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2 The infographic below shows the production process of a Wimbledon tennis ball.

Impact on the supply curve:
4.1.3.4

Wimbledon's tennis balls make +5o,ooo mile journey
Posted on 27 Jun 2013
MATERIALS

1.2.5 Elasticity of supply
1 Rank the following in order from the least price elastic supply to the most elastic.
Give reasons for your choices.
Rank

Reason

Centre court seats for
the men’s finals at
Wimbledon

01

05

USA

SOUTH KOREA

Clay

Sulphur

8710 miles

1630 miles

02

06

09

NEW ZEALAND

JAPAN

PHILIPPLINES (BASILAN)

Wool

Magnesium Carbonate

Glue

11815 miles

1880 miles

560 miles

03

07

10

01

03
14

UK (STROUD)

GREECE

MALAYSIA

Felt Weaving

Silica

Rubber

6720 miles

5960 miles

1505 miles

04
07
08
10

06

05

13

09
11
12

02

Wimbledon's Tennis Ball Produc)on Miles
Total Journey: 50,570 miles
PRODUCTION

PACKAGING

DESTINATION

04

08

11

12

13

14

CHINA

Thailand

PHILIPPINES (BASILAN)

PHILIPPINES (BATAAN)

INDONESIA

WIMBLEDON

Petroleum Naphthalene

Zinc Oxide

Rubber

Tins

6600 miles

2085 miles

1335 miles

560 miles

1750 miles

The tennis balls used at Wimbledon will have travelled 50,570 miles around the world via 11 countries before
they land on players' racquets on Centre Court.

Fidget spinners

What can be deduced about the likely price elasticity of supply? Justify your answer with reference to
relevant concepts. Distinguish between short and long run effects.

Short production line
processes with spare
capacity
Nuclear power

New transport
infrastructure

Goods with a supply
of finished or close to
finished stocks available
Taxi services
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1.3.3 Public goods
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1.3.4 Information gaps

For each of the following goods, decide if they are rival and excludable, categorise them into public, private
or quasi (giving reasons) and explain if a market is likely to exist and why.
Rival and excludable?

Public, private, quasi

1 Probably the most well-known economist to write on the subject of imperfect information is George
Akerlof. Research his work on the second-hand car market and summarise it here. Use as many
technical words as possible.

Is a market likely to
exist?

News

2 Technology, especially in the form of the Internet, has meant that there are now far more markets that
could have the characteristics of Akerlof’s second hand car market. How many can you think of or find
through research?
Broadcasting

3 Choose one secondary market. What means do you have of establishing you are buying a peach and not
a lemon? Give each method a ranking out of 10 for how confident you feel about the information content.

Clean air

Peach or Lemon?

Statistics

www.tutor2u.net/economics

Confidence /10

4 In what ways does your level of confidence affect your subsequent actions and why?
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In 1976, Jensen and Meckling published a paper outlining a theory of ownership structure that would be
designed in such a way as to avoid agency costs and its relationship to the issue of separation and control.
The separation of control occurs when a principal hires an agent, and the costs that the principal incurs while
dealing with the agent are defined as agency costs and include such costs as setting up monetary or moral
incentives to encourage the agent to behave in a particular way.

edexcel A level Economics: Microeconomics Challenge book
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2 There are four main constraints on growth: the size of the market, access to finance, owner objectives
and regulation. Choose ONE of these constraints and research a case study where a business has faced
this constraint, and then overcome it. Evaluate the actions of the business’ attempts to overcome the
constraint.

3 Suggest three strategies to deal with the potential conflict between shareholders and managers and
explain how each would work in practice.

The Trussell Trust has a network of 420 foodbanks operating out of 1,200 centres
across the UK, and provide a minimum of three days’ emergency food to support people
experiencing a crisis. In addition, the trust offers money advice and fuel banks to help
break the cycle of poverty.
4 Research your area to find three not-for-profit organisations, including a food bank if possible, and explain
the possible objectives these firms might have.

3.1.3 Demergers
Whitbread and Prudential are among the large UK-quoted companies considering demergers. Various bits of
research demonstrate that spun-off companies tend to outperform their former owner, at least in the early
days of being a standalone business.
1 Evaluate the reasons why a large company may consider demerging. For each reason you give, examine
the impact on the business itself, its workers and its consumers.

3.1.2 Business growth
1 For each of the methods of business growth listed in the table below, research a firm that has used this
method, then suggest one advantage and one disadvantage to that particular firm growing in that way.
Example & company details

Advantage

Disadvantage

Organic
Forward
Vertical
Backward
Vertical
Horizontal
Conglomerate

www.tutor2u.net/economics
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Business objectives
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3.3

Revenue, costs and profits

3.2.1 Business objectives

3.3.1 Revenue

The text below contains a number of errors. How many can you spot?

1. The diagram below shows a demand curve for a firm. Label the axes and add
1 The diagram
belowrevenue
shows acurve.
demand curve for a firm. Label the axes and add the marginal revenue curve.
the marginal

Traditional economic theory assumes maximising behaviour. Consumers are assumed to maximise utility and firms
to maximise profit. The profit maximising rule is where AR=AC. There are a number of reasons though in both theory
and reality why firms might not fulfil this objective.

12

First, they might not be able to even if this is the objective. A firm may lack the necessary information (an example
of asymmetric information) and may be unable to process the vast amount of data quickly enough (an example of
bounded self-control). Even if they are not maximising profit, it is likely that profit plays an important role, perhaps
especially for large firms as absence of a track record may make it difficult for them to obtain other means of finance.

8

Especially for large firms, another reason they may not maximise profit is a consequence of a marriage of ownership
and control. For very small firms, the owner and the manager may be one and the same person, but for a large
complex firm, perhaps with shareholders, this is no longer the case. Managers at different levels, who may well have
different objectives to the shareholders, will take decisions. Managers have a monopsony of technical information and
this symmetry of information may lead to different objectives (such as revenue maximisation) being adopted.
It is possible too that moral horizon and incentives may lead managers to take excessive risk and jeopardise profit
maximisation. Managers are an example of a shareholder. This is someone or a group of people with an interest in
how the business is run. Other examples are shareholders, employees, customers, suppliers and in some cases, the
government.
The different stakeholder groups will have different, and often conflicting, objectives. Against this background, the
firm may profit satisfy – earn sufficient profit to satisfy shareholders but subject to the constraints of the remaining
stakeholders. Depending on the firm in question, some of the stakeholders may be more powerful than others.
A trade union reduces the power of labour for example. Transport unions are good examples of such groups
attempting to influence objectives. In the case of the nationalised industries, the regulatory authorities are powerful
stakeholders and will be vigilant to businesses maximising profit at the expense of customers for example.

10
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2 Estimate the level of output corresponding to unitary price elasticity and give your reasons.

3 The current price for this product is £8 per unit. What is total revenue?

Finally, a business may simply be seeking to survive, perhaps necessitating decisions to maintain cash flow.
In markets such as oligopsony, profit maximisation may be a longer-term goal with greater emphasis placed on
market share. Any number of shorter term objectives might be adopted to achieve this goal.
4 In order to increase revenue, should the firm concerned raise or lower price? Give your reasons.

5 What sorts of strategies could the firm use to increase demand and reduce the price elasticity?

www.tutor2u.net/economics
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2 Game theory uses mathematical models to demonstrate strategic interaction between rational decision
makers in a zero-sum game. More recently it has been the term used to describe the science of logical
decision making in humans, animals and computers.

Page 51

Using economic theory and your own knowledge, evaluate your findings.
5 State 5 methods of non-price competition found in the market for family cars (e.g. mid-sized hatchbacks).
Which is the most important non price competition method, and why?

Explain the following terms:
a Dominant Strategy

b Nash Equilibrium

3.4.5 Monopoly
1 The proposed merger between Sainsbury’s and Asda provides a good case study for analysing the
advantages and disadvantages of monopoly. For each piece of information given, answer the questions
using as many economic concepts as possible.

c Prisoners’ Dilemma

4.1.5.6

a Based solely on this information, should the
merger go ahead? Give reasons for your views.

Merger creates new grocery giant

3 An industry has two firms, A and B. The payoff matrix below shows how the profits of A and B vary
depending on the prices charged by the two firms.

Total grocery market share
Asda

Sainsbury's
Sainsbury’s & Asda

Price charged by business B
Price B = £20
Price charged by
business A

Price B = £8

Price A = £20

£12m A, £12m B

£-2m A, £16m B

Price A = £8

£16m A, £-2m B

£0 m A, £0 m B

31.4%

Tesco
Morrisons

For reference

Co-operaTve
Aldi
Lidl
Waitrose
Iceland

What would happen if the two firms could not collude?

Ocado
% 0

5

10

15

20

25

30

35

Source: Woldpanel / BBC. Market share as of 25 March 2018

What will happen if they CAN collude?
4.1.5.6

Top grocers in the UK

b How does this additional information affect your
argument above?

Monthly grocery market share since January 2013

Is this a stable outcome? If not, why not? What will happen?

40

30

Tesco

20

Sainsbury’s
Asda

10

4 Conduct some research to find out the 3 firm and the 5 firm concentration ratios for the following markets:
Market

High Street Banks UK

Supermarkets UK

Estate Agents UK

3-firm CR

0

Aldi
Lidl

2013

2014

2015

2016

2017

c Is there any additional information it would be
helpful to have?

2018

Source: Kantar Worldpanel
In recent years the only noTceable change in the supermarket landscape has been the rise of the discounters – Aldi
and Lidl. The growing presence of these is one of the reasons Sainsbury’s and Asda believe the CompeTTon and
Markets Authority will view the deal favourably.

5-firm CR
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