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Teaching topics in line with the AO's 

Economic factors affecting businesses (5-6 hours approx.) 

Introduction 

In the specifications: 

(WJEC Unit 4, Eduqas A Level Component 3) 

Economic 

Explain how economic factors affect business activity 

Explain what is meant by economic growth and the business cycle and their 
measurement (GDP) 

Explain what is meant by inflation including its measurement and causes 

Explain what is meant by interest rates 

Explain what is meant by exchange rates 

Explain what is meant by unemployment 

Evaluate the impact of the business cycle, inflation, interest rates, exchange rates and 
unemployment on businesses and its stakeholders 

Step 1 (set before the lesson as homework- 1 hour activity): 

Students to research what is meant by different economic variables.  This allows AO1 to be done 
independently which frees up more lesson time for AO2, AO3 and AO4. 

Example template for student’s research: 

Your task is to research how economic factors can impact on businesses and its stakeholders.  

Task 1 can you complete the table below to demonstrate your knowledge of economic factors (AO1). 

Resources:  WJEC Eduqas A Level Business Year 2 Strategy, analysis and a changing world textbook 
2017. http://resources.wjec.co.uk/. 

http://resources.wjec.co.uk/
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Economic key 
terms 

Student notes (example provided) 

Economic growth This is the percentage change in GDP year on year. 

The Business cycle The fluctuations of economic output in a country. Boom, recession (downturn) 
and recovery. Boom is where GDP is rising year on year, recession is where 
GDP is negative year on year, while a recovery is slight improvements in GDP 
following a recession. 

Gross domestic 
product (GDP) 

Total value of goods and services (output) in a country at a given time. In its 
basic form it’s the total revenue made in the whole country. 

Inflation The general rise in price levels of an economy (country). 

How inflation is 
measured (CPI 
versus CPIH) 

Both CPI and CPIH are collected using the same method: 
Basket of goods. 
Prices collected each month. 
Prices compared to the same month last year. 
Each good is weighted to reflect the proportion spent on them. 
Each year the basket is updated to reflect consumer buying habits. 
CPIH unlike the CPI includes owner occupier costs (rent and council tax) and 
is the main measure of UK inflation since March 2017. 

Describe the two 
main causes of 
inflation 

Cost-push inflation is where prices rise to cover higher costs of production e.g. 
higher raw material prices, higher wage costs. 
Demand-pull inflation is where prices rise due to demand rising faster than 
supply usually in a growing economy (boom). 

Unemployment People who are willing and able to work but do not currently have a job. Does 
not include students in full time education, people caring for others, people 
with disabilities preventing them from working and the elderly. 

Interest rates The cost of borrowing (interest) when taking out loans. 
The reward for savings (interest gained) for keeping money in bank accounts. 

Exchange rates for 
exporters and 
importers 

How much it costs to buy different currencies. Exporters prefer a weak 
currency so that foreigners will find the export cheaper, while importers prefer 
a stronger currency, as they can purchase stock from abroad for less. 

 

Step 2: (20 minutes): 

Assess AO1 research activity during the first 20 minutes of the lesson 

 

Step 3: (50 minutes): 

Students to research recent UK trends of each economic indicator, completing the table below (AO1) 

 
Resources:   https://tradingeconomics.com/united-kingdom/indicators          

http://www.xe.com/currencycharts        
Google 
BBC news website 

 

https://tradingeconomics.com/united-kingdom/indicators
http://www.xe.com/currencycharts
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Economic 
indicator 

Current data 3-5 year trend 

GDP growth rate   

Unemployment   

Inflation   

Real wage growth   

Interest rates   

 

Economic 
indicator 

2015 2018 3 year trend 

Pound to Euro 
exchange rate 

   

Pound to USD 
exchange rate 

   

 
Example student response: 

 

Economic 
indicator 

Current data (Jan 
2018) 

3-5 year trend 

GDP growth rate 0.5% The UK has been growing each quarter by 0.2 to 0.6% 
on average since 2015 suggesting that the UK is still in 
recovery, with slowly increasing GDP. 

Unemployment 4.3% Unemployment has been steadily falling over the past 
5 years. It is currently the lowest it has been since 
1975. 

Inflation 3.1% Inflation has been increasing steadily since 2015 and 
increased more rapidly since the vote to leave the EU 
in June 2016 which made the pound weak and imports 
of raw materials more expensive (cost-push inflation). 

Real wage growth Earnings: 2.2% 
growth 

Earnings growth is now lower than inflation resulting in 
real income levels falling in 2017. Only 2016 in recent 
years seen a rise in real wage growth. 

Interest rates 0.5% In 2017 interest rates went up and are predicted to rise 
in 2018. 
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Economic 
indicator 

2015 2018 3 year trend 

Pound to Euro 
exchange rate 

£1: €1.4 £1: €1.1 The pound has become weaker against the euro; 
therefore the euro has become stronger against the 
pound. 

Pound to USD 
exchange rate 

£1:$1.5 £1:$1.4 The pound has become weaker against the dollar; 
therefore the dollar has become stronger against the 
pound. 

 

Step 4 (30 to 40 minutes): 

Assess AO2 by giving students business scenarios/case studies to encourage application of 
knowledge, how the trends in economic variables may affect different types of businesses. 

 
Example business scenarios: 

3-4 scenarios per group (depending on time available). 

Can you identify how different businesses may be affected differently by the changing economic variables 
identified in your research? 
 
Possible business scenarios given to students: 

• Normal income elastic (and price elastic) selling businesses such as those who sell cars 
(Nissan), holidays (TUI) or provide services such as theme parks, zoos and cinemas. 

• Normal income inelastic (and price inelastic) selling businesses such as those who sell 
petrol (Shell/BP), bread, and baked beans. 

• Tesco’s who import many of its food and drink items found in UK supermarkets such as 
wine and cheese from France.  

• Nissan who export over 50% of its cars made in the UK to Europe and beyond. 
• Apple and their new iPhone, iPad and Apple Watch. 
• Ferrari, Gucci, businesses targeting the high end niche of the market.  
• Inferior goods/discount stores such as Aldi, Lidl, Poundland and Sports Direct. 

 
Example answers: 

 
• Cars (e.g. Nissan) and holiday companies e.g. (TUI) 

o A fall in real wage growth may mean that the first items to be cut from customers spending 
are normal elastic items that aren't necessary such as holidays. 

o It will become more expensive to borrow to update robotics used to make cars or to fund R&D 
in new designs of cars.  The same goes for investment in new planes for TUI. 

o A fall in the value of the pound will make it cheaper for foreigners to purchase Nissan cars. 
o Nissan may have to pay more to import steel to produce cars. 
o UK consumers will find holidays abroad less appealing due to the weaker pound. 

 
• BP – Petrol 

o Is regarded as an essential necessity item and so it is likely that the changing levels of 
unemployment, inflation, real wage growth and GDP will have little effect on the day to 
day purchasing of petrol for everyday households. 

 
• Apple 

o Coming up with new product releases every year may encourage brand loyalty and 
repeat sales.  Those who are brand loyal may still commit to Apple products even if real 
incomes are falling and economic growth is weak. 
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• Gucci and Ferrari 

o Less affected by changes in economic variables as the super-rich will still buy these 
products regardless of changes to economic indicators. 

Students should aim to cover at least 3 different economic factors for each business scenario. 

Step 5 (40-50 minutes): 

It is likely that students would have already started to analyse the impact of economic indicators 
when investigating the different business scenarios in step 4. Assess AO3 directly by asking 
students to explain the positive and negative impact of these economic factors on their three-four 
business scenarios as well as the impact on three different stakeholders of each business. 

 
Example: Nissan 

Positive impact on the business: 
• Higher sales in Europe due to the pound becoming weaker making prices seem cheaper to 

foreigners. 
• Greater scope of economies of scale and increased profits 
• More profits to re-invest into R&D of new electric cars. 

 
Positive impact on different stakeholders: 

• Shareholders: more dividends through greater revenues and profit. 
• European customers: cheaper prices. 
• Employees: increased job security through increased foreign demand and job opportunities. 
 

Negative impact on the business: 
• Loss of UK sales due to a fall in real incomes despite a fall in UK unemployment (income elastic). 
• Higher costs of borrowing could result in higher mortgage payments and loans taken out to fund 

R&D or make improvements to the production process e.g. new robots to weld/paint. 
• Higher costs of importing steel to make the cars due to a weaker pound causing higher inflation. 
• Lower profit made from UK customers due to less sales and higher potential costs. 

 
Negative impact on stakeholders: 

• Shareholders: may receive fewer dividends due to less domestic UK demand. 
• UK Customers: may face higher prices due to higher cost-push inflation. 
• Employees: jobs dependent on UK demand may come under pressure.  They may demand 

higher wages to match inflation causing a wage price spiral for the business and the economy. 
• Government: may receive less tax if overall profits fall. 

 
Repeat for other business scenarios covering at least 3 different economic factors in each scenario. 
 

Step 6  (30 minutes): 

Assess AO4 by asking students to come up with as many key depends upon factors that will 
ultimately determine whether the businesses studied will benefit more than not due to changes in the 
economic factors of the UK. 
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Example: Nissan 
 
Depends on: 
• If higher EU sales outweigh the loss of UK sales. 
• If Nissan exports more than they import (due to the true effect of the weaker pound), it can be 

argued that they export more than they import. 
• The price elasticity of demand – whether foreign demand will increase by a greater amount than 

the price fall due to a weaker pound.  It can be argued that Nissan are elastic. 
• The income elasticity of demand – whether a fall in real incomes is a concern despite 

unemployment falling, in Nissans case you would think so. 
• Whether Nissan needs to borrow to fund its purchases/investments. 

 
Repeat for other business scenarios. 
 

Step 7 (60 minutes): 

WJEC Unit 4/Eduqas Component 3 exam style questions 

 
a. Explain how a weaker exchange rate may impact multinational confectionary businesses 

such as Nestle, Cadburys and Mars.                                  
[10] 

 

 AO1 AO2 AO3 

 
 

Band 3 

4 marks 
Excellent understanding of 

the impact of weaker 
exchange rates on imports 

and exports 

4 marks 
Excellent application of the 

effects of a weaker 
exchange rate on 

confectionary businesses 

 

 
 

Band 2 

2-3 marks 
Good understanding of the 

impact of weaker 
exchange rates on imports 

and exports 

2-3 marks 
Good application of the 

effects of a weaker 
exchange rate on 

confectionary businesses 

2 marks 
Good analysis of the 
impact of a weaker 
exchange rate on 

businesses. 

 
 

Band 1 

1 mark 
Limited understanding of 

the impact of weaker 
exchange rates on imports 

and exports 

1 mark 
Limited application of the 

effects of a weaker 
exchange rate on 

confectionary businesses 

1 mark 
Limited analysis of the 

impact of a weaker 
exchange rate on 

businesses. 
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b. Discuss the view that the recent changes in the UK's economic environment has been 
bad for all businesses that operate in the UK.      [20] 
 
 AO1 AO3 AO4 
 
 
 

Band 3 

 6-8 marks 
Excellent analysis of the 

impact of different 
economic factors on 

businesses. The analysis is 
balanced and detailed. 

6-8 marks 
Excellent well balanced 
evaluation with depend 

on factors explained. 
Clear judgements are 

made that focuses on the 
view of ‘all businesses’. 

 
 
 
 

Band 2 

3-4 marks 
Good understanding of 
how different economic 

factors may affect different 
businesses. Considering 

at least 3 different 
economic factors. 

3-5 marks 
Good analysis of the impact 

of different economic 
factors on businesses. The 

analysis is uneven with 
some well-developed 

points. 

3-5 marks 
Good, reasonably well 
balanced evaluation. 

Judgements are made with 
an attempt to support their 

evaluation. The learner 
focuses on ‘all businesses’ 

and describes some 
depends on factors. 

 
 
 

Band 1 

1-2 marks 
Limited understanding of 
how different economic 

factors may affect different 
businesses. Considering 
at least 1 to 2 different 

economic factors. 

1-2 marks 
Limited analysis of the 

impact of different 
economic factors on 

businesses. Superficial 
analysis that lacks depth. 

1-2 marks 
Limited, one-sided 

evaluation. Superficial 
unsupported judgements. 
The evaluation is uneven 

and one-sided. There is no 
conclusion. 

 




