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Section &

Answer EITHER Context 1 OR Context 2,

EMTHER

Context 1 Total for this contest: 40 marks
Privatisation of Royal Mail

Study Extracts A, B and C and then answer all paris of Context 1 which fllow,

Extract A: UK parcels delivery market

Figure 1: UK parcels delivery market  Figure 2: Employees and revenue per employee in
shares by revenue, 2015 the UK parcels delivery market
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Soure: fpex hsght hdustryFepor, 2015
Extract B: The privatisation of Royal Mail

Royal Mail has started 3 new chapter ater the govemment ended 488 years of public 1
wnership by seling off ts remaining stake. Athough crtics have suggested that the

govemrment undervalued the company, total proceeds ofthe sale amountto £3.3 bn. The

newly privatised company wil have to cope with structural decline i the nunber of letters sent

in the UK (Royal Mail has a near rmonopoly in this market), as well as fisrce compstition inthe 5
Darcels delivery market, which is rapidly growing hecause of the growth of oniine shopping

A review of Royal Mail is under way by the regulator Ofcomm, triggered by concerns that the
withdrawal ar Whist, @ smaller rival in the door-to-goor letters devery market, means the

postal operator has no competiive pressure to imprcve sevices and become more effciert.
Ofcom is considering whether the price Royal Mail charges competing courier cornpanies, 10
such as Wihist or Amazon, to access its own delivery network ars fair. It is also examining
whether Royal Maifs Universal Postal Servics oblgations are reasonable. The Universal

Fostal Senvice obigations require Royal Mailto deliver letters and parcels to all parts of the
country sik days aweek, unlie its compeitors. Some consumer organisations have claimed

that increased cormpetition i the parcel market has led to a worsening Service for rual and 15
remcte consumers, including problerns such as non-deliveries and lengthy joumeys to collect
undelvered ftems.
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Competitive pressures on Royal Mail's profits may reguire the fitm to cut costs. Pay
negoliations with workiorce representatives are set o begin but the powerful Camrmunication
Waorkers Union is lkely to ight any redundancies. Analysts say that this could make  harder 20
for managemert to find cash for investments o boost compettivensss.

Soume: s repans, Octobs 2015
Extract C: Technological innovation in the postal market

Parcel operators cormpete with Royal Mail both on price, and tec hnological and service 1
innovations. Many competitors are using digital technology to drive innovation, such as

notfying customers within a 15-minute window of delivery or interactive Services to rediect
deliveries, The parcel delivery firm DPD has recently built Eurape's largest parcel distrbution
certre, 3 £100 millon facilty in Lsicestershire that hints at a future where technology largely 5
replaces labour. In the main, pecple are only iwolved in unloading and loading, as well as
moritoring operatians. This investmert reveals the transformation under way in the UK's

£8.3 bn parcel delivery market, which is rapidly expanding in response to the shar growth in
orline shopping. Three conveyor belts loop its warehouse, where a parcel can srter the

System, be scanned and sent to one of 172 possible exit doors within 90 seconds. Orce 10
running at fullcapacty, the facilty will be capable of sorting 70 000 items an hour and the
cormpany expects 1o pracess mare than 1 millon parcels on its busiest nights.

By contrast, at Rayal Mair's national distribution centre, workers wat for metal cages ta be
filled wth parcels before roling them across the warehouse floor. Howsver, changes are afoot
s Royal Mail clings o its dominant share of the parcel market, with some distrisution centres 15
accepting dispatches from retailers on Sundays. Royal Mail is also infroducing equipment
such as finger scarners' that allow workers to pick up and scan parcels more efficiently, as
well as handheld smart devices for 76 000 frontling staff at  cost of £130 rrilion.

Saros:News rpons, Daember 215

[ Using the data in Extract A (Figure 1), calculate the three-firm concentration ratio in
the UK parcels deivery market. G ive your answer, as a percentage, to one decimal
place.

[2marks]

12 Explain how the data inExtract A& (Figure 2) show that the UK parcels delivery
market s displaying cynarmic efficiency.

[4 marks]

13 Estract B (ines 12-14) states hat The Universal Postal Service obiigations
require Royal Mail to deliver letiers and parcelsto all parts of the couniry six days a
week.

With the help of a monopoly diagram, eplain how the Universal Postal Service
obligations are likely to affect Rayal Mail's costs and profis.
19 marks]

04 Estract C (ine 2) states that "Many competitors are using digitaltechnology to drive
innavation.

Use the extracts and your knowiedge of econornics to assesswhether the benefits
outweigh the costs when the Government privatises organisations such as Royal Mail
and opens up the market to competition.

125 marks]
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Section B
Answer ONE essay from this section

Each essay caries 40 marks.

EITHER
Essay 1

Roughly £180n is forecast to be spert in the UK on advertising in 2017. Much of this wil be spent
Iy monopolistically compettive fims or oligopolies seekng to differertiate the products they sellto
consurmers.

00| Explain how price and output are determined for a firm n 3 monopolisticaly competiive

matket, in both the short run and the long run.
115 marks]

T]0]  Evaluate the view that govemment reguiation of monopolistically competitive markets is

unnecessary, and that polices to encourage compeition and prevent the abuse of
monapoly power should focus entirely on oligopolies and monopolies.
125 marks]




