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Learning outcomes

By studying this unit you will be able to:

� defi ne the term economic climate

� explain the possible impact of changes in the economic climate on businesses

� analyse how businesses may respond to changes in the economic climate

� recommend strategies that businesses can use to respond to changes in the economic climate.

Case study: Comet and Carpet Right 

Two businesses affected by the recession

In the 2000s, Comet was a giant of the high street 
and the retail parks. It sold a range of electrical 
goods from washing machines and refrigerators 
to computers and printers. Carpet Right, another 
chain, retailed cheap, lower quality carpets. 
It had shops on out-of-town retail parks. Both 
businesses had been very successful.

In 2008, the UK economy went into recession. 
Many people lost their jobs and their incomes 
fell. Others kept their jobs but had to take pay 
cuts. As a result, consumer spending fell, 
particularly on ‘big ticket’ items – exactly the 
kind of goods that both Comet and Carpet Right 
sold. Both companies experienced a fall in sales. 

By December 2012, Comet had closed. Carpet 
Right, however, survived some big losses and 
began to do better. It started to sell better quality 
and more expensive carpets and improved the 
quality of customer service. It also closed some 
stores to reduce costs and started to provide 
interest-free credit.

Carpet Right has continued to thrive since 2012. 
In the year to 30 April 2016, profi ts increased 
by 33.1 per cent and like for like sales grew by 
4.8 per cent. Just to show it is not standing still, 
it launched a rebrand in July 2016 along with 
some new products. It is refurbishing 100 stores 
across the UK.

6 Infl uences on business

6.2 The economic climate
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6.2 The economic climate

The economic climate
The economic climate refers to the state of the 
economy a business operates in. The economic climate 
may be favourable when it is good for business, or 
unfavourable when it is bad for business. However, 
a favourable climate for one business is not always 
favourable for another.

In this unit, we focus on two main aspects of the 
economic climate: income and employment.

Income and employment levels
Income is the amount of money that people receive 
from work and from assets they own such as shares 
and property. It influences the amount that people can 
spend as consumers. Generally, when income goes 
up, people have more money and so spending rises 
and businesses sell more goods. Businesses might 
also be able to raise prices to increase their profits 
knowing that customers can afford to pay more. 
When incomes fall, the opposite happens – spending 
falls and businesses sell less. A useful measure of 
income is income per head – the average income of 
people in the UK.

The level of employment is the number of people in 
work, whilst the level of unemployment is the number 
of people out of work. There is a link between 
employment and income. When employment rises, 
normally there will be a rise in income and when 
employment falls and unemployment rises, there will 
be a fall in income.

Three other terms are useful. Gross domestic product, 
usually referred to as GDP, is a measure of the amount 
of goods and services that a country produces in a 
year. The level of GDP strongly influences the level 
of income in a country. Economic growth refers to a 
period of time when GDP in a country is rising and 
the speed at which economic growth occurs is usually 
expressed as a percentage. For example, economic 
growth of 0.5 per cent in a year would not be very fast, 
whilst growth of over 3 per cent would be considered 
very good. Sometimes the GDP of a country falls and 
when this happens it is called a recession.

Sales figures can have an impact on employment

In a recession, incomes will fall. Businesses cannot sell 
as much and so cut production, while some businesses 
will have to lay workers off and other businesses may 
reduce the hours that they ask employees to work. 
This causes employment to fall and unemployment 
to rise. For both of these reasons, income will fall and 
this will reduce consumers’ spending.

In the UK there was a recession which started in 2008 
and ended in the final quarter of 2009. GDP fell by 6 per 
cent – a huge drop. Unemployment rose and incomes 
fell and this is what caused problems for businesses like 
Comet and Carpet Right. Many people could not afford 
to buy expensive items such as electronic goods and 
carpets, and so sales and profits fell. Economic growth 
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was very slow in the years after the recession ended 
and it was not until 2013 that the UK economy began 
to produce more goods and services each year than it 
had produced before the recession. Employment did 
begin to rise but only slowly at first, and many of the 
new jobs that came into existence were only part-time 
jobs or jobs with zero hour contracts. Many new jobs 
were not very well paid and so income and spending 
rose only slowly at first. In the middle of the 2010–20 
decade, employment reached record levels, boosted by 
the number of immigrants coming to work in the UK.

Distribution of income
So far we have looked at changes in the levels of 
income and employment. However, it is possible for 
the distribution of income to change. This refers to 
the gap between the rich and the poor, which has 
widened in the UK since the 1980s. Typically, lower-
income people have been getting better off but so too 
have many of the rich, and their incomes have been 
rising more quickly. 

International economic climate
The international economic climate can also change 
and this can affect business in the UK. There may be 
a world recession or a recession in a country or area 
with which UK businesses trade a lot. The European 
Union and the US were affected by the 2008 to 2009 
recession as well as the UK, which reduced demand 
for UK goods and services. The US economy grew 
well after the recession but the European economy 
grew only very slowly. This restricted the growth in 
exports for UK firms that sold to the other businesses 
in European countries.

Responding to changes in 
the economic climate
As mentioned before, Comet closed as a result of 
the fall in employment and income but Carpet Right 
was able to continue trading. Jaguar Land Rover 
responded to changes in the international economic 
climate, as discussed on page 5. Other businesses 
actually did really well during the recession and 
the period of slowly rising incomes after it. How a 
recession affects a business will depend on what type 
of business it is and how it responds to the change in 
the economic climate.

The Carpet Right case study shows that businesses 
can overcome problems caused by a poor economic 
climate while the Aldi case study on page 5 shows 
that a poor economic climate can provide a business 
opportunity. Both businesses employed strategies 
which led to success. 

Activity 1 – zone activity

Leisure plc is considering expanding its chain 
of leisure centres. The statements below 
describe different economic conditions. Put 
each statement under the correct ‘advantage’ 
or ‘disadvantage’ heading in the table to 
state whether or not it would help Leisure plc 
to expand.

A Employment is rising.

B Consumers are not confident as they fear a 
recession is coming.

C Spending in the economy is high.

D Many businesses are saying that their sales 
are falling.

e Earnings are rising steadily as businesses 
increase production.

F Most new jobs are part-time.

G The international economy is growing quickly.

Advantage – it will 
help Leisure plc to 
expand

Disadvantage – it will 
not help Leisure plc 
to expand

Case study: Jaguar Land Rover

JLR is a prestigious brand in the international market

2015 was an interesting year for Jaguar Land 
Rover (JLR). JLR has been one of the great British 
success stories since being taken over by the 
Indian company, TATA, in 2008. It had enjoyed huge 
increases in sales and profits and had increased 
production and employment significantly in its UK 
factories. A large part of its success had been its 

exports to China where the economic climate had 
been very favourable. China had enjoyed rapid 
economic growth for many years, often as high 
as 10 per cent per year. Due to a growing middle 
class in China with high incomes, who wanted to 
buy prestige goods such as expensive cars, JLR 
cars enjoyed strong sales.

However, economic growth in China began to slow 
down and the popularity of JLR cars began to wane. 
In the first six months of 2015, JLR sales in China fell 
by 28 per cent. JLR made a loss of £157m. However, 
JLR responded by increasing its marketing in other 
parts of the world. In the UK and US, where the 
economic climate was more favourable, sales grew 
by 23 per cent and 28 per cent respectively. Sales 
grew by 35 per cent in the rest of Europe despite 
a less favourable economic climate. In addition to 
changes to its marketing strategy, JLR set out to 
reduce its production costs by £4.5bn by 2020. 

Case study: Aldi

Aldi grew out of the economic downturn in 2008

In 2007, Aldi was just a small supermarket chain 
with a 2.5 per cent share of the UK market. By 2016, 
Aldi had become the fifth largest supermarket 
chain in the UK with a market share of 6 per cent. 
Its rapid growth was helped by the poor economic 
climate after 2008. 

Aldi focuses on selling cheaper groceries, 
with some of its products selling for 50 per 
cent less than similar products in other 
supermarkets. It also sells a lot of own 
label products which lowers the cost to the 
supermarket of buying stock. Aldi offers a ‘no 
frills’ shopping experience, as the stores are 
basic. In addition, Aldi keeps its prices low by 
having a very efficient distribution system – 
warehousing and transport costs are kept to 
a minimum. 

Cheap prices were exactly what consumers 
wanted in the late 2000s and early 2010s. 
Customers switched from the more expensive 
‘big’ supermarkets such as Tesco, Sainsbury’s 
and Morrisons and many have remained loyal 
Aldi customers, encouraged by the continuing 
low prices.

6.2 The economic climate6  Influences on business
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6  Influences on business

When looking at possible strategies in response to 
changes in the economic climate, it is useful to think 
about the different areas of businesses – production, 
human resources, finance and marketing – and to see 
what can be done to achieve success. This is because 
of the interdependent nature of business which 
you will look at in Unit 7. Business decisions often 
affect more than one area of business and a decision 
in one area can affect another’s activity. In larger 
businesses divided into departments, specialists will 
look at possible strategies in each department, but 
senior leaders will consider how actions in one area 
will impact on another area. In smaller businesses, 
the owner or owners will have to consider all of this. 
Some of the possible strategies that could be used in a 
recession to keep businesses going are outlined below.

Production
One strategy is to reduce production costs per unit in 
order to sell the product at a lower price and undercut 
competitors, as Aldi has done and JLR has started to 
do. The production department may be able to reduce 
costs in a number of ways:
■ One way to reduce costs would be to improve 

quality which would reduce wastage. Production 
could be outsourced or moved to another country 
where labour is cheaper (see Units 4.1 Production 
processes and 4.2 Quality of goods and services).

■ Worker productivity could be increased so that 
output per worker rises. This can be improved by 

introducing new technology which can replace 
labour and speed up production. 

Human resources
The human resources department might seek to 
improve productivity:
■ It could do this by motivating workers through 

schemes such as bonus systems and awards for 
workers, or by improving their skills (see Unit 3.5 
Motivation and retention).

Finance
The finance department might also look to reduce 
costs: 
■ It could do this perhaps by improving cash flow and 

reducing the interest payments on an overdraft to 
finance any negative cash flow. 

■ If the business has loans, it could look to change 
these to get a lower interest rate (see Unit 5.2 
Sources of finance).

Marketing
Another strategy would be to change the marketing 
of the product, as Carpet Right did. This would be 
the job of the marketing department. Usually market 
research would be done first to identify developing 
market needs. Changing the marketing of a business 
would involve changes to the 4Ps of marketing (see 
Section 2 Marketing):
■ The product could be changed, perhaps making 

it more upmarket to appeal to wealthier customers 
or making it cheaper to appeal to a mass market.

Activity 2 – group (or individual) activity

Beetham Perfumes makes a range of perfumes 
selling to consumers in the UK. These are lower-
cost perfumes aimed at people on low incomes. 
Sales and profits have been falling due to a fall 
in the incomes of its customers. The owners 
of Beetham Perfumes have drawn up a list of 
strategies to deal with the fall in sales and profits:
■ Reduce production costs by using cheaper raw 

materials.
■ Improve the motivation of workers.

■ Improve the cash flow of the business so that 
a lower overdraft is needed.

■ Produce a higher quality product.
■ Sell perfumes abroad.

In groups, come up with a list of advantages and 
disadvantages or problems for each strategy. You 
might need to consider what other information is 
needed before a decision can be made. Discuss 
these as a class and come to an agreement as to 
what Beetham Perfumes should do.

7

6.2 The economic climate

■ Promotion could be increased and improved, 
perhaps targeted at new markets including potential 
buyers abroad as well as customers in the UK.

■ Different pricing strategies could be used. 
Penetration pricing could help to gain customers 
in new markets or price cuts to increase demand.

■ The business might change the ‘place’ part of its 
marketing strategy, opening retail outlets in new 
locations or increasing online sales.

Whilst the above focuses on business responses in a 
recession, it is no less important to think about what 
businesses should do in a favourable economic climate 
when income and employment are rising. There will 
still be a case for looking at reducing costs and for 
changing the marketing strategy as the economy 
grows. Production may need to be increased to meet 
the growing demand. Consumers’ preferences may 
change as they become richer as the economy grows.

Evaluation point 

When the economic climate is not favourable 
to a business it may cause the business to 
lose sales and profits, and even to close. 
However, some businesses will respond to 
an unfavourable economic climate and avoid 
problems, as Carpet Right did. Some businesses 
will see the poor economic climate as an 
opportunity, as Aldi did. 

Changes in employment and 
business costs
Changes in employment might affect business costs. 
If employment rises in the UK, unemployment is 
likely to fall. (Unemployment might not fall if the 
new jobs are taken by new immigrants in the UK.) 
Firms wanting to hire more workers may struggle to 
employ enough workers or to find workers with the 
right skills as there may be a shortage. This causes 
competition for workers and businesses may have to 
offer higher pay to attract the workers they need. This 
may increase the costs of production and reduce the 
profits of the business.

Activity 3 – explanation activity

Suppose there was a recession in the UK in the 
next 12 months. Explain what would happen to 
each of the following:

a) The level of unemployment in the country.

b) The amount of competition between 
businesses for the workers they want to 
employ.

c) The level of wages that businesses would 
need to pay workers.

d) The likely effect of the above factors on the 
costs of the businesses.

Key facts

The economic climate is about what is happening 
to incomes and employment.

Rising levels of income and employment will 
lead to increases in sales and profits for many 
businesses. This is usually thought to be a 
favourable economic climate.

Falling levels of incomes and employment 
will lead to falls in sales and profits for many 
businesses. This is usually thought to be an 
unfavourable economic climate.

Some businesses will see opportunities when the 
economic climate is generally favourable, others 
when it is generally unfavourable.

The distribution of income can change in a country 
and this can affect the demand for a product. 
Some people in the country may be getting richer 
even though the general level of income is falling.

Changes in the international economic climate can 
affect businesses in the UK.

Businesses need to respond to changes in the 
economic climate either to thrive or to survive.

A range of ready-
made activities 
enable students to 
apply their learning 
and strengthen 
their investigative, 
analytical and 
evaluation skills

Evaluation 
points draw out 
issues for further 
consideration and 
discussion

Key facts provide 
useful topic 
summaries for 
knowledge checking 
and revision
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6  Influences on business

Key terms

Economic climate refers to how well the country 
is doing in terms of the levels of income and 
employment.

Income is the amount of money that people 
receive from work and from assets they own, such 
as shares and property.

Consumers are buyers who buy goods and 
services for the satisfaction or benefit they will 
get from them. Consumers largely buy from 
retailers.

Consumer income refers to the total amount 
of income that all the consumers in the country 
recieve and which they have available to spend.

Level of employment refers to the numbers of 
people in work in a country.

Level of unemployment refers to the number of 
people out of work in a country.

Gross domestic product (GDP) is a measure 
of how much a country produces in a year. It 
influences the level of income and employment.

Level of income refers to the average income of 
people in a country.

Economic growth is a period when GDP is rising, 
causing income and employment to rise.

Recession is a period when GDP is falling, causing 
income and employment to fall.

Distribution of income refers to how the income 
is shared out amongst different people in the 
community. The distribution of income can become 
more unequal if the incomes of the rich are rising 
faster than the incomes of lower earners.

International economic climate refers to what is 
happening to income and employment in different 
parts of the world.

Multiple choice
1 Consumer spending is likely to fall when:

a) average incomes falls
b) unemployment falls
c) the production of goods and services in 

the country rises
d) immigration rises.

2 In a period of rising income and employment 
most businesses can expect:

a) sales to rise
b) prices to fall

c) profits to fall
d) immigration to fall.

3 When a business loses sales and profits 
due to a fall in the income of consumers 
it should:

a) increase the amount it produces
b) reduce production costs
c) stop selling the product abroad
d) recruit more workers.

Data response 1
The UK economy has continued to grow in recent 
years, though the growth in the incomes of lower 
paid people has not increased as much as that of 
higher earners. Fitspace is a gym chain which has a 
number of branches in the UK. It operates as follows:
■ Monthly membership is less than in many other 

gyms.

■ Customers do not have to sign up for an annual 
contract.

■ It offers little in the way of frills such as luxury 
changing rooms, saunas and cafés. 

1 Analyse one advantage of the way 
Fitspace operates. (3 marks)

Practice questions

9

6.2 The economic climate

2 Analyse one disadvantage of the way 
Fitspace operates. (3 marks)

3 Recommend whether or not Fitspace 
should change the way it operates. (3 marks)

How to answer data response 1
1 You need to state and explain one benefit of 

the way Fitspace operates. One advantage 
is that customers do not have to sign up for 
an annual contract, so if they decide they 
do not want to keep going they can stop 
without having spent a lot of money. Another 
advantage is that Fitspace will attract some 
customers because they are cheaper than 
their competitors, as long as the customers 
are happy with the 'no frills' service. 

2 One disadvantage is that the ‘no frills’ approach 
might put customers off becoming members 
if they prefer a more extensive provision of 
services and better facilities. Some customers 
will prefer a greater range of services such as 
classes, and other facilities such as a swimming 
pool, a sauna and a café in addition to the gym. 
For some, the fitness club is a social place as 
well as a place to keep fit so they want these 

different services. Another disadvantage is that 
the low membership fee might limit revenue and 
profits. As customers can choose to leave after 
a month or so, revenue would be lower than if 
they had to sign up for an annual contract. 

3 You need to state and justify your recommendation 
– the key being to link your recommendation to the 
economic climate. You might say Fitspace should 
leave the way it operates unchanged as there will 
be a large potential market of lower-paid workers 
who will like the way it operates. This will depend 
on the number of customers of Fitspace gyms 
and their profitability. Alternatively, you might 
suggest that it goes more upmarket to benefit 
from the higher earners though this will depend 
on the number of other gyms in the area that sell 
to high earners. Consider different strategies and 
decide on one or state further information that you 
require to come to a decision.

Data response 2
Heron Holidays runs walking holidays for older 
people in the UK. It offers coach pick-ups in major 
towns on the way to holiday destinations, high quality 
accommodation in its centres including full board 
and afternoon tea, and qualified mountain leaders 
to lead all walks. Customers are able to book 
their holidays by telephoning the booking centre. 
Consumer incomes have been falling and Heron 
Holidays fears that its sales and profits will fall.

1 Analyse how Heron Holidays could change 
its costs in response to the fall in consumer 
incomes. (3 marks)

2 Analyse how Heron Holidays might change 
its marketing in response to the fall in 
consumer incomes. (3 marks)

3 Recommend which of these strategies 
Heron Holidays should use to respond to 
the fall in consumer incomes. (3 marks)

How to answer data response 2
1 You need to state and explain ways in which 

Heron Holidays could reduce its costs. It could 
look for coach companies that charge less, switch 
to online booking to reduce wage costs, choose 
cheaper accommodation or cut back on the 
quality of the accommodation and service offered, 
for example by cutting out afternoon teas.

2 You need to state and explain different 
marketing strategies, for example selling 
holidays to a different target market such as 
younger, better off customers, advertising 
overseas or reducing the price of its holidays.

3 You need to make and justify a recommendation. 
You might suggest reducing the price of the 
holidays but also reducing costs so that the 
profit level is maintained. Alternatively, you 
might recommend marketing to a different 
target market that can afford the holidays, 
such as richer people in the UK or abroad, as 
it would be difficult to reduce costs without 
lowering the quality of the holidays. There is no 
correct answer to these kinds of questions – 
you will get marks for how well you justify your 
recommendation.

Key terms are 
highlighted 
throughout and 
defined at the end 
of each chapter to 
enhance students’ 
vocabulary and 
understanding

Multiple choice 
and data response 
practice questions 
prepare students 
for assessment

Step-by-step 
guidance ensures 
that students feel 
confident answering 
data response 
questions
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