
Exam Criteria 

 Explain the role and operation of the labour market 

 Explain the interaction between workers and employers 

 Analyse  the factors affecting the supply of labour 

 Analyse  the factors affecting the demand for labour 

 Analyse  the determination of wages through supply and 

demand 

 Explain and calculate gross pay 

 Explain and calculate net pay 

 Explain deductions involved in moving from gross to net pay 

including income tax, national insurance and pension 

contributions 

 

GCSE Economics: Theme 2.7 The Labour Market 
 

 

 

 

 

                  

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

What is the labour market? 

The labour market consists of the supply of labour from households and 

the demand for labour by firms.  The interaction of these will give the price 

for labour (wages). 

Wages provide an income to households but are a cost to firms. 

In a free market the forces of supply and demand would set the wage level 

but governments and trade unions will influence the wage level. 

Why do people do the jobs they do? 

What is meant by the interaction of workers and employers? 

 Individual workers can deal directly with their employer to establish 

wages, working conditions etc 

 Many workers belong to a trade union.  The trade union will interact 

with employers on behalf of its members to establish wages, 

working conditions etc.  This is known as collective bargaining. 

 

Key Vocab 

Word Wall 

Pension- A fixed amount paid at regular intervals to a person or 

their surviving  

Gross - Total amount of pay earns before deductions 

Net – Pay after deductions have been made. 

Levy – Impose a tax 

Key Terms 

Labour market – Where workers sell their labour and employers 

buy the labour: it consists of households’ supply of labour and 

firms’ demand for labour 

Supply of labour – The total number of people who are willing 

and eligible to supply their labour, including the unemployed 

Gross pay – The amount of money an employee earns before any 

deductions are made 

Income tax – A tax levied directly on a personal income (a wage) 

National Insurance – A contribution paid by workers and their 

employers towards the cost of state benefits 

Net pay – The amount of money that an employee is left with 

after deductions are made from gross pay 

Trade Union – An organisation of workers who act to protect and 

further their rights and interests 

 

 

What factors affect the supply of labour? 

 Wage rate – higher wages will attract more workers 

 Other money payments – overtime, bonus payments etc 

 Size of working population – affected by retirement and 

school leaving ages, migration etc 

 Non-monetary factors – working conditions, job security 

etc 

 Barriers to entry – necessary qualifications, trade unions, 

discrimination etc 

 Education and training – will increase the number of skilled 

workers 

 

What main labour markets exist? 

Local Within a short commuting distance of a 
worker’s home 

National This covers the whole of the UK 

International The whole world or a large section (EU) 
 

What smaller interacting 

markets exist within 

each labour market? 

 Qualifications 

 Skills 

 Geographical 

locations 

 

 

What information exchange 

do labour markets rely on? 

 Wage rates 

 Conditions of employment 

 Level of competition 

 Location of the job 

 

 
What might prevent the perfect operation of the labour market? 

There is not perfect mobility in the labour market.  Labour cannot 

move freely from one job to another.  Possible reasons: 

 Lack of skills 

 Unwillingness to relocate 

 Personal factors 

 Lack of information about available jobs (information failure) 

You will learn more about information failure in Topic 2.8 

 

 

 

 

What is the role of the labour market? 

To enable workers who are willing and able to sell their labour to meet 

employers who are willing and able to give them a job. 

To determine the wage rate for this work. 

How are wages determined? (a) 

What is the supply of labour? 

The working population; those who are both willing and able to supply their 

labour.  A potential additional supply of people who are currently inactive. 

Active labour supply Inactive labour supply 

Employed consisting of: Unemployed consisting of: 

Employees Looking after family 

Self-employed Short term sick 

Those on government schemes Long term sick 

Unpaid workers Discouraged workers 

Unemployed Students 

 Retired 

 



vr4gb 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

What is gross pay?  

 
The amount of money an 

employee actually earns before 

any deductions are made.  It 

includes overtime payments, 

bonuses and allowances.  It is gross 

pay that is quoted when 

advertising jobs  

How are wages calculated? 

Study Tips 

Remember that the price of labour is wages.  Wages, not price should 

therefore be used on labour market diagrams. 

What is net pay? 

Net pay is also known as ‘take-home pay’.  It is the 

actual amount of money an employee has to spend 

or save after all deductions have been made. 

Deductions include: 

 Income tax 

 National Insurance 

 Pension contributions 

How are wages determined? (b) 

What is the demand for labour? 

A derived demand as it depends on the demand for the product that the labour helps to 

produce.  If consumers want more of a product, firms will demand more labour. 

What factors affect the demand for labour? 

 The state of the economy – more labour is demanded as the economy grows 

 Demand for goods – If demand in a particular market is growing fast then the demand for labour in the market will increase 

 Wage rates – there is an inverse relationship between ware rates and the demand for labour; less labour will be demanded 

at higher wages 

 Real wages – a fall in real wages may encourage producers to employ more rather than invest in capital 

 Productivity of labour – If this rises, labour may become cheaper than capital investment 

 Profitability of firms – firms making large profits are likely to expand and therefore need more workers. 

 

How does supply and demand determine wages? 

The labour market works in exactly the same way as the markets for goods and 

services in topic 2.4; where supply and demand meet is the equilibrium price for 

labour (the wage). 

 

 

 

 

The demand for labour is dervived from the demand for the 

product or service being produce: 

                  

 

 

 

 

 

The size of any change will depend on the PED and PES of 

labour.  Supply of labour will be inelastic if there are limited 

people who could fulil the role and more elastic if many 

people could fulfil it. 

 

 

 

 

 

 

How do we calculate gross and net pay? 

Gross Pay – Take your base pay (stated on contract) and add any extra payments: 

Payments per month £ 

Wage 2,500 

Bonus 300 

Total 2,800 
 

Net Pay – Depends on which deductions are made 

Gross pay and deductions per annum £ 

Gross pay 24,000 

Income tax 2,512 

National insurance 1,925 

Pension contribution 1,440 

Net pay 18,123 
 n.b. Pension contributions are the monies a worker pays into a workplace pension 

scheme which the employer also pays into.  Student loan repayments are also classed 

as a deduction. 



Exam Criteria
• Explain what is meant by money
• Explain the role of money as a medium of exchange
• Explain what is meant by the financial sector
• Explain the role of banks
• Explain the role of building societies
• Explain the role of insurance companies
• Explain the role of the financial sector for the economy
• Evaluate the importance of the financial sector for consumers
• Evaluate the importance of the financial sector for producers
• Evaluate the importance of the financial sector for the government
• Analyse how different interest rates affect the levels of saving
• Analyse how different interest rates affect the levels of borrowing
• Analyse how different interest rates affect the levels of investment
• Calculate the effects on savings of changes in the rate of interest
• Calculate the effects on borrowings of changes in the rate of interest

GCSE Economics: Theme 2.8 The Role of Money and Financial Markets

What is money?

Anything that is accepted as 
a means of payment for
goods and services.
Consists of notes and coins
(legal tender) and bank
deposits in current  
accounts and savings.

Cheques, debit cards and
credit cards are NOT money
but they allow money to be
transferred between buyers
and sellers.

What is the role of the central bank?

• Issue bank notes and control the supply of money to the economy
•Control monetary policy by setting the bank rate
•Provide financial stability
•Manage the country’s foreign reserves
•Act as a bank for commercial banks
•Be the bank for the government

Key Vocab

Word Wall

Money- Anything that is generally accepted as a means of payment for goods and services

Investment - The purchase of capital goods that are used to produce future goods and services. 
Also an asset purchased to provide an income in the future and/or to be sold at a profit

Annum – By the year, in or for each year, annually

Mortgage – An agreement with a financial institution to borrow money to purchase a property

Key Terms

Medium of exchange - Anything that sets the standard of value of goods and services to all 
parties in a transaction.
Financial sector - Consists of financial organisations and involves the flow of capital
Insurance company - A financial institution that provides compensation for specified loss, 
damage, illness, death in return for an agreed premium.
Building society - A mutual financial institution that is owned by its members. Its primary
objectives are to receive deposits from its members and to lend money for members to 
purchase property.
Rate of interest/interest rate – The cost of borrowing money
Bank rate - The interest rate set by the central bank; all other interest rates are calculated from 
this.

card?

Transfers money
from your current
account to the
seller.

If you do not have
enough money in 
your current
account you
cannot buy the
product.

Why is money important?

What is a debit What is a credit card?

Enables you to buy goods and services whether or not you
have money in your account. If you cannot pay this short
term loan back within 30 days you are charged interest on it.

Retailers are charged for allowing you to use credit cards as
a form of payment.

What is meant by medium of exchange?

Anything that sets the standard of value of goods and
services to all parties in a transaction. Money is the common
form of medium of exchange.

What is the financial sector?

Consists of financial organisations
and involves the flow of capital.

It helps markets to function and 
consumers/households, firms and
governments to economic activities
all within a regulatory framework.

This normally involves the lending
and borrowing of money between
those who have it but do not need to
use it immediately (savers) and those
who want to use it now (borrowers).

What organisations operate in the financial sector?

What is the role of commercial banks?

Take deposits (savings) from customers and turn them into assets
for the bank. Generally changer interest rates higher than the
bank rate.

•Accept deposits and pay interest on them
•Make payments on behalf of their customers
• Issue loans to individuals and firms and issue overdraft facilities
•Offer safe deposit boxes for very expensive items

What is the role of building societies?

Not companies but mutual institutions. Their members (the people who have
money deposited) own them.  Provide saving products and mortgages for
their members.

Different to banks as banks are often listed on the stock exchange. Many 
building societies have now converted to banks following changes in the law.

What is the role of
insurance companies?

A financial institution that
provides compensation
for specified loss, damage,
illness, death in return for
an agreed payment.

• Life Insurance
• General insurance



Why is credit provision important?

Without credit the level of activity in the economy would 
be greatly limited. Credit cards increase consumption by
allowing consumers to buy now and pay later; this has 
encouraged some people to live beyond their means.

Producers can borrow money to enable them to grow
without first having to save the money.

Governments use credit to enable them to spend before
tax revenue is raised or even allowing them to spend
more than they plan to raise in tax revenue (fiscal
policy).

You will learn more about Fiscal Policy in Topic 3.5

Why is liquidity
provision

important?

Liquidity refers to ho
quickly assets can be
turned into cash.
Banks provide the
facility to do this to
households and firms
and this allows them
to function when
receiving unexpected
bills.

Why is the financial sector important?

Study Tips

Be careful how you use the words ‘saving’ and ‘investment’. In
economics saving is done largely by individuals and investment
mainly by firms. However, in finance, investment has another
meaning (see key terms).

Remember that when reading the news or looking information
up on the internet, you may come across ‘rate of interest’ and
‘interest rate’. These are basically the same thing.

Be careful not to say that commercial banks issue notes and
coins. The Bank of England and Wales issues them through the
commercial banks.

Why is risk management
important?

Financial institutions allow
individuals and businesses to pool
their risks from exposure to  
financial markets.

By taking savings from a range of
customers and investing in a
number of companies, the risk of
a customer losing all of their
money is lowered as even if one
investment fails, another might be
doing well.

Why are interest rates important?

How do interest rates affect the level of saving?

In general, higher interest rates will attract savers and falls in
interest rates will result in people reducing their level of
saving. Individuals are compensated for not spending their
money immediately with the interest they gain from saving.
The opportunity cost of receiving interest is not spending
money immediately.

If the interest rate rises
from R to R1 this results in
an increase in demand for
savings from D to
D1resulting in an increase
in savings from Q to Q1.

How do interest rates affect the level of borrowing?

Higher interest rates increase the cost of borrowing. New
borrowing is more expensive and people have to pay more
for any existing borrowing. Both firms and households tend
to borrow less at higher rates of interest.

Also, rising interest rates may encourage people to save
rather than spend which means less goods and services are
purchased which could further deter firms from borrowing as
their revenue falls.

Higher interest rates are likely to lead to an increase in
the foreign exchange value of the pound making exports
more expensive and less competitive; firms will sell less
and reduce borrowing.

How do interest rates affect the level of investment?

The level of investment is inversely related to the rate of interest. A fall in the rate of
interest means the cost of borrowing will fall and also there is lower opportunity involved
in sacrificing saving. Also, lower interest rates will encourage consumer spending and
firms will want to expand to meet demand.

If firms and consumers lack confidence in the economy firms might not increase
investment.

How do you calculate the effect of changes in the interest rate?

Interest on saving:

Amount saved x Interest rate

100

Interest on borrowing:

Amount borrowed x Interest rate

100

In both situations, you need to calculate the original interest payments and the 
new interest payments so that you can calculate the effect of the rate changes.

e.g. Nikki has borrowed £100,000 for one year and is being charged an interest
rate of 5%.

100,000 x 5 = £5,000 interest is being paid on the loan

100

If the interest rate was 5.5%

100,000 x 5.5 = £5,500 interest is being paid on the loan 

100

This method enables you to calculate and draw conclusions about the effect of a
change.



Exam Criteria

• Explain what is meant by economic growth
• Calculate and explain how economic growth is measured with 

reference to Gross Domestic Product (GDP) and GDP per capita
• Analyse recent and historical GDP data
• Analyse the determinants of economic growth, including 

investment, changes in technology, size of workforce, education and 
training, availability of natural resources and government policies

• Evaluate the costs and benefits of economic growth, including the 
impact on economic, social and environmental sustainability

GCSE Economics: Theme 3.1 Economic Growth
What is the meaning of Economic Growth?

Key Vocab

GDP

The total value of output produced in an economy is GDP.  It is also 
equal to the total of incomes in an economy and the total amount 
spent in an economy. 

For example, if a student purchased a textbook for £20, the 
bookseller’s output would be £20, their income from the sale would 
be £20 and the student wold have spent £20. So when there is 
economic growth, output, incomes and spending are rising.

Key Terms
Economic growth - Growth in GDP (value of output)

Gross Domestic Product  (GDP) - Total value of goods and services (output) produced in an economy 
in a year.

GDP per capita - GDP divided by the population.

Determinants of economic growth – Things that make the economy grow - achieved through an 
increase in the quantity or quality of factors of production 

Investment – Spending on capital goods.

Changes in technology - Better technology leads to better quality of capital.

Size of workforce - A larger workforce means there is more labour (a factor of production).

Education and training - An increase in the skills of the workforce will improve the quality of labour.

Availability of natural resources - If there is the discovery of more natural resources, it enables an 
economy to grow.

Government policies - Government investment in infrastructure; management of the macro 
economy and having adopted a mixed economy.

Mixed Economy – A mixed economy means that part of the economy is left to the free market, and 
part of it is managed by the government.

Macro Economy - deals with performance, structure, behaviour, and decision-making of an economy 
as a whole. For example, using interest rates, taxes, and government spending to regulate an 
economy’s growth and stability.

Standard of living – how well off people are, often measured by GDP per capita

Economic Growth

Economic growth is 
the increase in the 
economic activity in 
a country. It is shown 
by the growth in the 
value of output. The 
value of output is 
called GDP.

Total 
Output

Total 
Income

Total 
Spending

= =

How do we Calculate Economic Growth?

To calculate economic growth, the government measures the value of output 
and calculates the rate at which it has changed. It is measured by the 
percentage change in GDP and the formula is:

Change in GDP
Original GDP

X 100

Example:
If a country has a GDP in 2021 of £500 billion and the next year it has risen 
to £510 billion, the rate of growth is:

£10 billion
£500 billion

X 100 = 2%

Total GDP figures are useful 
to show the size of an 
economy as a whole and is 
calculated by adding together 
the value of all output of 
goods and=d services in an 
economy

GDP Per Capita is GP divided by the population and therefore output per 
head of population. It is also average income of each person in the country. 
In the UK GDP per capita grew by 0.8% between 2018 and 2019 but then 
fell by 10.3% in 2020. REMEMBER GDP per capita is an average and the 
actual GDP will be distributed unevenly.

The standard of living is often measured by GDP per capita and is used as a 
comparison between countries of how well off people are.



How Useful is recent and Historical GDP Data?
Study Tip

Don’t confuse GDP and GDP per capita. While GDP is the value
of the output and incomes for the whole economy, GDP per
capita is the average income of each person.

What are the Determinants of Economic Growth?

The figure above shows that economic growth rates are not the same every year. For all years above 
growth was positive except 2020 which was negative. A period of negative growth is known as a 
recession. During such times GDP falls so the economy is producing less than it was previously. 
Economists say that a recession is technically when GDP falls for two or more consecutive quarters of a 
year. If economic growth is positive and high over a period of time it is called a boom. 

Between 2011 and 2019 there was a positive annual growth rate. In 2020 the pandemic happened and 
the UK went into recession with output falling (red bar). Output fell as firms closed and government 
spending reached its highest to fund the vaccine roll out and the furlough system. Consumer spending fell 
overall further affecting output.

What is a Boom?

A boom is a period of high 
economic activity and high levels of 
employment

What is a recession?

A recession is a period of time when 
a country’s GDP falls for two or 
more consecutive quarters

Economists use the terms BOOM 
and RECESSION when analysing a 
country’s GDP

Analysing the Data

Analysing the Data

The graph above shows that when the UK economy entered recession in 
2008, output fell. Less labour was needed to produce fewer goods so 
unemployment rose and thus incomes fell leading to a fall in demand. This 
led to a deeper recession in 2009. 

However the graph shows that by 2010 the economy had come out of 
recession, output was rising so more workers were required to produce 
goods and services and employment rose.  This meant higher incomes and 
more demand until 2020 with the impact of the pandemic caused output 
to fall steeply.

Economic 
Growth

Size of 
Workforce

Natural 
Resources

Education 
and Training

Changes in 
technology

Investment

Government 
Policy

•Economic growth can be caused by 
an increased ability of an economy 
to produce goods and services

•The quality or quantity of factors 
of production affect an economy’s 
potential to make goods or 
services

•Determinants of economic growth 
change the quality or quantity of 
these factors of production

To analyse these 
determinants of 
economic growth, you 
need to be able to explain 
how they might cause 
economic growth using 
logical chains of 
reasoning

Study Tip



Analysing the Determinants of Economic Growth

Study Tip

Evaluating the Costs and Benefits of Economic Growth

Economic, Social and Environmental Sustainability
• Economic growth should improve quality of life now without reducing it in the future
• Costs and benefits of growth can impact factors of production both now and into the future
• Increased production could lead to more pollution causing global warming therefore harming economic stability:

o Reduced factors of production such as land reducing future production
o If homes are lost due to flooding reducing the quality of life
o Areas of the world may experience more extreme weather leading to damage 

Benefits
• More output created
• Greater supply of goods and services leading to a reduction in prices and increase in standard of living
• More workers needed leading to more jobs and lower unemployment
• More tax revenue e.g. through income tax which could be used to improve welfare
• Increase in tax revenue along with reduction in unemployment benefit would improve the budget 

balance

To analyse these 
determinants of 
economic growth, you 
need to be able to 
explain how they might 
cause economic growth 
using logical chains of 
reasoning

Study TipInvestment
Investment is spending on capital 
goods by firms
• Capital goods are man made aids 

to production such as delivery 
vehicles and computers

• They can be faster and more 
efficient than workers doing a job

• They might also be used by 
workers to help them work more 
efficiently

• This can lead to the economy 
being able to make more in the 
future .

Changes in Technology
• Advances in technology can 

improve the quality of capital 
goods

• This means the same amount of 
capital can make more goods and 
services

• E.g. if a restaurant’s oven is 
replaced with one that heats up 
faster, customers are now served 
more efficiently

• Improved capital may mean a 
country can use all its factors of 
production more efficiently.

Size of Workforce
• The size of the labour force is the 

quantity of people willing and 
able to work in an economy

• This is the number of people who 
either have jobs or who are 
looking for them

• An increase in the number of 
potential workers means more 
can be made

• This is because there is an 
increase in the factors of 
production

• E.g. and increase in immigration 
may increase the quantity of 
labour available to work

Education and Training
• Affects the quality and quantity 

of the labour factor of production
• An increase in spending on 

education may lead to a more 
skilled future workforce

• These workers are more 
productive and can increase the 
number of goods and services 
produced

• This increase in output could 
mean an increase in GDP and 
economic growth

Natural Resources
• The quantity affects the land factor 

of production
• If a country finds new natural 

resources such as oil, it can either 
sell to other countries or use them 
to make more goods and services

• Both of these could lead to an 
increase in output, GDP and 
economic growth

• A country may also face a decrease 
in natural resources such as losing 
land due to rising sea levels

• This can mean it’s less able to make 
as much output and economic 
growth may decrease or become 
negative

Government Policies
• The amount of government 

intervention in a country will depend 
on the type of economy – mixed, 
command or market

• Policies may be ones that affect 
specific markets or the whole economy

• A supply side example maybe 
providing more roads or broadband

• Improved infrastructure could make it 
easier to supply goods and services 
therefore increasing efficiency and 
lowering costs

• This can lead to increased output GDP 
and economic growth

• Policies can also affect total demand 
within an economy and economic 
growth e.g. income tax levels

To work out whether there is a positive 
or negative impact on supply and 
economic growth, think about whether 
the intervention makes it easier/harder 
or more costly/cheaper to produce

Costs
• More pollution affecting quality of life
• More pollution affecting the environment
• Depletion of non renewable resources due to increased use of raw materials
• More pressure on workers leading to workplace stress and affecting mental health
• Increase in inflation if demand increases faster than supply
• Increased inflation makes goods more expensive for export, leading to decreased competitiveness
• Inequality of incomes if increases are not spread evenly
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