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Section A: Answer all the questions in this section.

You should spend 35 minutes on this section. Use the data to support your answers where
relevant. You may annotate and include diagrams in your answers.

1 ArcelorMittal is the world's biggest steelmaker. It uses a large quantity of coal in
its production process. In October 2011 it made a bid to acquire Macarthur Coal in
Australia. The proposed takeover bid was likely to have been motivated by a desire to
achieve the benefits of

horizontal integration
increased contestability
decreased concentration

backwards vertical integration

m O N @ >

forwards vertical integration
Answer

Explanation

(Total for Question 1 = 4 marks)
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2 Sally’s farm grows and sells potatoes and she aims to maximise profit. She believes
that the market price of potatoes will not be affected by changes in her farm’s output.
She will

sell as much as she can produce in the long run
become a monopolist, because she can supply the whole market
produce at the level of output where marginal cost equals price in the short run

produce at the level of output where average cost equals price in the short run

m ©O N @O >

produce at the level of output where average fixed costs equals marginal revenue
Answer

Explanation

(Total for Question 2 = 4 marks)
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3 Which of the following characteristics is shared by a monopolist and a firm operating
under conditions of monopolistic competition?

Low or no barriers to entry to the industry

Productive efficiency in the long run

A
B
C Some degree of price setting power
D Supernormal profits in the long run
E

Allocative efficiency in the long run
Answer

Explanation

(Total for Question 3 = 4 marks)

P 4 1 6 4 2 A 0 4 3 6
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4 The diagram shows the supply, demand and marginal revenue schedules for parking
spaces in a local government car park.
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What single price will ensure that the local government maximises total revenue?
(1)

Zero
0J
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Explanation

(Total for Question 4 = 4 marks)
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5 Which of the following is the best example of price discrimination?

A A bus company charges less than a train company for a single ticket from Oxford
to London

An airline charges less for economy seats than for business seats
A café charges less for a cup of tea than a cup of coffee

A nightclub charges women less than men for admission

m ©O N W

A university charges higher fees for Chemistry than for History undergraduate
degrees

Answer

Explanation

(Total for Question 5 = 4 marks)

P 4 1 6 4 2 A 0 8 3 6



6 In October 2011 Boeing’s 787 Dreamliner aircraft entered commercial operation.
The firm announced that its fixed costs of development had been much higher than
expected. Assuming the firm is profit maximising, what impact is an increase in fixed
costs likely to have on output, price and profit?

Output Price
A No change No change
B No change No change
C No change Rise
D Fall Rise
E Fall Rise
Answer
Explanation

Profit

No change
Fall

No change
No change

Fall

(Total for Question 6 = 4 marks)

P 4 1 6 4 2 A 0 9 3 6
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7 A firm cuts the price of its product. As a result, total revenue falls and marginal cost
rises. Over this range of output, it can be inferred that

A the price elasticity of demand is relatively elastic and there are diseconomies of
scale

B the price elasticity of demand is relatively inelastic and there are diminishing
returns to a variable factor of production

C the price elasticity of demand is unitary and there are diseconomies of scale
D the firm's marginal profit would increase

E the firm is making a loss
Answer

Explanation

(Total for Question 7 = 4 marks)

P 4 1 6 4 2 A 0 1 0 3 6
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8 Carphone Warehouse, a phone retailer, and TalkTalk, a broadband provider, were
previously jointly owned. In March 2010 they separated into two companies and were
listed individually on the stock exchange. A potential benefit of this demerger is that

Carphone Warehouse can reduce long run average costs

Carphone Warehouse can gain technical economies of scale

A

B

C TalkTalk gains an exclusive retail outlet

D Consumers benefit from a decrease in contestability
E

There will be an increase in external economies of scale
Answer

Explanation

(Total for Question 8 = 4 marks)

TOTAL FOR SECTION A =32 MARKS
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Section B: Answer either Question 9 or Question 10.
If you answer Question 9 put a cross in this box [] .
Question 10 starts on page 24.
You should spend 55 minutes on this section.

9 Government intervention in markets

Number of UK Private Finance Value of UK Private Finance
Initiative (PFI) projects per year Initiative (PFI) projects per year
Number of projects = Capital value (£billions) .
70 7
60 6
50 5
40 4
30 3
20 2
: o ol
0 0 I
1992 1995 2000 2005 2010 1992 1995 2000 2005 2010
Figure 1 Figure 2

Extract 1 The private finance initiative is divisive

The private finance initiative (PFI) introduced in the UK in 1992 has delivered 700

major items of British infrastructure and services, raising £70 billion of capital for

major projects such as new hospitals, schools, prisons and new roads. These services

are being provided now, to be paid for by taxpayers in the future. In the PFI model,

the private sector takes the risk — that is, it is intended that the PFI firm pays fines or 5
the losses if the project is delivered late or over budget, or fails to perform once up

and running. There is some proof that PFl works: for example, the Olympic Delivery

Authority completed construction of the venues for the 2012 Games under budget.

However, if the costs of the project go above the contracted amount, the private

sector pays the difference. For example, McAlpine lost £100 million on the Dudley 10
hospital project in the West Midlands.

Some economists are asking whether PFl is proving value for money. Private sector

borrowing costs more than government borrowing. These higher interest rates add

to the capital cost of PFI projects. Payment for these PFI projects — including their

running and maintenance — will cost taxpayers £240 billion up to 2050. London’s 15
Jubilee line underground extension went way over budget and the tax payer had to

meet much of the cost because of the collapse of contractor Metronet. FireControl,

a PFI to replace England’s 46 emergency call centres with nine regional sites, had

technical problems. This meant the scheme was cancelled and £342 million of

taxpayers’ money is committed to paying rent on eight empty sites that will never be 20
used. Once a PFl contract is signed, it is almost impossible to get out of it except at

enormous expense.

Other forms of government intervention in markets, for example deregulation in
postal services and price capping in the water industry, might be more effective than
PFI at promoting competition and economic efficiency. 25

(Sources: adapted from © The Financial Times Ltd, Nicholas Timmins, 7 August 2011 and
© Guardian News and Media Ltd, Jamie Doward, 12 June 2011)

P 4 1 6 4 2 A 0 1 2 3 6
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Extract 2 Healthcare suffers under PFI

Andrew Lansley, the government’s Health Secretary, said he has been contacted

by 22 health service trusts which claim their “clinical and financial stability” is being

undermined by the costs of their PFl contracts. This includes National Health Service

(NHS) trusts in London, such as South London Healthcare, Barking, and others

including Oxford Radcliffe, Plymouth and North Bristol trusts. Between them the 5
trusts run more than 60 hospitals which care for 12 million patients.

The total cost of the PFI schemes is often far more than the value of the assets. In

one example, a hospital in Bromley, south east London, will cost the NHS £1.2 billion,

more than 10 times what it is worth. As a result, Mr Lansley says, the 22 trusts “cannot

afford” to pay for their schemes, which in total are worth more than £5.4 billion. 10
The annual payments have risen sharply because PFI costs are linked to inflation.

There are increasing demands on the health service while NHS budgets are strictly

controlled.

Hospitals are having to make substantial cuts to pay the PFl costs. There is evidence

that waiting lists for non-urgent operations have begun to rise as hospitals delay 15
treatment to save money, and patient care has suffered. The NHS is abandoning its

£12.7 billion computerised patient record and booking scheme project, the National

Programme for IT.

Companies who run PFl schemes earn profit margins of up to 71% on the projects,

in what some economists call an uncontestable market, once the contract is agreed. 20
Now there is growing pressure from MPs and ministers to return some of their

“supernormal profits” and renegotiate their PFI contracts.

(Source: adapted from © The Telegraph Media Limited Robert Winnett, 21 Sep 2011)

(@) Using examples from the data, explain what is meant by the private finance
initiative (PFI), (Extract 1, line 1).

(b) Discuss how PFl operators can earn supernormal profits (Extract 2, line 22). Use a
monopoly diagram to support your answer.

*(c) In the light of the information provided, assess the likely benefits of PFI schemes
to consumers.

*(d) Apart from PFI, discuss ways in which government intervention might promote
economic efficiency in markets.

13
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(a) Using examples from the data, explain what is meant by the private finance
initiative (PFl), (Extract 1, line 1).

14
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(b) Discuss how PFl operators can earn supernormal profits (Extract 2, line 22). Use a
monopoly diagram to support your answer.
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*(c) In the light of the information provided, assess the likely benefits of PFI schemes
to consumers.
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*(d) Apart from PFI, discuss ways in which government intervention might promote
economic efficiency in markets.
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(Total for Question 9 = 40 marks)

22

P 4 1 6 4 2 A 0 2 2 3 6



PMT

BLANK PAGE

23

VAL A 0 0 RO A —
Turn over
P 4 1 6 4 2 A 0 2 3 3 6 urnove



PMT

If you answer Question 10 put a cross in this box []
10 Brand loyalty in contrasting industries

Extract 1 Know your customers

Long before focus groups, marketing surveys or loyalty programmes, businesses

knew their customers because they saw them face to face. The corner shop owner

knew who liked a particular brand of jam and kept it in stock for them. He knew

when people tended to come in and kept his shop open to accommodate them.

Stuart Aitken, the chief executive of Dunnhumby, a leading force in the growing field 5
of data analysis, says he keeps this vision in mind as he uses the latest technology

to provide companies with insights about their customers. “This is back to basics,”

he says. “What we're seeing is that businesses have driven down costs, they’ve got

economies of scale, but they've forgotten who their customer is. What we do is allow

businesses to reconnect with their customers, to become the corner store on a large 10
scale”

As data management becomes more sophisticated and gives clearer pictures of

customer behaviour, it is increasingly useful for business decision-making. The

pioneers have reaped tremendous rewards. Tesco depended so heavily on the

customer profiles delivered by Dunnhumby that it ended up buying the company. 15
Dunnhumby used the data collected by Tesco’s Clubcard programme to build

detailed customer profiles. It now has detailed knowledge of 80% of its 15 million

customers. Dunnhumby’s work is widely credited with helping Tesco open a wide

lead over its UK supermarket rivals.

(Source: adapted from © The Financial Times Ltd, Philip Delves Broughton, 7 March 2011)

24
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Extract 2 The hairdressing industry

70% of a hairdresser’s customers can be described as fully loyal - customers who will

continue to go to a particular stylist, even if there are cheaper or more convenient

alternatives available. Research at the University of Melbourne in 2010 found

that women are loyal to a particular stylist and, when a stylist leaves a salon, the

customers are also likely to go elsewhere, creating problems for the business. 5

The research suggests that devising loyalty programmes, cutting prices or offering

short-term financial inducements to customers may consequently be a waste of

time. Customer loyalty is directly related to retaining employees says the research,

something which is within the control of the service manager or owner. “Keep hold of

your good staff and you are far more likely to prevent the customers you can't afford 10
to lose from moving on,” says Professor Lester Johnson.

(Source: adapted from © The Financial Times Ltd, Linda Anderson, 12 February 2010)

Figure 1 Four-firm concentration ratios in selected industries, 2011

Supermarkets 76.1%

Hairdressers* Less than 5%

*excluding franchise
(Source: © The Press Association, Reproduced with Kind Permission)

(@) Using evidence from Extract 1, explain one reason for the takeover of
Dunnhumby by Tesco.

(b) In the light of the information provided in the first paragraph of Extract 2, assess
the likely profitability of a firm in the hairdressing industry. Use diagrammatic
analysis to support your answer.

*(c) With reference to an industry of your choice, examine strategies firms might use
to increase consumer loyalty. Use game theory to support your answer.

*(d) Assess the reasons why a few large firms dominate the food retailing industry but
not the hairdressing industry.

25
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(@) Using evidence from Extract 1, explain one reason for the takeover of
Dunnhumby by Tesco.

26
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(b) In the light of the information provided in the first paragraph of Extract 2, assess
the likely profitability of a firm in the hairdressing industry. Use diagrammatic
analysis to support your answer.
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*(c) With reference to an industry of your choice, examine strategies firms might use
to increase consumer loyalty. Use game theory to support your answer.
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*(d) Assess the reasons why a few large firms dominate the food retailing industry but
not the hairdressing industry.
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(Total for Question 10 = 40 marks)

TOTAL FOR SECTION B =40 MARKS
TOTAL FOR PAPER =72 MARKS

P 4 1 6 4 2 A 0 3 4 3 6

34



PMT

BLANK PAGE

R —
P 4 1 6 4 2 A 0 3 5 3 6



PMT

BLANK PAGE

Every effort has been made to contact copyright holders to obtain their permission for the use of copyright
material. Edexcel, a product of Pearson Education Ltd. will, if notified, be happy to rectify any errors or omissions
and include any such rectifications in future editions.

P 4 1 6 4 2 A 0 3 6 3 6

36




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




