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Telephone services in the UK were once publicly owned, and there was only one supplier of
these services to most British households. Today, consumers can choose their telephones and
networks from a variety of privately-owned companies.

Discuss whether utilities, such as gas, electricity and water, are better left in the private sector
and open to competition or whether all, or some, should be taken back into public ownership.

[25 marks]

...given the activities with which it is involved, there are commercial and wider economic and
social arguments against a body such as the MHPA being privatised’
(The Global Context Extract B, lines 12-14).

Using the data and your economic knowledge, do you agree with the view that enterprises such
as the MHPA should be privatised? Justify your answer.

[25 marks]
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THE EUROPEAN UNION CONTEXT

Extract D: British Airways and Iberia Airlines

Until about twenty years ago, most European countries had at least one large ‘national 1
carrier’ airline which was in public ownership. When airlines were privatised, there were
fears that a state-owned monopoly would simply become a private monopoly. On some
routes, de-regulation took some time and it was not until 2008 that the ‘Open Skies’
agreement sought to eliminate anti-competitive practices among airlines flying from
Europe to North America. These anti-competitive practices included denying smaller
airlines the opportunity to rent landing slots (landing spaces) at major airports.

In the face of greater competition from smaller, more innovative airlines such as Virgin

Atlantic and the low-cost carriers such as easyJet, there has been increasing collaboration

between some of the larger, traditional companies. British Airways (BA), Iberia Airlines 10
(Spain) and American Airlines (AA), together with five other airlines, belong to One World

Alliance, an arrangement which enables member airlines to sell seats on each other’s

flights.

With BA reporting a pre-tax loss of £401m in May 2009, its Chief Executive proposed

a ‘tie-up’ with  Iberia and AA which would come closer to a full-blown horizontal merger, 15
enabling not only the marketing of flights but also joint pricing and a sharing of revenues.

The proposal needed to be cleared by both EU and US anti-monopoly authorities, but it

quickly failed when the European Union’s Competition Commissioner objected, mainly on

the grounds that it would raise prices and reduce consumer choice.

In October 2009, two European members of One World Alliance, BA and lberia, tried 20
again to reach a preliminary agreement for a full merger which they aimed to complete

in late 2010. They claimed that a merger would be good for consumers as well as for

the companies involved because duplicated European routes could be rationalised,

while the routes operated in North America by BA and in South America by Iberia were

complementary rather than competitive. The merger would need to be approved by the 25
European Commission but there was a precedent because, in 2004, Air France was

allowed to merge with Dutch airline KLM.

The merger between BA and Iberia would create Europe’s biggest airline. Critics raised

concerns about the new company’s market share and claimed that BA's dominance at

Heathrow Airport would increase to even more than its existing 44% of landing slots. 30
Meanwhile, both BA and Iberia workers were planning strikes over cost-cutting proposals

and pay offers.

Source: news reports, 2009

Using the data and your economic knowledge, evaluate the view that mergers, such as the one
proposed between British Airways and Iberia Airlines, are usually ‘good for consumers as well as
for the companies involved’ ( The European Union Context Extract D, lines 22-23).

[25 marks]

Explain the term ‘public ownership’ ( The European Union Context Extract D, line 2) and
analyse two economic reasons that could be used to support public ownership of industries such
as airlines.

[9 marks]
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Extract C (line 2) states that ‘Many competitors are using digital technology to drive innovation’.

Use the extracts and your knowledge of economics to assess whether the benefits outweigh the
costs when the Government privatises organisations such as Royal Mail and opens up the
market to competition.
[25 marks]

Sony, one of the largest electronics and entertainment companies in the world, started out as a
two-man operation in a back-yard garage. Facebook, now a huge global company, was created
by two college students to enable their circle of friends to communicate with each other.

Since economies of scale give major advantages to large firms, is there any future, without
government intervention, for small firms in a global economy? Justify your answer.
[25 marks]
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THE GLOBAL CONTEXT

Extract B: Supplying the energy market: the case of Milford Haven

For hundreds of years, the harbour of Milford Haven in West Wales has responded to 1
changes in the global economy. It has accommodated many global activities, including

trade, defence, transport and tourism. These activities are often in potential conflict

with the environment. Although it is surrounded by the Wales coastal footpath and the

Pembrokeshire National Park, Milford Haven contains two massive oil refineries, several 5
leisure marinas, an international car ferry port and quays for what little remains of the West

Wales fishing industry.

Milford Haven Port Authority (MHPA) is a nationalised enterprise, accountable to the

Department of Trade and Industry in London. Ports have often developed historically

as ‘public works’ due to their strategic importance and because of the large amount of 10
investment needed to build port installations. Governments are trying to reduce the size

of the public sector in order to improve efficiency and competition. However, given the

activities with which it is involved, there are commercial and wider economic and social

arguments against a body such as the MHPA being privatised. For example, the MHPA

has argued that privatisation would reduce its ability to take part in infrastructure projects 15
in public-private partnerships. These partnerships involve a variety of companies and

government bodies at local, regional, national and international levels.

A major strategy adopted by the MHPA involves anticipating and reacting to changes

in the global energy market. The boom years of North Sea oil and gas, which created

high wages in skilled jobs for northern ports such as Aberdeen, are drawing to a close. 20
Global oil and gas markets are often concentrated markets. For this reason, as well as for

reasons of ensuring security of supply, new sources such as biofuels and other diverse

forms of energy are being sought.

The MHPA, together with the UK government, has negotiated a long-term deal with the

government of Qatar in the Arabian Gulf for the supply of liquefied natural gas (LNG). This 25
is sent to Milford Haven in refrigerated container ships and then stored in huge tanks at

the port. When the gas is warmed up, it expands to 600 times its liquefied volume. The

gas is sent through a new pipeline to a pumping station 150 miles away in Gloucestershire.

It is then distributed into the UK national grid for industrial and domestic use. This is an

example of a public-private partnership in action. 30

The distribution of fuels such as gas and oil involves some negative externalities. There

was controversy when the new pipeline was laid through attractive Welsh countryside,

including the Brecon Beacons National Park. Some 15 years ago, the oil tanker Sea

Empress sank near the entrance to Milford Haven and it took the local economy several

years to recover from the environmental impact of the resulting pollution. Given the recent 35
environmental experiences of BP in the Gulf of Mexico, environmentalists are concerned

about the possibility of some sort of disaster arising from the storage or movement of LNG.

There are also concerns about the UK’s possible over-reliance on a single product

(LNG) from a monopoly source (the state of Qatar) and a single distribution channel (the
Pembroke-Gloucester pipeline). Supporters of the MHPA strategy claim that the LNG 40
business actually aids consumer choice and competition through diversification, adding

gas installations to the existing oil and renewable energy installations in and around the

port. The MHPA states that safety and the prevention of environmental incidents are the

‘most important priorities’ of their business.

Sources: news reports and industry information, 2010

Page 5 of 20


https://stemup.co.uk

10.

During 2015, the European Commission investigated allegations that people booking at
Disneyland Paris, and on the cruises of some shipping lines, paid substantially different prices for
the same holiday. British and German customers appear to have paid more than French
customers.

Evaluate the view that price discrimination is always good for producers and bad for consumers,
and should therefore be banned by regulators such as the EU Commission.

[25 marks]

‘The UK government would be happy with state control of British railways “as long as it's not the
British state™ ( Extract C, lines 19 — 21).

Evaluate, using the data and your knowledge of economics, the case for and against the UK
government privatising public services while allowing foreign ownership of these services.

[25 marks]
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