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INSTRUCTIONS TO CANDIDATES

Write your Centre Number and Candidate Number on the Answer Booklet provided.
Answer all questions in Section A and B and one question in Section C.
You are permitted to use a calculator in this paper.

INFORMATION FOR CANDIDATES

The total mark for this paper is 90.

e SectionA: 20 marks

e Section B: 40 marks

e Section C: 30 marks
Figures in brackets printed down the right-hand side of pages indicate the marks awarded to
each question or part question.

ADVICE TO CANDIDATES

You are advised to take account of the marks for each part question in allocating the available
examination time. In questions involving calculations, you are advised to show your workings.
Quality of written communication will be assessed in Questions 4(b), (c) and (d), 5 and 6.
Quantitative skills will be assessed where appropriate.
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Section A
Answer all questions (20 marks)
1 Costly Coffee is a high street coffee chain which sells a range of high quality coffees and
light snacks. It has 10 stores in Belfast and sells 3465 cappuccinos in a typical week. The

firm has estimated that the cappuccino has a price elasticity of demand of —0.68.

The diagram below shows how the price of a typical cup of cappuccino is divided up
between its component costs. The cappuccino sells for £2.85.

PROFIT 22.7p

MISCELLANEOUS 41.7p

ADVERTISING 22.7p

VAT 47.5p

LABOUR 68.4p

RENT/RATES 35.6p

PACKAGING 22.8p

MILK 12.2p
COFFEE 11.4p

(a) With the aid of appropriate examples, explain the difference between Costly Coffee’s
fixed costs and variable costs. [4]

(b) Calculate Costly Coffee’s profit per cup of cappuccino as a percentage of revenue. [2]

(c) Calculate the total revenue that Costly Coffee is likely to earn each week from selling
cappuccinos if it increased the price of its cappuccino from £2.85 to £3.45. [4]
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2 Classic Glass is a small firm manufacturing bespoke stained glass windows for domestic
and commercial use from its factory on the outskirts of Omagh. The table below illustrates
how the typical weekly output of stained glass windows varies with the number of
employees.

With reference to the table below, explain what is meant by the law of diminishing marginal
returns to the variable factor. [4]

Number of employees Total weekly output
1 4
12
24
42
90
120
126

N oo~ IDN

3 The diagram below shows a typical long-run average cost curve for nuclear power firms
operating in the UK electricity generation and supply industry.

40r-
3.5k
3.0F
2.5+
Cost per
kilowatt 2.0F
hour
(pence) 1.5f
LRAC
1.0}
0.5¢
0 | | | | | | | | | |
10 20 30 40 50 60 70 80 90 100
Percentage of total market output (%)
(a) With reference to the diagram, explain the term minimum efficient scale. [2]
(b) Explain why this industry could be described as a natural monopoly. [4]
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Section B: Case Study
Answer all questions (40 marks)

The following passages were compiled in September 2017. Read them carefully and answer the
questions which follow.

4 Case study: Leisurewear — a highly competitive sport!!
Source 1: Athleisure sales on the rise
Sales in sportswear are expected to rise by 15% to exceed £8bn for the first time in 2017 as
the increasingly blurred lines between sports clothing and high fashion drives up demand.

Fig. 1 below shows how growth in UK sales of sportswear has outstripped general retail
sales over the last eight years.

Year UK retail sales (£bn) UK sportswear sales
(Ebn)

2010 389.87 4.71

2011 406.01 4.96

2012 401.95 5.39

2013 401.14 5.91

2014 404.75 6.36

2015 410.12 6.88

2016 414.94 7.49

2017 419.92 8.65

Fig. 1: UK Sportswear sales and retail sales 2010-2017 (£bn)

The rapid increase in sales in 2017 is simply a continuation of a trend that has been
gathering pace since 2010. The rise is driven in part by high levels of consumer interest in
health, fithess and well-being, which has really taken hold since the London Olympics

in 2012.

The second big driver of sales is the rise of “Athleisure” — the term coined to describe the
trend of wearing gym clothes as everyday fashion. Research shows that in 2017 over 50%
of those who bought sportswear did so for non-sports use.

Unsurprisingly, the phenomenal growth in this Athleisure sector has led to increased
sales for established sports retailers such as JD Sports and Footlocker. However, it has
also seen the traditional clothing sector scramble to get a piece of the action. Topshop

is collaborating with Beyoncé on its Ivy Park athletic wear collection, while Marks and
Spencer, New Look, H&M and even Sainsbury’s have released new sports-related lines in
an attempt to take a bite of the market.
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Source 2: JD Sports profits from the rise in Athleisure

Sales at sportswear retailer JD Sports jumped by 40% in the first half of 2017, as the firm
enjoyed a record six months. Revenue increased by 41% to £1.3 billion, and pre-tax profit
rose 33% to £102.7 million. These encouraging figures caused the share price to jump by
11% when the markets reopened the following day.

The UK-based sportswear chain is benefiting from the current trend for Athleisure clothing
among the young and middle aged alike. JD, which also owns the Go Outdoors chain,
opened 35 new stores in the first half of 2017 in an attempt to meet the rising demand.

JD Sports chairman Peter Cowgill stated that the sales and profits figures prove that “JD is
able to prosper in an increasingly competitive market”.

However, investment consultant Alban Whiterose urged caution for those thinking of
investing in the sector in the hope of grabbing a quick profit. “The sportswear market in

the UK is highly competitive, with very few barriers to potential entrants. We have already
seen a large number of competitors entering the market at both the competitive price point
and at the luxury end of the market. JD has been very effective at differentiating itself from
others such as Sports Direct through exclusive product tie-ins with the big manufacturers.
However, their competitors are upping their game and signing similar deals. This impressive
performance is likely to be a short-run phenomenon and | expect to see both sales and
profits return to more normal levels in the next 12 to 18 months.”

Source 3: Rising tide does not lift all boats

At a time when the sun is shining on the market for sportswear, it appears that not everyone
is making hay. In a week which saw JD Sports announce a 33% increase in profits, its
closest rival in the UK, Newcastle-based Sports Direct, announced a 60% drop in profits.
The dramatic fall in profits in one of the UK'’s biggest sports retailers sent shockwaves
through the market.

Retail analyst Kevin Burke stated, “The huge fall in profits has many causes, some of
which relate to internal management issues and others which arise from the competitive
environment in which they operate. Sports Direct’s strategy of selling last season’s lines at
discounted prices was very effective after the financial crisis of 2009, but as confidence and
growth in the UK has picked up, shoppers have become a little more discerning and are
opting for alternative retailers who sell more exclusive lines.”

However, owner Mike Ashley attempted to comfort investors and claimed that the company
had a clear plan to reposition itself further up the value chain. He pointed out that the firm
was forming a new strategic partnership with high-end Japanese company Asics and was
on course to open 20 new upmarket stores in the UK over the next year. He also stated
that the company had taken a controlling stake in a number of retailers in the US in an
attempt to break into the world’s largest sports retail market. Finally, he claimed that the
firm was addressing concerns about its working conditions and was making huge progress
in improving employee motivation and productivity.
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Source 4: Concerns over ethical and environmental impact of fashion retail

A report published by a committee of MPs has accused Sports Direct of not treating its
workers like humans. The report stated that employees were often paid less than the
National Minimum Wage, were employed on zero-hour contracts and were fined for clocking
in one minute late. The report stated that in one case an employee had given birth in a toilet
at the company’s warehouse in Derbyshire, because she feared losing her job if she called
in sick!

Committee chairman lain Wright said evidence heard by MPs last month suggested Sports
Direct’s working practices “are closer to that of a Victorian workhouse than that of a modern,
reputable High Street retailer. The evidence we have heard suggests Mr Ashley was turning
a blind eye to conditions at Sports Direct in the interests of maximising profits”.

However, Sports Direct is not alone in facing criticism over working practices. Rival sports
retailer JD Sports is facing similar criticism after an undercover reporter recorded footage
of poor treatment of workers in its Rochdale warehouse. The report for Channel 4 News
claimed that workers were routinely paid less than the National Minimum Wage and could
be sacked for minor infringements such as chewing gum or carrying a phone.

This criticism comes at a bad time for the industry which is already facing condemnation for
its environmental impact, particularly in the area of excessive water usage, carbon footprint
and waste.

A spokesman for War On Want stated, “Reports of appalling working conditions at

large retailers are shocking yet unsurprising. This kind of exploitation is typical in highly
competitive markets where firms abuse workers and the environment in an attempt to get a
competitive advantage over their rivals and maximise profits to satisfy greedy shareholders.
What experience proves is that intense competition will always lead to firms exploiting staff
and the environment in an attempt to survive.”

(a) Using the information in Fig. 1, compare the trend in UK sportswear sales with that of
retail sales between 2010 and 2017. [4]

(b) With the aid of appropriate diagrams, explain why the impressive profits of JD Sports
may only be a short-run phenomenon. [9]

(c) Critically examine the range of strategies that a struggling retailer such as Sports Direct
could use to compete more effectively in the sportswear market. [12]

(d) Evaluate the view expressed in Source 4 that “intense competition will always lead to
firms exploiting staff and the environment in an attempt to survive”. [15]
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Section C: Essay section
Answer one question (30 marks)

5 UK supermarkets have been investigated a number of times over the last 10 years by
the competition authorities over fears that the big four were abusing their market power
to exploit consumers and suppliers. While the investigations have highlighted a number
of issues, each report has concluded that the UK supermarkets generally work well for all
economic agents.

Critically examine the view that oligopoly is the most desirable market structure. [30]

6 Taxi company Uber has been criticised for planning to introduce a pricing model that sets a
predetermined price based on factors such as the average income in the area from which
(or to which) the fare is collected. This means that a 12-minute taxi ride would be more
expensive if you were collected in a wealthy area than if you were collected in a poorer
area. Critics have argued that this example of price discrimination is unfair on consumers.

Critically examine the view that all forms of price discrimination are unfair and should be
outlawed by government. [30]

THIS IS THE END OF THE QUESTION PAPER
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