the high of 

W3 to W4. 

Notice that the new, lower wage in the developed country of W4 is still much greater than the new, higher 

developing country wage of W2. In other words, wage convergence is far from complete. Why is this? The main 

reason is that, with the exception of the EU member countries, nobody has an automatic right to move from one 

country to another. They have to ask permission from the country to which they intend to move. Some countries 

such as Japan allow in only a few migrants; others, like the United States and Germany, are more generous. But 

short of complete, global freedom of movement we should not expect wages to converge entirely. Therefore the 

‘law of one price’ does not work with labour as it does, for example, with highly mobile currencies and other 

financial assets whose prices are very similar all over the world. 
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Particularly in the case of India, where we read in Extract C that only 1% of the population has left, we could not 

expect this level of emigration to have much of an impact on the Indian labour market at all. Of course this is not 

to say that there are not other forces at work promoting global wage convergence. The vast majority of the 

populations of India and China have stayed where they are, but rather than the workers moving to jobs in the 

West the jobs have moved to the workers. So, for example, many IT and other business administration functions 

have been outsourced to India in the same way as swathes of manufacturing have been outsourced to China. 

These shifts will depress wages in Western countries and increase them in ‘Chindia’ (China plus India) – and 

therefore act as another mechanism for wage convergence. 

Finally, we need to consider whether the type of labour moving countries might lead us to a different conclusion. 

The above analysis works best with low-skilled labour: we have seen its effect in Britain where large numbers of 

low-skilled Eastern European migrants are probably partly responsible for low British wage growth since the 

2008-09 financial crisis. The argument with highly-skilled entrepreneurs and professionals is slightly different. 

In these labour markets, the individuals concerned are more likely to create their own demand in their very 

specialist areas whereupon there is likely to be little depressive effect on wages. For example, a few hundred 

plastic surgeons emigrating to the USA is unlikely to depress wages: rather, more plastic surgery procedures will 

be carried out in response to the higher level of availability and options that are now on tap. 

The general point is that immigrants create demand as well as supply – particularly if they are highly paid. The 

Chinese proverb says that every mouth comes with a pair of hands. In other words, if a country has more mouths 

to feed it also has more hands to do the work. We could reverse this to say that every pair of hands [supply] 

comes with a mouth [demand]. So the waves of immigration in the late 19
th
 century and early 20

th
 century into 

the USA did not prevent it from becoming one of the highest wage countries in the world. Immigrants increased 

the labour supply but they also increased demand (we have not shown this on the diagram).  

In conclusion the impact of labour migration depends on the skill levels of those migrants. Where they are highly 

skilled, sending countries tend to lose out while receiving countries gain. But with unskilled and semi-skilled 

workers the position is reversed. And this is, of course, why most countries are prepared to accept highly-skilled 

migrants but not others.  
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Practice Paper 2 - suggested answers continued 

 

2a With reference to Extract D, discuss the extent to which Chinese migration might affect labour 

markets in other countries. (8) 
 Answer: When workers migrate to a country they increase the labour supply in that country. As with any good 

or service, an increase in supply leads to an increase in quantity and a reduction in price. So in the case of 

Chinese poultry farmers emigrating to Zambia we would expect the outcome to be more farmers earning lower 

wages. This seems to be happening with one local rival complaining that the incomers may ‘drive us out of 

business’.  But as well as increasing labour supply, immigrants may well increase demand for labour too. All 

those extra workers need housing, private cars, business vehicles and so on. So the additional demand for these 

goods will generate a derived demand for builders and car dealers. This is of course just one example of the 

general principle that free trade generates diffuse benefits and concentrated costs. The benefits of the extra 

buying power of Chinese immigrants (and indeed the benefits of cheaper chickens) will be diffused across 

Zambian society as a whole. The costs will be concentrated among those Zambian poultry farmers who are 

unable to keep up with the new competition. 

Of course the overall impact of Chinese migration on local labour markets will depend on the extent of the 

migration. And while the Chinese population of 1,400 million is the largest of any country the fact of the matter 

is that the vast majority of them stay at home. Even the “estimated one million” Chinese will make little 

difference to most labour markets in Africa, given that Africa itself has a population of over 1.3 billion. With 

over 1,000 indigenous inhabitants for every one Chinese immigrant we would not expect the impact of Chinese 

migration to be noticeable for the vast majority of Africans. And in those particular labour markets where there 

is an impact – as with Zambian poultry farmers – the impact will be lessened by protectionist legislation as 

described in Extract D. 

 

Assess the likely impact of this currency depreciation on employment levels in China. (10) 
Answer: A depreciating currency is, other things equal, expansionary in its effect. Exports become cheaper, in 

this case by 17% as the value of the Yuan drops from $17 to $14, a drop of 3/17. Therefore more exports will be 

sold. Imports, by contrast, will become correspondingly more expensive and therefore fewer will be sold. Since 

AD = C+I+G+(X-M), the effect of increased exports and reduced imports will be to shift AD outwards. This 

results in an increase in both the price level and in real GDP. Given that employment levels are strongly 

correlated with real GDP we might expect employment in China to increase as well. 

There are, however, a number of reasons why this might not happen. Firstly, if existing Chinese companies have 

under-employed workers, perhaps as a result of a slowdown in business, they may simply make their existing 

workforce work harder rather than going to the expense of hiring extra staff. The principle of cost-minimisation 

would make this the obvious first approach. Then an upturn in orders could always be met by investing in more 

advanced, labour-saving technology, especially as income from the additional orders could be used to finance 

the investment. Just like firms are often slow to lay off staff in a downturn so they may rationally be slow to 

employ new staff when demand increases. And of course some judgement will have to be made as to how long 

the extra demand is going to last for – or will the Yuan depreciation just be followed a year or so later by an 

equivalent currency appreciation? For all these reasons we might expect the currency depreciation to be followed 

by a time lag before employment picks up. 

Finally, we must consider whether there are indeed extra people who could be employed. If China has already 

reached the ‘Lewis turning point’ where surplus rural labour has almost all been absorbed into city-based factory 

work, then employment may already have reached its greatest extent. Further increases in demand will then be 

met primarily by increases in wages. Figure 4 gives some indication of this: it shows an astonishing 200% 

increase in Chinese real wages between 2007 and 2015. However, the British experience shows that increases in 

the female participation rate is one mechanism by which an economy thought to be operating at ‘full 

employment’ can actually find more workers in response to increased demand. Another is raising the retirement 

age. Mr. Zhi in Extract D thought he was too old in his early sixties to do ‘serious work’ in China; perhaps an 

increased retirement age would help him to think again. 

2b The Chinese currency, known as the Yuan (or renminbi), declined in value against the dollar from 

2014 to 2017. It fell from roughly 1Yuan = $0.17 to 1 Yuan = $0.14. 
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In conclusion, currency depreciation is only one of many factors determining the overall employment level in 

China or indeed elsewhere. Any increase in employment is likely to be relatively minor and take some time to 

come through. 

2c Assess the likely impact on labour productivity of urbanisation in a country such as China. (12) 
Answer: Labour productivity can measure the output per worker or alternatively the output per worker per hour. 

The output may be measured in physical terms (e.g. so many tonnes of coal mined per worker per shift) or in 

financial terms where the value of what is produced is recorded. When measuring productivity across a wide 

range of industries – for example if we wished to produce a national measure – then financial terms have to be 

used so that there is a common unit of measurement.  

In Figure 3 we get a strong indication that urbanisation increases incomes substantially: indeed, incomes rise by 

so much that an increase in labour productivity is by far the most likely explanation. Average income in rural 

areas is shown to be about $2,700 whereas urban dwellers are on roughly three times as much at $8,100. Why 

might this transition to the cities increase productivity by so much? The main reason is that rural work, primarily 

managing small farms, is particularly unproductive. Foodstuffs are basic raw materials whose wholesale price is 

low relative to manufactured goods. And of course when the migrants move into the cities it is primarily to 

factory work that they are going. There they specialise in a narrow set of tasks, perhaps assembling electronic 

goods for domestic and foreign markets. The work might not be enjoyable – one possible explanation for the 

lower urban happiness levels recorded in Figure 3 – but that is the price to be paid for the more financially 

productive, but boring work that they are now engaged in.  

Then there will be those urban dwellers that provide services in transport, health, education, retailing and so on. 

In every case, the external economies of scale provided by large cities will mean that productivity and therefore 

incomes are likely to be higher than the same activities provided in small villages – to the extent that small 

villages can provide these services at all. 

We may therefore conclude that urbanisation is the key that unlocks increased productivity. While workers work 

the land in small-holdings there is little opportunity for specialisation to take place. Working the land might be 

interesting and personally fulfilling – rural workers appear much happier in Figure 3 than city dwellers – but 

with little or no division of labour, productivity and therefore incomes remain desperately low. All that changes 

once workers move into large factories where hundreds or thousands of workers each focus on one particular 

tightly-defined task. The magic of increased productivity first created by Henry Ford’s assembly lines of a 

century ago is still playing out today. 

Of course, city dwelling has its own inefficiencies. Extract E refers to the transport ‘gridlock’ that can overtake 

cities and China’s own attempt to overcome this by creating clusters of large cities, each perhaps with millions 

of inhabitants, rather than megacities with tens of millions. If we measured productivity in terms of not only 

hours spent at work but also travel-to-work times then city living might be less productive than might at first 

sight appear. We also have to question whether these increases in productivity would have been possible without 

the rural hinterland where children are left behind in the care of retired grand-parents.  

However, the income gulf in Figure 3 between rural and urban dwellers is so great that there can be little doubt 

that urbanisation has had a substantial impact on labour productivity for the better. 

 

2d Evaluate the likely reasons behind the recent growth in Chinese real wages. (20) 
Answer: Real wages are wages which have been adjusted for inflation. So, for example, if real wages go up by 

10% this means that 10% more goods and services may be purchased by that wage than previously. In the case 

of Britain, real wages in the public sector actually fell in the years after the 2008-09 recession. While nominal 

wages were capped to a 1% per annum increase, inflation averaged nearer 2.5%. This meant that real wages fell 

by roughly 1.5% each year. By contrast, Figure 4 shows real wages in China growing by 200% between 2007 

and 2015. In other words, they tripled in just eight years. This sustained rate of increase is truly extraordinary 

and possibly unprecedented – as could be said of so many aspects of the Chinese economic miracle since the 

early 1980s. 

How could this happen? Wages tend to reflect productivity and with such a large increase productivity gains 

have to form a large part of the explanation. While workers tend to get incrementally more efficient year-by-year 

as their experience grows this would be nowhere near enough to explain this size of increase. Then the adoption 

of new technologies will also have played a part – but this would be true of most countries and most countries 

did not experience these growth rates. So instead we need to find a factor unique to China that explains their 

unique increase in productivity. 

This is provided in Extract E where we read that an astonishing 34% of the population moved from rural areas to 

cities in the 27 years to 2017. Given that children ‘often had to be left behind [with] grandparents’ this suggests 
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that a far higher percentage of the working-age population made the transition. This geographical movement of 

perhaps 50% of the workforce would have coincided with a switch in jobs from subsistence farming on 

smallholdings to manufacturing and assembly work in factories – China’s own Industrial Revolution. What 

impact would this have had on national levels of productivity? It would have increased them substantially. 

Subsistence agriculture is notoriously unproductive. It may be an attractive way of life – and Figure 3 suggests 

that rural Chinese workers are happier than their urban counterparts – but basic foodstuffs do not command a 

high price while individual smallholdings are unable to generate the volumes to compensate for this. By contrast, 

the modern Chinese factory is highly disciplined, utilise the productivity gains from the division of labour, and 

are big enough to generate significant economies of scale. So the simple movement from countryside to town 

provides much of the explanation behind the Chinese productivity (and wage) miracle. 

However, this cannot provide the full explanation. The Chinese economy has been growing at about 8% a year, 

which comes to an expansion of 85% (1.08^8) over eight years. This is not nearly enough to account for the 

200% increase in wages over a similar period. Rather, there must also have been an increase in the proportion of 

China’s GDP going to wages as opposed to profits. The best explanation for this is that, over the last ten years, 

the reservoir of surplus labour in China’s rural areas has finally dried up. There are very few peasant farmers of 

working age left for the cities to absorb. As this has happened, the increased demand for labour in China, derived 

from the ever-increasing global demand for China’s exports, has finally forced up wage levels as companies 

compete for this newly-scarce resource. The situation may be illustrated in the diagram below. 

 

 

 

 

 

 

 

 

 

 

In conclusion, after many years when China’s entrepreneurs made extraordinary fortunes on the back of robust 

demand and very cheap labour, China’s wealth is finally being shared out more equally as labour shortages have 

caused the wage rate to rocket. This is the primary explanation for the recent astonishing growth in China’s real 

wages. 

  

During the long expansion in China 

between the early 1980s and 2007 

additional demand for labour was met by 

rural workers moving to the cities (L1 to 

L2). 

But then there were no more rural workers 

left to absorb, so the city supply of labour 

curve became vertical. At this point 

[technically called the ‘Lewis turning 

point’] additional demand (DL2 to DL3) for 

China’s goods and therefore labour rapidly 

forced up wages from W2 to W3. 

In reality we might not expect a precise L-

shaped SL curve, rather, it would become 

increasingly inelastic as the Lewis turning 

point was approached. 
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Answer all questions.   

 

SECTION A  

 

Read the following extracts (A to C) before answering Question 1. 

 

Extract A 

Is Britain failing its young people? 

 

 

 

 

 

 

 

 

 

 

 

 

 

Extract B 

 

 

 

 

 

 

 

 

 

Compared with most of Europe the UK economy is 

doing well. It is growing faster and unemployment at 

5.6% is a lot lower than, for example, France’s at 

10.0%. But in one area Britain lags behind: one in 

seven young people leave school early. This has 

resulted in NEETS (those “not in employment, 

education or training”) having worse Maths and 

English skills than those in other rich countries. 

And over one-third of our early school leavers in the 

15 to 29 age bracket are NEETS. Jobless, mainly 

working-class youths are particularly numerous in 

parts of London, seaside towns and de-industrialised 

areas in the Midlands and the North. Nor is this the 

result of immigration: Britain is the only European 

country where native-born under-30s are more likely 

to be NEETS than immigrants. 

Many of our NEETS are reluctant to move far from 

where they grew up, further diminishing their job 

prospects, and risking a descent into a life of petty 

crime. 

Source: press reports, 2015 
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Extract C 

The gig economy 

Companies such as the taxi service, Uber, and the delivery service, Deliveroo, are examples of what is 

known as the gig economy. They offer flexible, cheap ways of accessing the services we want when we 

want them. The gig economy has been defined as “a labour market characterised by the prevalence of 

short-term contracts or freelance work, as opposed to permanent jobs”.  

Why would anyone want to do this work? Most people are not in it by choice; they cannot find 

permanent full-time work or are using it to get by while they try to establish a more satisfying career. 

Perhaps they are gaining work experience as an unpaid intern or take work when they can get it in 

acting or other entertainment jobs. This is shown in the graph below where the proportion of the 

workforce who work part-time but would like to work full-time has shown an upward trend since the 

2008-09 recession. 

Well-known for its high rate of labour turnover, gig economy work is often lonely and damaging to 

self-esteem. An aspiring singer working for Deliveroo says, “Sometimes you don’t feel human. You’re 

just handing a bag over and some people take the bag, don’t look at you and close the door.” Then there 

is the fear of working under constant assessment. You may not have a conventional boss, but if 

customers mark you down too often then you can be blocked from using the app again. 

But for others it works well: if they are students or have caring responsibilities they may not be able to 

accept full-time work with regular hours. But earning something over evenings and weekends is the 

only way they can get by financially. With Uber and Deliveroo the work-force can log into the app as 

and when they choose – always accepting that they will make more money if they log in at peak times. 
 

 

 

 

 

 

 

 

 

 

Questions 

1a Discuss the view that underemployment is a greater problem in the UK than unemployment. (8)  

 

1b Using a suitable diagram, assess the view that there is a trade-off between low unemployment and 

low inflation. (10)  

 

1c Evaluate the impact of unemployment on firms and individuals. (12) 

 

1d Using Extracts A and B, assess the main causes of unemployment in the UK. (20) 

  

Dotted line: 
UK 

unemployment, 

2004-2017 (%) 

 

Continuous 

line: UK part-

time workers 

who would like 

to work full-

time. (%) 
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SECTION B 

 

Read the following extracts (D to F) and Figure 1 before answering Question 2. 

 

Extract D 

Monitoring employee performance 

Over the past generation vast swathes of jobs have involved sitting in front of a computer several hours 

a day. This enables the employee to find relevant information, analyse it, and use it to produce new 

information that can once again be transmitted and stored electronically. However, sitting in front of a 

computer also enables your employer to see what you are doing with your time in far greater detail than 

ever before. 

Software can measure how many key strokes each employee is making every minute, their web 

browsing patterns, use of social media and of course provide a continuous sound and video recording 

for storage. The software can then automatically give each employee a ‘focus’ and ‘intensity’ score 

which can be used to award pay rises and promotions – or pay cuts and dismissals. Additionally, the 

information can be used to help the employee improve their performance, challenge time-wasting, 

identify who has a special talent that should be nurtured, and prevent theft. 

However, too much monitoring inevitably gives the impression that you do not trust your employees to 

behave responsibly. And some more creative types might actually give you better work if they didn’t 

feel they were being watched too closely. Even extended tea breaks might help productivity in the 

long-run. 

 

Adapted from press reports, 2018 

 

 

Extract E 

Recruiting staff with digital skills 

Source: itrecruitmentagency.co.uk 
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Extract F 

 

The digital economy is changing the nature of work 

 

Artificial Intelligence (AI) and digital economies will change the nature of work for millions of people. 

Millions of new jobs will be created, but they will need a different set of skills. While the total number 

of jobs may well stay the same marginalised groups will find it hard to acquire the skills to do them. At 

particular risk are older workers and those with a low level of basic education, both of whom often find 

it difficult to acquire a new set of skills quickly. A 2016 study by the OECD found that 40% of 

secondary school leavers faced replacement in the workplace by automation, while for university 

graduates the corresponding figure was just 5%. 

Accenture, the global management consultancy has identified the following as the skills needed to 

flourish in the new digital age: 

 Basic IT literacy, ideally learned at school. 

 Work effectively with others, in person and remotely. 

 Problem-solving skills, using both logic and creativity. 

 Cultivate a growth mindset, continuously learning and adapting to change. 

 Acquire specialist IT skills for the specific industry and context of each person’s work. 

Source: adapted from press reports, 2018 

 

 

Figure 1 Percentage of consumer spending taking place online, USA, % 

 

 

 

 

 

 

 

 

 

 

Source: The Economist 

 

Questions 

 

2a With reference to Extract D, discuss the likely impact of new technologies on working conditions. 

(8) 

 

2b Assess the extent to which labour’s objectives in the work-place are in conflict with the objectives 

of other stakeholders. (10) 

 

2c Assess the difficulties faced by companies seeking to recruit and train staff with digital skills. (12) 

 

2d Evaluate the likely impact of the growing digital economy on labour markets. (20)  
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Practice Paper 3 – Mark scheme 
 

General marking guidance: 

1. The ‘possible content’ below gives suggestions for what a candidate might write. However, any relevant 

content should be rewarded. 

2. Where a question directly mentions some of the stimulus material then this must be referred to in the 

answer in order to get full Application marks. Other references based on the candidate’s own knowledge 

may also be rewarded. 

3. Markers should use the full range of marks. They should not hesitate to give full marks for any question 

where the requirements of the mark scheme have been fully met. Equally, an answer that meets none of 

the criteria should always be given zero. 

 

Question 

1a 
Deciding on the correct level Mark 

Level  Max: 8 

 An answer with no merit. 0 

Level 1 Occasional elements of knowledge, very little application, unconvincing arguments, 

no clear answer to question. 
1-2 

Level 2 Some knowledge and application, developed arguments, limited judgement. 3-5 
Level 3 Convincing knowledge and application, well-developed arguments and balanced 

judgement.  
6-8 

 
 

Question 

1a 
Discuss the view that underemployment is a greater problem in the UK 

than unemployment. 

Mark 

scheme 

Level   
Knowledge Definitions of unemployment and underemployment. Reference to labour 

force. 

2 

Application Could refer to Extract B for historically low levels of UK unemployment; 

and contrast with Extract C for rising trend of part-timers who would like 

full time work. 

2 

Analysis Unemployment currently the less severe problem. Depends on duration and 

numbers affected – with current low levels most may be frictionally 

unemployed. How big a problem is under-employment? Rising numerically 

and linked to low hourly wages. Eats away at hard-earned employment 

rights, representing a casualisation of labour and worsening inequality. 

2 

Evaluation On the other hand, note hard core of early school leavers (Extract A) whose 

unemployment may indicate long-term detachment from the labour force. 

AND underemployment better than nothing. Maintaining contact with the 

world of work is key. The fact it has such a ‘high rate of labour turnover’ 

suggests many are moving on to better things. 

2 
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Question 

1b 
Deciding on the correct level Mark 

Level  Max: 10 

 An answer with no merit. 0 

Level 1 Occasional elements of knowledge, very little application, unconvincing 

arguments, no clear answer to question. 
1-2 

Level 2 Some knowledge and application, developed arguments, limited judgement 3-4 
Level 3 Convincing knowledge and application, well-developed arguments and some 

attempt at balanced judgement.  
5-7 

Level 4 Convincing knowledge and application, well-developed and evaluated 

arguments, impressive focus on question throughout, and an informed, 

personal and balanced judgement. 

8-10 

 
 

Question 

1b 
Using a suitable diagram, assess the view that there is a trade-off between 

low unemployment and low inflation. 

Mark 

scheme 

Level   
Knowledge Understanding a trade-off, reference to (short-run) Phillips curve and/or 

AS/AD model. 

2 

Application Accurate Phillips curve or AS/AD diagram embedded into answer. 2 

Analysis There is a trade-off, using the diagram to explain why this is the case. 3 

Evaluation Trade-off only works for demand shocks, not supply shocks. And in any 

case the trade-off may be short term as unemployment reverts to its long-

term natural rate regardless of the inflation rate. 

3 
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Question 

1c 
Deciding on the correct level Mark 

Level  Max: 12 

 An answer with no merit. 0 

Level 1 Occasional elements of knowledge, very little application, unconvincing 

arguments, no clear answer to question. 
1-2 

Level 2 Some knowledge and application, partially developed arguments, limited 

judgement. 
3-5 

Level 3 Convincing knowledge and application, well-developed arguments and some 

attempt at balanced judgement.  
6-9 

Level 4 Convincing knowledge and application, well-developed and evaluated 

arguments, impressive focus on question throughout, and an informed, 

personal and balanced judgement. 

10-12 

 

 

Question 

1c 
Evaluate the impact of unemployment on firms and individuals. Mark 

scheme 
Level   
Knowledge For individuals, impact on personal finances, on health and well-being. For 

firms, potential loss of demand, but easier to find staff. 

2 

Application For individuals, reference to danger of criminal behavior (end of Extract 

A). Impact more severe after recessions (Extract B) when extent tends to be 

greater.  

For firms, pool of unemployed individuals helps companies particularly 

those looking for casual workers with low skills (see Uber, Deliveroo, in 

Extract C). 

 

2 

Analysis Impact on individuals: dependent on duration of unemployment (reference 

hysteresis); also extent of other sources of family income (e.g. from 

spouse), and of savings, and of age. 

Impact on firms’ demand depends on YED for goods they are selling. 

Inferior goods (e.g. sold by Aldi and Lidl) may actually do better. 

Ability to recruit depends on required skills. A high general level of 

unemployment does not mean firms can find workers with the specific 

skill-sets they require. 

4 

Evaluation For individuals: duration is the key metric, but also cause. Occupational 

immobility when trained for a declining industry will be much more severe 

than frictional unemployment. 

For firms: impact is minor relative to that on individuals, except in very 

specific circumstances (e.g. regional multiplier following closure of local 

major employer). Most firms enjoy risk-bearing economies of scale: width 

of customer base gives considerable protection against rising 

unemployment. 

4 
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Question 

1d 
Deciding on the correct level Mark 

Level  Max: 20 

 An answer with no merit. 0 

Level 1 Occasional elements of knowledge, very little application, unconvincing 

arguments, no clear answer to question. 
1-4 

Level 2 Some knowledge and application, partially developed arguments, limited 

judgement. 
5-9 

Level 3 Convincing knowledge and application, well-developed partially evaluated 

arguments and some attempt at balanced judgement.  
10-15 

Level 4 Convincing knowledge and application, well-developed and fully evaluated 

arguments, impressive focus on question throughout, and an informed, 

personal and balanced judgement showing some sophistication. 

16-20 

 

 

Question 

1d 
Using Extracts A and B, assess the main causes of unemployment in the 

UK. 

Mark 

scheme 

Level   
Knowledge Difference between underlying/natural/NAIRU/voluntary unemployment, 

and Keynesian/demand-deficient/involuntary unemployment on the other. 

4 

Application Must reference the material e.g. Extract B demonstrates a long-term natural 

rate of about 4-to-5% with Keynesian unemployment added on top during 

and after recessions. Extract A gives one explanation for underlying 

unemployment, a hard core of under-educated school leavers. 

4 

Analysis Poor education and geographic immobility (referenced in Extract A) 

generates structural unemployment as the demand for less-skilled labour 

falls in response to technological advances. 

6 

Evaluation No single ‘cause’ is dominant. Extract B shows occasions when recession 

is the main cause. And collapsing current unemployment suggests labour 

market flexibility and the gig economy is a solution. Hence previous high 

levels of unemployment derived from labour market inflexibility and trade 

union power. 

6 
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Q 2a Deciding on the correct level Mark 

Level  Max: 8 

 An answer with no merit. 0 

L 1 Occasional elements of knowledge, very little application, unconvincing arguments, no 

clear answer to question. 
1-2 

L 2 Some knowledge and application, developed arguments, limited judgement. 3-5 
L 3 Convincing knowledge and application, well-developed arguments and balanced 

judgement.  
6-8 

Q. 2a With reference to Extract D, discuss the likely impact of new technologies on 

working conditions. 

Mark 

scheme 

Level   
Kn Working on electronic documents replacing paper; use of internet and cloud 

computing. 

2 

Ap For example, more time spent in front of a screen, possibility of home working, 

potential absence of face-to-face interaction, close monitoring of performance 

(refer to Extract D). 

2 

An Positives: greater productivity feeding through to higher pay. Top companies 

like Google provide fabulous working conditions in purpose-built campuses. 

Increased flexibility with respect to time and location of work: ability to 

combine work from home with caring responsibilities – parenting, care of 

elderly. 

2 

Eval Negatives: loss of human contact, impersonal surveillance mechanisms (refer to 

Extract D again), excessive screen time and excessive sitting down bad for 

health (also RSI). 

2 
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Quest

ion 2b 
Deciding on the correct level Mark 

Level  Max: 10 

 An answer with no merit. 0 

L 1 Occasional elements of knowledge, very little application, unconvincing arguments, no 

clear answer to question. 
1-2 

L 2 Some knowledge and application, developed arguments, limited judgement. 3-4 
L 3 Convincing knowledge and application, well-developed arguments and some attempt at 

balanced judgement.  
5-7 

L 4 Convincing knowledge and application, well-developed and evaluated arguments, 

impressive focus on question throughout, and an informed, personal and balanced 

judgement. 

8-10 

Q. 2b Assess the extent to which labour’s objectives in the work-place are in conflict 

with the objectives of other stakeholders. 

Mark 

scheme 

Level   
Kn Meaning of stakeholders, identifying financial and non-financial objectives.  2 

Ap Application to two other stakeholders e.g. customers, shareholders, suppliers 

(allow managers). 

2 

An Are in conflict because: higher wage levels and/or shorter working hours, other 

things equal, reduce profits. 

 

3 

Eval Look for win-win scenarios: workers seek security and can maximise their 

chances by doing a good job – which benefits all other stake holders. Applies in 

many contexts e.g. fulfilling creative needs, working hard, excelling in customer 

service. 

3 
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Question 

2c 
Deciding on the correct level Mark 

Level  Max: 12 

 An answer with no merit. 0 

Level 1 Occasional elements of knowledge, very little application, unconvincing 

arguments, no clear answer to question. 
1-2 

Level 2 Some knowledge and application, partially developed arguments, limited 

judgement. 
3-5 

Level 3 Convincing knowledge and application, well-developed arguments and some 

attempt at balanced judgement.  
6-9 

Level 4 Convincing knowledge and application, well-developed and evaluated arguments, 

impressive focus on question throughout, and an informed, personal and balanced 

judgement. 

10-12 

Question 

2c 
Assess the difficulties faced by companies seeking to recruit and train staff 

with digital skills. 

Mark 

scheme 

Level   
Knowledge For example, knowledge of recruitment, training, digital skills. 2 

Application In UK, well-developed labour market (refer to Extract E) and generally 

high salaries mean specific skills can normally be met.  

2 

Analysis But difficulties arise in the majority of jobs that are not solely IT, but for 

which a level of digital competence is required – which includes almost all 

white collar jobs. 

Particular problem for older workers who may be less familiar with, for 

example, social networks.  

And for small companies who may not be able to provide on-the-job 

training and who therefore have to access expensive off-the-job courses. 

4 

Evaluation However, levels of digital competence rising fast with IT well-embedded in 

school curricula. 

Online tutorials are available to teach you virtually anything (with MCQ 

assessment), so training not the issue it was. 

Immigration can provide additional young, IT-savvy workers e.g. from 

India. 

4 
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Question 

2d 
Deciding on the correct level Mark 

Level  Max: 20 

 An answer with no merit. 0 

Level 1 Occasional elements of knowledge, very little application, unconvincing 

arguments, no clear answer to question. 
1-4 

Level 2 Some knowledge and application, partially developed arguments, limited 

judgement. 
5-9 

Level 3 Convincing knowledge and application, well-developed partially evaluated 

arguments and some attempt at balanced judgement.  
10-15 

Level 4 Convincing knowledge and application, well-developed and fully evaluated 

arguments, impressive focus on question throughout, and an informed, 

personal and balanced judgement showing some sophistication. 

16-20 

 

Question 

2d 
Evaluate the likely impact of the growing digital economy on labour 

markets. 

Mark 

scheme 

Level   
Knowledge For example, knowledge of labour markets with reference to the supply of 

and demand for various types of labour. Local, national and global markets. 

4 

Application Increased demand for software developers, network managers, web 

designers, LGV drivers (for now). Declining demand for shop assistants, 

filing clerks, typists, journalists. Refer to Figure 1. 

4 

Analysis Shifting demand curves leading to higher wages for growth skills, lower 

wages for declining skills.  

Explosion in gig economy self-employment (e.g. Deliveroo, Uber). 

Demand for labour flexibility. Danger of staff never being off duty e.g. 

answering emails 24/7. 

Jobs demanding a physical presence (nursing, building trades) relatively 

unaffected. 

6 

Evaluation Tech giants are in a position to pay high wages to key workers e.g. in 

research and development. 

Screen-based work can be located anywhere: hence global wage 

convergence on the way (‘law of one price’). 

Frightening speed of change and potential elimination of whole job 

categories (drivers?). 

6 

  

Ques-

tion 
Know- 

ledge 
Appli-

cation 
Analy-

sis 
Evalu-

ation 
Total Specification coverage  

1a 2 2 2 2 8 2.5.4 Unemployment and underemployment 
1b 2 2 3 3 10 2.6.3 Trade-offs: inflation and unemployment 
1c 2 2 4 4 12 2.5.4 Impact of unemployment 
1d 4 4 6 6 20 2.5.4 Causes of unemployment 
2a 2 2 2 2 8 1.1.3 Stakeholder objectives and conflicts 
2b 2 2 3 3 10 3.4.2  Ethical issues, pay and working conditions 
2c 2 2 4 4 12 2.1.4 Recruiting and training staff with digital skills 
2d 4 4 6 6 20 2.1.4  How the digital economy affects markets and 

firms 
Total 20 20 30 30 100  
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Practice Paper 3 - suggested answers 

 
1a Discuss the view that underemployment is a greater problem in the UK than unemployment. (8) 
Answer: Both the unemployed and the under-employed are part of the labour force, part of the group of people 

who are able and willing to work for pay. The unemployed (using the Labour Force Survey definition) are those 

who have not worked at all in the past four weeks, have looked for work and are available to start within a 

fortnight. The underemployed are those who are working but not full-time, and they would like to work more. 

Which is the greater problem in the UK? Unemployment is currently at record lows: Extract B shows it was 4% 

in 2018, the lowest figure since 1975. Conversely, Extract C shows that the under-employed part-timers have 

risen from 2% of the labour force to 4% since the 2008-09 recession, although the percentage is now gently 

declining. This does suggest that under-employment might now be the greater problem. The gig economy 

provides work for many, and prevents its participants from being classed as ‘unemployed’ even if they only 

work for an hour or two every month. But this does not mean they have a stable, long-term means of supporting 

themselves which is what having a full-time job should give you. 

On the other hand, the numbers of unemployed in the Extract C diagram are consistently above the numbers 

under-employed – even though the gap has narrowed. This suggests that unemployment is still the greater 

problem. And of course working part-time still keeps you in touch with working life. It has much easier to make 

the transition from part-time to full-time work than to go from complete unemployment to full-time. So part-

time, gig economy work can be seen as a stepping stone out of poverty, and this is supported by the fact that 

such part-time work is known for its “high rate of labour turnover” (Extract C). This suggests that many part-

time workers are successfully moving on to full-time work, perhaps being replaced by the previously 

unemployed. So, far from being a problem, part-time work may act as a stepping stone to better things. 

 

1b Using a suitable diagram, assess the view that there is a trade-off between low unemployment and 

low inflation. (10) 
Answer: Writing in the 1950s, the economist AW Phillips proposed that an economy could have low 

unemployment or low inflation, but not both. This theory was encapsulated in the well-known Phillips curve, as 

shown below: 

 

 

 

 

 

 

 

 

However, in the long-run the economy will always tend to return to potential output (Yp). At this point there is 

no cyclical unemployment, nor inflationary pressures. There will still be unemployed workers but it will be the 

‘natural’ rate – probably around 4% in the UK. These will consist of the frictionally unemployed and those who 

are structurally unemployed due to occupational or geographical immobility. We may therefore think of the 

above Phillips curve as a short-run phenomenon. In the long-run there will be no trade-off. Rather, the (long-run) 

Phillips curve will be a vertical line above the natural rate of unemployment. There will then be no trade-off 

whatsoever between inflation and unemployment. And this chimes with recent UK experience where we have 

experienced both low inflation (at around the 2% pa target) and low unemployment of 4% at the same time. 

Crucially the vertical long-run Phillips curve means a country can choose whatever inflation rate it likes without 

there being any long-term adverse impact on unemployment. Nevertheless, in the short-run – which may extend 

to a few years – the trade-off undoubtedly exists. 

  

The best way of understanding this is to think of an 

AS/AD diagram. If AD is shifted outwards, the price 

level and real GDP both rise. This increases inflation 

while reducing cyclical (or ‘Keynesian’, demand-

deficient) unemployment. The economy would shift to 

the top left corner of the Phillips curve with low 

unemployment and high inflation.  

Equally, if a demand-shock shifted AD inwards, then the 

price level and inflation would fall, as would GDP. A 

falling GDP will create rising unemployment – the 

economy would shift to the bottom right corner of the 

Phillips curve. 

Providing the AS curve with its positive gradient stays in 

the same position, then the Phillips curve accurately 

describes the policy trade-off. 
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1c Evaluate the impact of unemployment on firms and individuals. (12) 

Answer: The impact of unemployment on any company will depend on what market it is in and where it is 

positioned within that market. Typically, low-end companies selling strictly on the basis of their low price are 

unlikely to suffer much. Indeed, if they are selling inferior goods with a negative income elasticity of demand 

(YED) then increasing unemployment may go hand-in-hand with rising demand. For example, the discount 

stores Aldi and Lidl first started growing in the UK during the last recession of 2008-09, when they started 

taking market share from rivals Asda and Morrisons. At the other end of the spectrum, companies selling luxury 

goods may hardly be affected. Typically the vast majority of the unemployed were doing relatively low-paying 

jobs in the first place, and would therefore not be in the market for luxury goods anyway. Luxury goods 

companies also tend to operate in global markets so unless there is a global recession the impact of rising 

unemployment in just one country will be limited. 

Then of course there is the supply-side to consider. Rising unemployment leads to more job applicants per 

vacancy enabling companies to pick and choose. Companies relying on large numbers of semi-skilled workers 

like fruit farms and fast food outfits will have a ready supply of their most important factor of production, and 

will have reduced training costs as labour turnover falls. 

However, some companies will be very hard hit. In recessions, with unemployment rising, people tend to hang 

onto their existing jobs. This devastates the income stream for estate agents, whose work depends entirely on 

households moving. Associated trades like removals companies, surveyors and solicitors will also suffer, as will 

recruitment agencies. And new start-ups may also find it difficult to establish a foothold. In times of uncertainty 

many households tend to stick with the brands they know and trust; iconic brand John Lewis, for example, had a 

great recession. This makes it that much harder for new companies with new selling propositions. Not 

surprisingly, company closures rise steeply with rising unemployment. 

Turning to individuals, the key feature of being unemployed is its duration. If you experience unemployment for 

a month this will be a totally different experience to being unemployed for a couple of years, both 

psychologically and financially. And of course the longer you are out of work the harder it is to find. On the one 

hand your skills and your self-confidence are likely to decline, a phenomenon known as hysteresis. On the other 

hand, employers may view the fact you have been unemployed for so long as an indication that you were not 

very good at your job in the first place.  

A number of studies have shown that a period of unemployment negatively affects future income for the rest of 

your working life. While some may find new jobs offering the same money, many have to set their sights lower 

in order to get back into employment. Of course, unemployment does not have to end this way. Others are 

brought to a new understanding of the insecurity of working for someone else and set up their own businesses – 

often successfully. However, a note of caution needs to be sounded. “Needs driven” entrepreneurs who set up 

their companies when their job disappears from under them usually do less well than “opportunity driven” 

entrepreneurs who leave a high-paying job because they think they could do better on their own. 

In conclusion, unemployment is an immensely varied phenomenon that will affect different individuals and 

different firms in a number of diverse ways. Those with better outcomes tend to be resilient types – often young 

people – who view a set-back as an opportunity to try something else, and have the energy to see it through to 

completion. 

 

1d Using Extracts A and B, assess the main causes of unemployment in the UK. (20) 

Answer: Unemployment may be divided up into two categories. First, there is cyclical unemployment caused by 

a negative output gap, created when an economy is either in recession or recovering from one. Second, there is a 

level of unemployment that exists even if there is no output gap: the level of unemployment that is associated 

with ‘full employment’, with the economy producing at potential output (Yp). 

What causes cyclical unemployment? It is also known as ‘demand-deficient’ unemployment, which suggests it is 

caused by a shortage of Aggregate Demand (AD). This was the view of JM Keynes and is why it is also known 

as ‘Keynesian’ unemployment. And indeed it is the case that if AD is shifted outwards far enough then a 

recession can be brought to an end. The negative output gap will be eliminated and with it so will cyclical 

unemployment. Of course, inflation will increase at the same time and the government’s budgetary position will 

deteriorate if expansionary fiscal policy is used – but it is nevertheless true that the output gap will be closed. 

This idea that a shortage of AD is to blame is reflected in the Bank of England’s reduction of interest rates from 

0.5% to 0.25% immediately after the shock Brexit referendum result of June 2016. 

However, another way at looking at a recession is that it is caused not by a shortage of AD but by a failure of the 

labour market to be flexible enough to return the economy promptly to potential output. After all, cyclical 
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unemployment represents a surplus of workers: only if this surplus fails to bring wages down to their equilibrium 

level will the surplus persist. With this understanding, the cause of cyclical unemployment is sticky wages rather 

than demand deficiency. And this view is supported by the observation that when wages have been most flexible 

– as, for example, after the 2008-09 recession – cyclical unemployment has fallen relatively quickly. Where, by 

contrast, almost all jobs are full-time and wage levels negotiated by powerful trades unions – as in the 1970s and 

1980s – cyclical unemployment was both greater and lasted longer. This is evident in Extract B where the 

‘humps’ of cyclical unemployment after the 1974-75 and 1980-81 recessions are both longer and higher than 

after the 2008-09 recession. 

Which view is correct? The best way of looking at cyclical unemployment is to say it is initially created by a 

demand shock (or, for that matter, a supply shock as in the 1974-75 and 1980-81 recessions), but is then 

sustained by labour market inflexibility. 

Moving onto ‘underlying’ or ‘natural’ unemployment, this is caused by structural and frictional imperfections. 

People are structurally unemployed if there are jobs available for them but they would either need to move 

location or move industry in order to access them. If they are either geographically or occupationally immobile 

then this is too difficult for them – and they stay unemployed. Then they are frictionally unemployed if jobs are 

available for them but they either haven’t found them yet or they wish to hold out for a better job.  

How serious are these obstacles? In the case of frictional unemployment it is not necessarily inefficient: if 

workers decide to spend a few weeks getting the best job for them then everyone benefits – the worker, the 

company and the taxpayer. Productivity will be that much greater if workers end up in jobs for which they are 

ideally suited. At the other end of the spectrum, some structural unemployment is deep-rooted. Often it occurs 

when workers are functionally illiterate due to a poor schooling experience, as discussed in Extract A. This 

permanently blocks off vast numbers of jobs, and is difficult to put right in later life. In the case of geographical 

immobility large numbers of families in the North of England are unable to afford a house anywhere near 

London. In some cases it may be possible for one parent to weekly commute to the London area, but in other 

cases it may be financially more advantageous to decline the job and stay on benefits. 

This does, of course, raise the question of the level at which out-of-work benefits is set. These have been 

substantially reduced since the 2008-09 recession and this may be one reason why unemployment has fallen so 

sharply even while demand has been weak. Extract B shows that the current 4% unemployment is way below the 

7% achieved after the 1980-81 recession and somewhat below the 5% achieved during the post-millennial boom 

in 2005. Hence another – somewhat controversial – name for underlying unemployment is ‘voluntary’ 

unemployment. The idea here is that, if jobs are available but individuals are unwilling to move or to retrain or 

are holding out for something better then there is an element of choice in their decision. Particularly now that 

female participation rates in the labour force are almost as high as men’s there are many households with two 

earners. In such a context, unemployment on the part of one of them may be much less of a financial strain than 

in a traditional arrangement whereby the entire family income relied on the work of a single male breadwinner. 

We may conclude by observing that the main cause of underlying unemployment in modern Britain is increasing 

wealth on the part of many. With spouses working, savings in the bank for some and out-of-work benefits for 

others a period of unemployment is often no longer the financial catastrophe it once was; hence the urgency of 

taking the initiative to find a job is much less than it was for many.  
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Practice Paper 3 - suggested answers continued 

 

2a With reference to Extract D, discuss the likely impact of new technologies on working conditions. 

(8) 
Answer:  Paper, books and libraries are facing a slow death as electronic communications inexorably take their 

place. This transition has affected millions of workers in the UK for whom the personal computer, the mobile 

phone and the internet have now become the mechanisms through which they generate their output. With so 

much work now taking place in front of a screen this has made possible working from home, or indeed a variety 

of locations. In many respects this has improved working lives. It is possible to work flexibly, combining paid 

work with childcare or grand-parent care in ways that was never possible before. This may indeed herald a return 

to the pattern of pre-industrial societies where work and play on a small farm were not clearly differentiated. A 

further benefit is that the productivity of workers increases as they use new technologies and this often feeds 

through into better pay and working conditions. 

However, working online brings its own difficulties. Workplaces may become less sociable, and those working 

from home may miss the camaraderie of the office. Then an excessive amount of time spent in front of a screen, 

either in a work or a leisure context, brings its own health problems. Chief among these are the obesity epidemic 

affecting all age groups together with eye problems and repetitive strain injury (RSI) to wrists and hands. 

Furthermore, it is possible for employers to scrutinise their workers in unprecedented detail once they are 

working electronically. As Extract D reminds us, companies can purchase software that tracks all computer user 

activity, from counting the number of key strokes to logging and analysing browsing activity. You may see the 

boss less than before but he knows more about your performance. Working conditions may therefore become 

more stressful and isolating than ever before. 

In conclusion whether an individual’s working conditions improve or worsen as new technologies are introduced 

depends largely on who they are. Adaptable and independent go-getters may relish the opportunities that it 

brings. More vulnerable personalities that perhaps rely more heavily on work-place contact – and older workers 

for whom the transition to new technologies is difficult – may feel their working conditions have worsened. 

 

2b Assess the extent to which labour’s objectives in the work-place are in conflict with the objectives of 

other stakeholders. (10) 
 Answer: The stakeholders of a company describe all those people who have an interest in its performance, 

including shareholders, employees, customers, suppliers and the wider community. Their interest may be 

financial or non-financial, for example employees receive both wages from their company but may also receive 

social opportunities and a sense of meaning and purpose from their work. 

Inevitably wages form a large part (perhaps for some the only part) of the motivation for working for a company. 

And here there is a direct conflict with shareholders and customers. This is because higher wages will, other 

things equal, lead to higher prices for customers and lower profits for shareholders. A company can only produce 

so much value added, so for every extra pound the workers get there will be less to share around other interested 

groups. Of course, part of the job of management is to finesse this conflict of interest. Perhaps workers could be 

offered performance-related pay increases so workers only get more money if they generate more sales for the 

benefit of shareholders too. Nevertheless the fact remains that the division of value-added between wages and 

profits – which together make up GDP – remains a key measure of inequality, and more for the shareholders 

does – other things equal – mean less for the workers. This fundamental fact explains why workers are 

traditionally represented by their own organisations – trades unions – to negotiate wages and working conditions 

on their behalf with their employers. 

However, in other respects there is a community of interest. All stakeholders have an interest in their company 

doing well. Google, for example, has been so successful it can provide great salaries for its staff, fabulous 

working conditions at its campus-style offices, a tremendous free service for its customers and unimaginably 

vast profits for its shareholders. A great idea, faithfully executed, brings extensive benefits to all concerned. 

However, it is when companies face hard times and need to contemplate wage cuts and redundancies that the 

conflict of interest most often comes to the fore. Yet even here management and workers can sometimes pull off 

a co-operative solution whereby everybody takes a pay cut in return for having a chance to save the distressed 

company, and their jobs with it. To conclude, both conflict and co-operation lie at the heart of labour’s 

relationship with other stakeholders, and with shareholders in particular. Whether you see conflict or co-

operation in the workplace as dominating the other depends on your personality and lived experience as much as 

on objective reality. 
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2c Assess the difficulties faced by companies seeking to recruit and train staff with digital skills. (12) 
Answer: Recruitment and training are a major cost for most companies and absorb large amounts of 

management time. As the demand for digital skills has soared finding suitably qualified staff has become even 

more of an issue. Often staff have to be employed without the requisite skills and are then subsequently trained 

on the job or sent on courses to get then up to speed with company software. But the reality is that many 

companies never do fulfill their potential because their digital knowledge base in inadequate. Indeed, an ability 

to embrace new digital technologies is often the decider in the competitive struggle, the characteristic that 

determines whether a company grows or dies.  

However, these difficulties are by no means insuperable. Any difficulty or potential difficulty is an opportunity 

for someone to provide a service in a competitive economy and there is a vast range of paid-for courses available 

for a huge range of digital skills. In addition You Tube provides millions of free training videos on virtually any 

subject. Further, as we read in Extract E, recruitment agencies can take a lot of the pain out of finding new staff. 

In return for about six weeks salary (i.e. 12.5% of annual pay, as mentioned in paragraph 3 of Extract E), 

recruitment agencies will find suitably qualified applicants for your job and provide you with a short list to 

interview. Experts in their field, they will also be able to advise on appropriate salaries and the wording of 

advertisements including job descriptions and person specifications. In a capitalist economy there is no business 

problem that cannot be outsourced, and recruitment is right up at the top of functions that can be, and are, 

delegated to others. 

In reality the difficulty often lies not so much in recruiting IT specialists but in raising the general level of IT 

literacy among the rest of the staff. Typically companies have paid for industry-specific software that is installed 

on their computer network and with which new recruits would not necessarily be familiar. The issue is then 

whether they learn how to use the full range of functions the software provides or whether they just learn the 

most essential features on a ‘need to know’ basis. In this case they may never be able to push the company 

forward, but will rather be passive users of whatever technology they are presented with. This is likely to be a 

particular problem with older workers, who generally take longer to learn new skills, and also for smaller 

companies where salaries and skill levels are often lower. 

Of course, one way round these difficulties is to outsource functions that require digital skills. Almost by 

definition any work that is done on a computer can be done anywhere, and India in particular has a vast reservoir 

of IT-literate workers and companies that are happy to take on contract work to do tasks such as company 

accounts and payroll. If legal limits on migration prevent sufficient IT workers moving to Britain then it is often 

possible to email the work overseas instead. 

In conclusion, the rapid pace of change means there is likely to be an issue around the recruitment and training 

of staff with digital skills indefinitely. The major difficulty lies in enabling older workers to acquire the same 

degree of proficiency as their younger counterparts who have benefited from compulsory IT at school and have 

most probably been comfortable around it both at work and at play ever since. Nevertheless free markets provide 

the solution to these difficulties for those who are prepared to take advantage of them. 

 

2d Evaluate the likely impact of the growing digital economy on labour markets. (20) 
Answer: A market is any arrangement whereby buyers and sellers meet to do business, and a labour market is 

one where potential workers sell their time and companies buy it. Traditionally the terms of trade involved the 

worker being offered a full-time, permanent contract on a fixed salary though more flexible types of deal have 

become more common over the past decade. Indeed arrangements whereby an employment relationship is 

avoided entirely have become more common. ‘Gig economy’ workers are often self-employed, have no job 

security and simply turn on their app to find if any work is available as and when they wish. Indeed, this 

casualisation of work is one of the impacts that the digital economy has had on labour markets. Once the 

technology is available for potential customers to summon a pizza (or whatever) directly, for a driver to deliver 

it, and for both parties to rate the other then traditional nine-to-five employment is no longer desirable or 

necessary for many. 
Another major disruption to labour markets is the creation of completely new jobs and the destruction of old 

ones. So there has been increasing demand for network managers, web designers, software developers and LGV 

drivers. On the other hand there has been declining demand for shop assistants, filing clerks, typists and 

journalists. Figure 1 gives an indication of the speed of penetration of the digital economy in the USA. In just 12 

years between 2004 and 2016 the proportion of media consumed online has risen from (roughly) 15% to 65% 

and of office equipment purchased from 15% to 45%. While the move online has been slower for food and other 

consumables the direction of travel is absolutely clear and has profound implications for the nature of work. The 
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diagram below shows the impact on wages of these trends, using the example of network managers as a growth 

area and shop assistants as a declining one. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Starting on the left hand side (LHS), the growing digital economy leads to a decline in the number of physical 

shops and hence an inward shift in the demand for shop assistants. Digital technology also makes possible the 

widespread introduction of self-service tills reducing the demand for labour yet further. The result is a 

substantial decline in the number of shop assistants: the diagram shows a reduction in the order of 50% from L3 

to L4. Wages decline only slightly from W3 to W4 as the SL curve is elastic, reflecting the fact that there are 

many alternative jobs for relatively low-skilled shop assistants. 

On the RHS, there is an explosive increase in the demand for network managers, roughly doubling the quantity 

from L1 to L2. Wages rise sharply, attracting more people into this line of work as indicated by the SL curve’s 

positive gradient. Of course if wages rise very high then more people will retrain and the SL curve may shift 

outwards, reducing pay and increasing yet further the number of network managers. Very high pay – like very 

high profits – is normally a transitory phenomenon until the market adjusts to the signals sent out by high pay 

and high profits respectively. 

These diagrams illustrate the dynamic impact of the growing digital economy on labour markets. It appears that, 

as with previous technological revolutions, there is no net loss of jobs overall. However, there is a shift in 

demand away from less skilled jobs and towards more skilled ones – and many workers will be ill-equipped to 

make the change. At its simplest, shop assistants may find it difficult to become network managers. This is the 

point made in Extract F where we are told that ‘older workers and those with a low level of basic education’ are 

among the groups who will find the transition most challenging. In reality, many older workers will fail to 

reconnect with the world of work, and simply take early retirement. This is generally an undesirable outcome: 

they will on average contribute less in taxes, receive more in benefits, suffer worse physical and mental health, 

and in macroeconomic terms reduce potential output (Yp).  

In conclusion, the growing digital economy will, like any technological advance, have a disruptive effect on 

labour markets. There will be both winners and losers – with some highly skilled and entrepreneurial IT 

professionals winning very big indeed. But there will also be many fields of work where the impact will be much 

smaller. Nurses and primary school teachers, whose job is essentially about person-to-person interaction, will be 

relatively unaffected. The same will be true of jobs where a physical presence is an absolute necessity, such as 

building trades. However, as Figure 1 demonstrates in a slightly different context, although the digital revolution 

will affect different areas of work at different speeds it appears that – in the end – almost all jobs will be changed 

out of all recognition. 


