
Gareth Jones - http://cyro.cs-territories.com / 
 

Examiners Hints and Tips: Unit 4 – The Economics of 
W ork and Leisure (Unit 2884) 
 
Reports 
 

• A im  to split the tim e proportionately betw een the case study and the essay; i.e. 
spend approxim ately 40 m inutes on the case study and 50 m inutes on the essay. 

• O nly attem pt one essay question. 

• W hen looking at the case study, be aw are that the written m aterial is as relevant as 
any data you are given and it often contains im portant assistance to you in 
answ ering the questions. 

• Pay close attention to the directive w ords. 
o State and explain requires both  stating and explaining. 
o Com m ent, Discuss and To w hat extent are the m ost com m only used term s 

for the evaluative questions: They all require tw o sided answ ers. 

• The unit assum es know ledge covered in the A S units The Market System  and 
Market Failure so look at the exam iners tips sheets for these units to cover the 
theoretical content assum ed. 

• W hen doing the essay alw ays define clearly any technical term s used in the 
question in your opening paragraph. 

• Learn and use diagram s. Make sure you explain w hat they show  in your text. 
D on’t just draw  them  and then not m ention them . 

• Make sure you know  both short run and long run diagram s for each m arket 
structure and can explain the transition betw een them  and the link to efficiency in 
each case. 

• The second half of the essay question is alw ays looking for a tw o-sided discussion 
based on theory but clearly applied to the exam  question. 

• The discussion should develop a series of points and not just list them . A2 requires 
evaluation of the pros and cons. 

• O ften the essay w ill put forw ard an argum ent w ith the directive ‘to w hat extent’; 
you should explain the argum ent proposed then com e up w ith other, alternative 
argum ents w hich you m ust explain. Finally you should conclude by answ ering the 
‘to w hat extent’ elem ent. 

• If asked to ‘discuss’ various policy options you should consider how effective the 
policies you are proposing w ould be in achieving the objective (e.g. likely to 
succeed; m ay ham per other objectives etc.). 

• If you can, challenge the questions contention; if you do this successfully you are 
guaranteed a high m ark. 

 
Content 
 

• Labour productivity: O utput per w orker per tim e period. This can be increased by: 
o Better organisation of labour. 
o Increased capital per w orker. 

• Marginal Revenue Product =  MPP x MR. 
o MPP is the productivity of w orkers in term s of output, and is affected by 

the law  of dim inishing returns in the short run. 
o MR = P under perfect com petition, MR < P in other m arkets. 
o MRP is the dem and curve for labour. 
o W ages are determ ined by both the dem and (=MRP) for labour and the 

supply of labour (skills requires, net advantages). 
o N et advantages of an occupation include training and qualifications, 

natural abilities, trade unions and pay. 
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• O pportunity cost: Definition and application (e.g. in term s of tim e and/or m oney; 
w ages are the opportunity cost of leisure). 

• Substitution and Incom e effects and their application in the choice betw een w ork 
and leisure. It is the balance betw een the tw o effects for a w orker w hich 
determ ines his/her response to a w age increase and m ay lead in particular 
circum stances to a backw ard sloping short-term  supply curve. 

• Reasons for…  

Less leisure time in future M ore leisure time in future 

• Decline in the pow er of trade unions. 

• Econom ic globalisation pressures to 
w ork longer. 

• Introduction of new  technology. 

• Increase in real incom es m ean people 
substitute leisure for w ork. 
 

• Possible w ays to increase U K labour supply: 
o Change legislation (on relevant age and/or school leaving age). 
o Taxation incentives. 
o Encourage im m igration/discourage em igration. 
o Increase real earnings (to m ake the opportunity cost of leisure greater). 

• Reasons for labour m arket failure: 
o Lack of perfect com petition (in product and/or labour m arkets). 
o Trade union activity. 
o Im perfect inform ation. 
o Im m obility. 
o Discrim ination. 
o Monopsony. 

• Consequences of labour m arket failures include: 
o N on-com peting labour m arkets. 
o Persistent w age differentials. 
o U nem ploym ent. 
o Inequality. 

• W ays a governm ent can m inim ise labour m arket failures: 
o Im prove provision of appropriate inform ation to decrease im m obility and 

increase com petition.. 
o Law s to lim it the pow ers of trade unions. 
o Policies to increase education/training/retraining. 
o Law s to outlaw  discrim ination. 
o Policies to increase geographical m obility. 

• Labour m obility can be im proved by governm ent policies: 
o Geographical: im proved inform ation, housing, London allow ances. 
o O ccupational: training/re-training, im proved inform ation. 
o N orm ally you w ould have to evaluate how  effective you think such 

policies w ould be (i.e. reasons w hy they m ight not w ork). 

• Trade unions as a cause of labour m arket failure: 
o W ages are higher than the free m arket equilibrium  and num ber of 

em ployed w orkers low er. 
o Trade unions restrict supply – ‘closed shop’ – to gain collective bargaining 

ability. 
o Industrial action: 

� Possible effect of trade industry activity. 
� Decreases the international com petitiveness of the U K as trade 

unions increase w ages so increase unit labour costs. It could be 
argued that higher w ages m ay offset this by causing U K w orkers to 
be m ore productive and produce higher quality output. 

• Vertical Integration. 
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=MRP 

• Market Structures: D iagrams, key criteria for each m arket structure (see A S tips 
revision sheets), how  prices are determ ined in each structure, level of profits in the 
long run/short run in each structure, contestability in each structure, im plications 
for consum ers of the m arket structure (e.g. price, choice, quality, innovation), 
efficiency w ithin the m arket structure (both productive and allocative). 

• Contestability is linked to barriers to entry/exit. Link contestability to different 
m arket structures. The im pact of contestability on m arket outputs (i.e. price, 
output, efficiency and benefits to consum ers). N .B. Consum ers can, in som e 
circum stances, benefit from  less contestability e.g. econom ies of scale. 

• Minim um  w age: Definition; its effect depends upon its level relative to the free 
m arket equilibrium  in any occupation: 

o Effect on em ploym ent: depends upon the elasticity of demand for the 
labour (i.e. is there a substitute for labour – capital?). 

o Effect of m inim um  w age on poverty (know  the difference betw een 
absolute and relative) versus other approaches to decrease poverty 
(progressive taxation, governm ent paym ent of benefits, governm ent 
provision of goods/services). 

• Real m eans adjusted to take account of changes in the price level (i.e. inflation). 

• Retraining: Reasons w hy this m ay not occur include: 
o The level of skill differences. 
o N on-m onetary advantages. 
o O pportunity cost of retraining. 

• Earnings: The rew ard for w ork: Determ ined by dem and and supply forces. 

Supply factors D emand factors 

• Abilities 

• Q ualification 

• Artificial barriers (e.g. trade unions) 

• Alternative em ploym ent options 
(including non-m onetary net advantage 
aspects). 

• Productivity. 

• Dem and for and price of 
product. 

• Labour substitutability. 
 

• Transfer earnings and econom ic rent 
o Earnings are the total rew ard for w ork. 
o Transfer earnings are the m inim um  acceptable rew ard to w ork in a 

particular job. Link this to: 
� Cash opportunity cost. 
� N on-m onetary rew ards (perks of a job). 

o Econom ic rent is the rew ard above transfer earnings. 
o Consider the short run/long run. 
o Learn the diagram. 
o A pplications of econom ic rent to explain differences in earnings betw een 

w orkers; w hy som e w orkers receive high w ages in the long run i.e. barriers 
to entry m ean supply is inelastic. 

• The effectiveness of a trade union depends on: 
o Its size. 
o Its coverage (geographical and %  of relevant w orkforce). 
o W illingness/ability to take industrial action. 

• H ow  w orkers can increase earnings: 
o Via trade union actions to com bat pow er of m onopoly em ployers. 
o If there is an increased dem and for those w orkers. 
o Decrease attractiveness of non-m onetary advantages. 
o Move job/region. 

• Difference betw een direct (on incom e, w ealth and profits) and indirect taxes (on 
spending), progressive/regressive and their effect on incom e distribution. 
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Progressive taxes as a m eans of reducing inequality, w eaknesses in this argum ent 
include disincentive problem s and avoidance problem s. 

• N et advantages: The com bination of pay and pecuniary (and non-pecuniary) 
advantages and disadvantages, e.g. low  status, unsocial hours. 

o In a free m arket, the long run equalisation process m eans labour m oves 
from  low  to higher net advantage occupations. 

• Causes of inequality in the U K (both incom e and w ealth): 
o A bilities and qualifications. 
o Labour m arket pow er 
o H ours w orked 
o Discrim ination 
o A ge 
o H ousehold factors 
o U nem ploym ent and benefits system  
o Taxation system  
o Property ow nership 
o Inheritance (w ealth only) 

• Policies to reduce inequality could include: 
o Tax and benefits system  
o Em ploym ent opportunities 
o Minim um  w age 
o Education policies 

 
This docum ent is based on O CR exam iners reports from  January 2002 to June 2004 and m ark schem es from  January 2002 to 
June 2004. This is the third version of this docum ent, created on 06/01/05. 


