




















































































































































Year 5 H2 Lectun, Notes 2022 
Firm& and Decision& (Part 2) 

Appendix 1: Mathematica I Relatlonshlp Between TR, AR and MR 

Table 1: Total, Average and Marginal Revenue for a Price-taking Firm 

Quantity Price Total Average Marginal 
(Q) (P) Revenue Revenue Revenue 

(TR) (AR=TR/Q) (MR=l1TR/ 4Q) 
0 - - -
1 $6 6 $6 "6 
2 6 12 6 6 
3 6 18 6 6 
4 6 24 6 6 
5 6 30 6 6 

Table 2: Total, Average and Marginal Revenue for a Price Setter 
(assume uniform pricing) 

Quantity Price Total Average Marginal 
(Q) (P) Revenue Revenue Revenue 

(TR) (AR=TR/Q) (MR=ll TR/ 4Q) 
0 - - - -
1 $10 10 $10 $10 
2 9 18 9 8 
3 8 24 8 6 
4 7 28 7 4 
5 6 30 6 2 

Appendix 2: Diagrammatic Analysis of the Price Leadership Model (Tacit 
Colluslonl 

- According to figure below, the dominant firm sets the price that maximizes its 
total profits- produces qoN and sells at price PoN. The followers (fringe finns) 
behaves like a price taker and sells at the same price PON, similar to firms 
operating in a perfectly competitive industry. The fringe firms produce qF at 
price PON. The dominant firm will supply the rest of the output - (Q2 --qF) which 
is equal to qoN at the same price PoN-

Figure: Price Leadership Model 
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However there are problems associated with tacit collusion. Fringe firms (followers) 
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might choose to go against the set prtce, triggering price wars and it usually occurs 
when there la an excess demand for the product and the fringe flnns have excess 
capacity. Some firms may also set their own price if their products are sufficiently 
differt1ntiated. 

Appendix 3; First and Second Degree Price Discrimination 

I. Flrlt-c:tegree I Perfect Price Discrimination 

• Ideally, a firm would like to charge a different price for each of its unit 
sold. If it could, it would charge each customer the maximum price that 
he is willing to pay for each unij. This Is because the less price sensitive 
(less price elastic In demand) consumers are, the more willing they are 
to pay a higher price, and vice versa. 

• The practice of charging each customer the maximum price that he Is 
willing to pay for each unit bought is called first degree price 
discrimination or perfect price discrimination 1. Under such 
circumstances, the finn Is able to capture all consumer surplus, leaving 
consumers with zero consumer surplus. 

Rgure: First Degree Price Discrimination 
p· 
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With 1• degree PD, the 
monopoly's demand (AR) curve 
becomes its new MR curve. 
Hence with 1• degree PD, the 
profit-maximising output (where 
MR=MC) is 6 units. 

DD(AR)=MR 
Quantity 

• In the figure above, with first degree price discrimination, each unit is 
sold based on the willingness to pay as Indicated by P1 for the first unit, 
P2 for the second unit and so on from the demand (AR) curve. Thus §11 
consumer surplus PeBA has been transferred to the monopoly. 

• Since each consumer is charged exactly what he is willing to pay, the 
MR or incremental revenue earned from each additional unit sold is 
simply the price (AR) paid for that unit. Thus the MR curve is the 
monopolist's demand curve. 

• In practice, first degree price discrimination is almost never possible. 
Firstly, it is usually impractical to charge each and every customer a 
different price. Secondly, a customer will not, under normal 
circumstances, reveal the maximum price that he is willing to pay for 
each unit of the good. 

1 We are assuming that each oostomer buys one unit of the good. If a customer bought more than 
one unit the finn wlU have to charge different prices for each of the units. 
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_,,...- • An example of firs~-de~ree price discrimination is -
sites whereby one s bid determines the maxim lhe ~e of auction 
willing to pay for the good. um Pnce that one is 

5,con 
d..oegree Price Discrimination 

-degree price discrimination is a pricing strategy Whe b 
sec0ndt price to different groups of customers buying the sa~ Y firm charges a 
differen rtous pricing choices and allowing them to choose P uct by offering 
thern va second degree price discrimination is undertaken w~mo~g the different 
opttons~ ate customers based on observable characteri t rms are unable 
to seQ~ hical k)Cation or past purchasing behaviour s ICS such as age, 
9aograP · 
examples of second-degree price discrimination Include: 

Quantity discounts: NTUC FairPrice charges customers $2/ 
• blJY 8 bag of 4 apples but will charge customers who prefer t b- Wh_en they 

$0 80 Thl·s ·1s because cust O uy Just one apple . . . . orne.~ who buy larger quantities of a 
product tend t~. have a higher pnce _el~stlcity of demand than those Who b 
smaller quantities as more money is involved which means expe dlt uy 
apples is lik~o/ to form a larger proportion of income for those w~o ~re 
larger quantities tha~ for those who buy in smaller quantities. ~C 
however, cannot tell_ in a~a.nce ~o will buy the larger quantity. Hence it 
offers customers vanous pncmg choices and allows the customers to ch~ 
among them. 

_ concert ticket p_rlclng: The organizer of a concert does not have knowledge 
on the purchas1~g power or PED. of potential customers. Ideally, the 
organizer woul~ Ilk~ to _charg: wealthier customers or die-had fans a higher 
price due to their pn?8 inelastic de!11and. I~ order to get customers to reveal 
their PED, the organizer charges higher pnces for seats in the zones that are 
closer to the stage. The lower PED group would therefore select these 
expensiv~ tickets due to_ the perce~ed diff~r~nce in concert experience 
which might be superficial. The pnce sensitive group would select the 
cheaper tickets although they arguably enjoy the same view. 

_ Bundling of products: A fonn of promotional price adjustment that offers 
discounted pricing when customers purchase several products at the same 
time. As such, the products when sold in bundle will cost less than if they 
were purchased i~dividually. As marketing strategies become sophisticated, 
multiple intra -or inter- product purchases tend to be priced differently from 
the simple sum of component prices - the bundle discount is utilized to entice 
customers into buying multiple products from the same vendor. For example, 
Microsoft Office is sold as a bundle of computer software, including Word, 
Excel, and PowerPoint; Nintendo sold the most products when It offered a 
bundle option-a video game console and a game sold together as one 
package-coupled with an option to buy each piece individually. 
Additionally, incumbents like Apple has recently launched Its new 
subscription bundle, known as the Apple One, that includes Apple Music, 
Apple TV+, Apple Arcade, iCloud storage. This product offers three tiers of 
bundled Apple services designed to increase demand for services that have 
not seen growth in the recent years such as Apple TV+. 

However, such pricing strategies can lead to cannibilisation of products that 
can be bought outside of the bundle. For example, Apple can sell Apple lV+ 
and Apple Music together, but also separately. However, given th~t more 
subscriptions of Apple TV+ can be sold through the bundle than on ~s own, 
it leads to lower demand for the product when sold separately. Furthermore, 
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if some produc:11 ere not sold separately, some consumers may not be 
lncentivlzed to even buy the bundle since they are likely to feel that they are 
"forced to buy more• than they really want or need to. Furthermore, bundling 
may negatively affect the demand of the more popular products sold by the 
firm If they are bundled with the less popular products, with a higher price 
being charged for the more popular product than previously. As such, 
consumers may be unwifflng to spend more on the product that they were 
pnwioully purchasing at a higher price even if they are getting an •additional 
ttem•. 

Appendix 4; Case studies of Price Discrimination 

Case Study 1; Peak Load PrtcJoai {Inter-temporal Price Discrimination) 
Sowce: John Sloman 

11 peak load pricing a form of price discrimination? Peak load pricing is where people are 
charged more at times of peak demand and less at off-peak times. Take the case of a 
holiday. If you look through the brochures, you wlU see that high season prices are often 
considerably higher than low season prices. Other examples of peak load pricing include 
air fares, prices In cinemas and restaurants (higher In the evenings). 

Flaum 
Price/Revenue/Cost 

I ' i •• 
0 Oo11p1111 0.,.. Quantity 

Peak load pricing can be considered a form of price discrimination because the reason 
for the higher prices charged at peak times has partly to do with price elasticity of demand. 
Demand is less price elastic at peak times. For example, many people will tend not to 
watch the movies during the weekdays, considering that there is school or work the 
following day. 

But often the higher chargel also have to do with higher marginal costs incurred at peak 
times and, as such, are not true price discrimination. With various fixed factors (such as 
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:erriand- . g to use additional equipment with higher operating costs • or it could be 
toha\lln . 

dU8 
case of watching cinema during t~e weekdays versus the weekends 

rsJce ~e the cinemas will have perhaps simply 2 counters open for l'ck t · At off tilTlfhigh demand, the cinema may require to open more counters ~r e ;ares. _Al 
period~~ tor crowd control. As a result, the marginal costs of operating at W:k a~s hire 
e,<trS SPII" during the weekdays. en s are 
hl9herthsn 

2 reasons why the price is higher for peak period Firs~ demand/AR d 
11'1ere a~od is leSS price elastic th~n ~ema~d/AR under non-pe~k period (Figure 18 pe trated by the !act that pnce 1s a ~1gher percentage above MR in the peak ). 'od 
is der_nolhn~ off peak penod. Second, marginal cost Is higher in the peak period pen 
than ,n . 
~ dy 2: f,eemlum Model 

ium model refers to a strategy used by finns where they provide a basic version 
A tree~ ct ,ree of charge to the user. However, if the consumer or user must fo 
of a ~dit~nal f~ ures or _advanced functionaltties of the product. The rn:'e:,u~ 
the ies, sometimes, explo~ network effect. As firms offer the free version of a product, 
stral~re Hkel)' to expand their consumer base. ~owever, in order to generate revenue 
th~ the treemium model, the firms have to gain enough of a network advantage to 
us1~-~ in the market. 
su~ 

pricing strategy is designed to nudge consumers to influence their demand to 
s~:te higher sales by deliberately man!pulating how the products and choices are 
stim ted to the consumers. Its goal is to influence what consumers choose either to 
P':~~em toward option~ that the marketer believes are good for them or ' simply to 
st·mulate purchase~ and 1~creas~ sale~. Theref~~• when firms employ the freemium sti b ription model 1n running their businesses, it increases the demand for the firm's 

and reduces the degree of substitutability of the product offered by these firms. 

Th' is a common strategy used by firms in online gaming and technology-based 
ind~stries. In the last decade, the online gaming industry has grown rapidly. The free-to-
lay coupled with the in-game (token) purchase model (freemium model) has become fhe dominant reven~e model for ~h.is industry. _For e~ple, Google uses the 'freemlum' 

strateQY for its seMces by prov1d1_~g the basic serv~ or product free of charge, but 
consumers will be charged for additional features, seMces that expand the functionality 
of the tree version of the product. Google One subscriptions will now include three free 
months of Stadia Pro, _whic~ allows users to strea~ and play video games on a variety of 
deviceS- Amazon Prime 1s . al~o another classic example of "habit driver" where 
consumers joined for free shipping and now consumers go to Amazon for every single 
product out there. 

Appendix 5: The Case of the Banking and Financial Sector 

During the pandemic, the financial and banking sector transformed the way it delivered 
tts services. Bank leveraged on disruptive technology to remain profitable by introducing 
digttal options to provide services as well as digital assets. Leveraging on disruptive 
technology allowed banks to retain or increase demand for their services and hence total 
revenue. However, more importantly, it allowed banks to undertake branch consolidation 
to cut costs and leverage on their digital channels for running business since consumer 
behavior has changed deeply. Furthermore, banking processes that are repetitive are 
being replaced by robotic automation and artificial Intelligence, known as "smart 
automation• or "intelligent automation•. With a fall in average and marginal costs and 
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increase in demand, firms could see significant rise in their profits by leveraging on 
disruptive technology. 

~owever, the banking industry face greater competition from other intermediaries, 
increasingly digital, in their core business such as payment and advisory services. 
Disruptive technologies have given rise to the FinTech sector, which Is essentially the 
use of innovative information and automation technology in financial services. As such, 
digital technologies have a large impact in terms of increasing competition and 
contestability in the banking industry, forcing older incumbents like POSB, Deutsche 
Bank, Santander and Barclays to restructure the way they provide services to their 
customers. Digital disruption provides opportunities to potential entrants and rivals 
opportunity to improve efficiency with innovation, increasing pressure on the profit 
margins of the incumbents. Incumbents that are still over reliant on overextended 
branches, they will continue to lose their customers, in particular, the younger generations 
who prefer to bank with their mobile phones, to those that have adapted well to the digital 
revolution. 
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Section A: Short Structured Questions 

1. Which of the following is likely to be fixed costs or variable costs for a chocolate factory over the course 
of a month? 

(a) The cost of cocoa. 

(b) An advertising campaign for a new chocolate bar. 

(c) The cost of electricity for running the mixing machines. 
(d) Overtime pay. 

(e) Wear and tear on wrapping machines. 

(f) Interest on a mortgage for the factory: the rate of interest rises over the course of the month. 

2. For each of the following examples, 
(i) State if the economies of scale is internal or external 
(ii) Identify the type of internal/external economies of scale 

(a) Supermarkets such as Sheng Siong have larger bargaining power with suppliers. 
(b) Listed companies can finance their operations through public issue of shares. 
(c) Pharmaceutical firms make use of the talent pool and R&D infrastructure at Biopolis. 
(d) A wafer fab producer benefits from R&D findings by leading players in the industry. 
(e) Retailers make use of large-scale IT network systems to keep track of inventory flow. 
(f) Firms employ specialists to improve the efficiency of different stages of production. 

3. Firm ABC is a textile company. Explain with the aid of diagrams, the possible impact of the scenarios 
below on Firm ABC's cost curves (indicate whether ATC and/or MC have shifted and in what direction 
and explain why). 

(a) The government reduces its rental charges for SMEs such as Firm ABC. 

(b) The government imposes a levy on foreign labour. 
(c) Quotas on imports are relaxed, allowing cheaper imported textile to enter the country. 

(d) The country experiences double-digit economic growth. 

fl Raffles Institution 
Economics Department 

112 



Year 5 H2 Ecor,omk;a Tu~ Pac:kaQ• 

Section B: Case Study Questions 
~rr.......,~ ..... ~---
The data Is based on a scheduled flight between London and New York by British Airways. 

Table 1: Seatlna Caoacltv 
Tic;J<et Dri~ ([) ! . -- No, of seats_ 

l - First Class'· 18 2 000 

Business Class , 74 1100 
EconomvClasi·: 294 350 

Table 2: Costs 

Fli tit crf!iN salaries arid ex nses 
- · ' and on 
La sandnavi 

_, 7 

P ifts of com · and .drinks, 
Grouod:~ . ncludin_g ,,~ft, l'!lainteQal"l~ fQr th~ flight aircraft 
· ani . orf facilities. · . ~, • ,.3 , 

· 'ution to airline ovemeads, ,including general administration; 
ation and ,Jnter'est ._.a ment to banksf •.. · 

Extract 1: British Airways.Qantas merger talks begin 

9250 
11 882 
9920 
10 820 
5 050 
17,200 

68,350 

British Airways confirmed that negotiations with Qantas for a merger were taking place In a brief statement 
after reports surfaced in Australia that a deal was in the pipeline. ' 

Should the agreements go ahead, the ainines would be able to slash operating costs by merging many of 
the back office operations such as administration and ticket sales. A pairing with the Australian carrier would 
create a global corporation with £15.4bllllon annual sales and a 43 per cent market share of the London to 

Sydney service. 
The past year has been the toughest for the airline industry since the aftermath of September 11. VVhile 
plummeting oil prices have given the industry some relief, the global economic crisis has led to a dramatic 
drop In the number of people flying. A series of banking collapses have led to a sharp fail in demand for 
expensive business travel - upon which many airlines depend. Airlines have been forced to axe routes 
and let many of their employees go. In a desperate effort to fill their planes, they also offer millions of cheap 

seats. 
Meanwhile, budget airlines such as Ryanair continue to chip into the market share of its struggling rivals 
with "lean and mean• cost-cutting and reduced fares. 

Source: The Daily Telegraph, 02 Dec 2009 

Extract 2: Why Is Ryanair successful? 

Over the last decade, the rate of growth of the low cost airline market in general and Ryanair in particular 
has been remarkable. As a whole, the low cost air market Is growing at a faster rate than the overall growth 
of air travel. 

The secret to their success is actually very simple: 'low cosr means exactly what it says, and the business 
philosophy W01Jld seem to be that as long as attention remains devoted to minimising costs, profitability will 
take care of Itself. For an example, with Internet booking, administrative costs of running call centres and 
the expense of paying commission to travel agents can be avoided. They do not offer frequent flyer loyalty 
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mmonly associated with the traditional full-service airfines. There Ls also no free services on 
sc;t,emes : cost flight. Instead, highly pro~ble charg~ are le~ed for food, drink and olher ancillary 
t,OSrd a I Budget airlines n:,ake fuller use of s~ar airports with 1°--:'er landing charges than the main 
services. the destination city. Another charactenstic 1s that budget airfines tend to run a fleet of ain:raft 
8;rp0rt of entirely of the same model, It can benefit from economies of scale In the costs of training staff. 
compose!tianlcs and flight attendants have to know how to operate or service only one kind of aircraft. pilots, IT1 

Adapted from Economics Today, ~Y i8 RyanBir $1JCC8$Sfu/?" Marr:h 2008 

Questions 

(a) 
VVith reference to Table 2, Identify an example of 

(i) fixed cost 
(ii) variable cost 

Explain your choice. 

(b) Calculate the airline's profit per flight if all seats are sold. 

[2) 
(2) 

(2) 

(c) (I) Using Table 2, explain two possible cost advantages of being a large alrfine company such (4) 
as British Airways. 

(ii) Explain why despite the cost advantages of being large, there are smaller airline companies (4) 
such as Ryanair which manage to keep costs low. 

(d) (i) Using the concept of price elasticity of demand, account for the relative price levels of (4) 
economy and business class tickets. 

(ii) Wrth reference to Extract 1, explain two possible reasons why air ticket prices have fallen (4] 
for British Airways. 

(e) Discuss whether the merger between British Airways and Qantas should be a matter of (8) 
concern. 

Case Study 2: Supennarket development and competition 

C Raffles Institution 
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Extract 1: Chlna'a aupermal'1cell .,,...nt export opportunity 

Riling lnoomn and an expanding urban middle class are setting the stage for China's development as 
nwket for Imported goods. Until recently, many foreign exporters conalderlng the Chinese market we a 
dilcowaged after encountering I fragmented mar1<et made up of thousands of old-style family awn: 
lhopt open-air marbtl and Inefficient systems for the distribution of Imports. The good news for fo 

11 that •aupermar1tet1aatlon' Is transforming China's food sector Into a modem retail •Yst 0d 
Modem supennaft(ets and hypennarkets • retail foffllata nearly non-existent In China In the ear1y 199~m. 
have now capbnd an estimated 30% of the urban food market and are growing at rates of over 3 

1 
• 

annually. ChineN supermarkets grew from just one outlet In 1990 to approximately 60 000 stores by 20~ 
Supermarkets began developing 1n China tn the early 1~•• encouraged by local governments. Mui3' 
national chain• from Europe, Japan. Hong Kong and the United States provided a second major Im ti-
In the development of the sec:tor In the mid 1990s. They have about 40% of the sector's sales but do:~• 
companill IUCh n Lllnhua and Huallan have developed quickly. Local governments are actrv' lye 
encouraging the transition to supennarkets by shutting down traditional street markets and In some ca e 
eonverttng them Into supennartcets. In 2004, China's Ministry of Commerce announced a five-year Pia~' 
develop a nnt retaB networ1< of supermarkets In small towns. to 

Imported foods, untB recently a rarity In China, are now widely available in Chinese supermarkets. Chin , 
growing middle class has the purchasing power to afford Imported foods, but this crucial market se mas 
has been kept largely out of reach of the world's food exporters by the combination of China's old-fas~o ent 
mari<etlng system and high trade barriers. However, China has cut tariffs, Import trading licen~~d 
requirements and state trading monopolies as a result of Its entry Into the World Trade Organisation 1

9 
2001. Lower trading barri8f'S are the first step to opening the Chinese market. but a competitive, efficie n 
domeltic marketing system Is necessary to get Imported products from entry points to the Chine: 
consumer. Thats where supermarkets come In. 

Source: Fred Gale and Thomas Reardon, Asia Times, 24 June 2005 

Extract 2: Let China's retall wars begin 

In keeping with the conditions for China's membership of the World Trade Organisation, China has lifted 
most restrictions on foreign retailers. Gone are the limits on the number of stores, rules confining them t 
large cities and regulations capping the foreigners' stake In local ventures at 65 %. China erected thos 0 

hurdles to give Its own companies a chance to copy the West's big store model - and they have done 8 e 
with great success. The top four retailers In the country are all run by the government or local entrepreneurso 
But the foreign companies are not far behind and they have big plans for expansion now that the barrie~ 
have come down. Paris-based Carrefour has some 240 stores in China, and plans to open as many as 150 
more this year. Its 2003 sales of US $1 .8 billion made it China's fifth biggest retailer. 
Consolidation ts sweeping the sector, too. Shanghai Ballion, which has nearly 5000 stores, has won 
pennlnion to take over four rivals. Beijing's ultimate goal Is to create a small number of big players that will 
be strong enough to compete with the multinationals at home and expand overseas. 

Source: Business Week online, 17 January 2005 

Extract 3: Supermarttlts In the UK: a model for China's retail sector? 
Tesco may have to sell off stores 

Tesco, the UK's biggest supermarket group, may be forced to sell off some of its shops in what would be a 
dramatic Intervention aimed at airblng the retail gianrs dominance. There is a call for government 
regulators to intervene to force Tesco into divestment. the process of selling off stores. 
The UK's top four supermarkets have a huge market share which Is continuing to grow. In the next ten 
years Tesco could have 1200 smaller convenience stores In addition to its large supermarkets. Asda, one 
of T esco's major competitors, is poised to follow suit. Ten years ago supermarkets did not compete in the 
smaller convenience store market In the four years to 2004, 73n independent convenience shops, more 
than 20 % of the total, closed. In addition, the buying power of the supermarkets is so great that their 
C RafflN lnllitution 
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n,plain that they are forced to sell to supermarkets at very little profit 
91,1pplier5 co rtainly a case for divestment,' says the policy director at the New Economics Foundation. 'The 
'There 1• i:e 1, being strangled by th~ big four.' However, a spokesperson for Tesco said,, think the pub&c 
111ar1<et P Id need to be looked at 1n a proper manner by govemment regulatory authorities and I would 
111terest :;,en they talked to us and looked at our operations in detail they would come to the view that 
t,0p8 th nt was 8 bad idea'. 
dwestme Source: Observer, 6 November 2005 

T t UK Table 1: OD our supenna e : s are o arocerv sector rk ts h f 
Share of Grocery Sector 2004 2005 
(bY value of total sales) (%) (%) 

Tesco 28.1 30.5 

~Asda 16.6 16.7 

Sainsbury 15.4 15.7 

-Morrtsons 13.9 11.3 - Source. TNS Superpanel 

i:xtrac:t 4: supennarkets In Singapore: the food retail sector 

y years the food retail sector has been dominated by 'wet markets' and general grocery shops, but 
F~r manem is changing with the rapid expansion of modem supermarkets. NTUC Falrprice and the Dairy 
th•5 PtroLIP are the two largest ~upermarkets for retail food. Cold Storage and Shop n' Save supermarket 
Fa~ are subsidiaries of the Dairy Farm Group. 
chains rkets still represent the bulk of sales of products such as vegetables, seafood, rice, eggs and 
W~lma while dedicated fruit shops still sell most of the fresh fruits. However, supermarkets are gaining 
chi e~~hare in all retail food products. 
~arke re has a significant domestic industry manufacturing a range of food and beverages, but virtually 
srngap':iiaterials are imported, as there is almost no local agricultural production. Singapore's multi-racial :!!:a; and the presence of a large expatriate population have led to a diverse and rich variety of food types 

. available to customers. 
being source: Australian Government: Austrade, Guide to Australian Exporters Webpage 2005 

Table 2: Singapore retail sector: retail sales Index for selected types of outlet 

Type of Outlet 

Department Stores 

supermarkets 

Provision and Sundry 
Shops 
Total retail sales 

C Raff/8s Institution 
Economics Department 

Index at Current Prices (1997=100) 

2000 2001 2002 

104.3 99.9 100.4 

123.0 138.3 147.1 

100.6 104.6 109.6 

128.4 133.1 129.8 

2003 2004 

99.6 108.4 

158.5 151.1 

113.8 123.2 

140.9 158.6 

Source: www.sinqstat.qov.sg 
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Compare the change In retaH sales In Singapore by type of outlet between 2000 [2] 
and 2004. 

Explain two reasons why supermarkets are growing so quickly In China. 

Describe the type of mar1cet structure operating In the UK grocery store In 2004. [2] 

Explain how the firms In this mar1cet might compete against each other. [4] 

Discuss the policy of divestment In the case of Tesco explaining clear1y how this [SJ 
might affect consumer welfare. 

In the light of the data provided, if you were an economic advisor to the Singapore [1 OJ 
government. would you recommend that It should follow the example of the 
Chinese authorities and encourage supermar1cet development? Justify your 
answer. 
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&_ase study 3; OTT Disrupts Telco Market 

3 
4 
5 

Table 1 

21,618 
China 4,670 China 
Japan 2,944 3 Japan 4,409 

United Kingdom 2,656 4 United Kingdom 4,249 

Germany 1,337 5 Germany 2,301 

Source: BroadbandTV News, October 2017 

Figure 1: National Income Projection (billions of $US) 
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Source: Treeofmamre. wordpress.com 

Extract 1: The Rise of Over-the-top (OTT) Internet Delivered TV2 

The pace of digital disruption that is transforming the 1V industry is accelerating: the growth in intemet-
delivered 1V content is reshaping distribution models, consumer viewing habits and advertising. Every 
major 1V operator has launched or is in the midst of launching and scaling up their direct-to-consumer 
streaming offerings. Consumers now have more choice than ever- from DirectlV Now, FubolV, Sling lV, 
PlayStation Vue and YouTube TV, to name just a few. Philo is another recent entrant that offers 30-plus 
entertainment channels. Disney has plans to launch two streaming services and may develop even more 
following its 21st Century Fox deal. 

Source: Forbes, January 2018 

Extract 2: 1V Cuts the Cord - More Ditching Cable for Internet Platforms 

The revolution - called cord-cutting - has spread worldwide. Singaporeans are one of the fastest-growing 
audiences in the world for on-line 1V platforms, with the number of subscribers for such services here 
doubling in the past year. Netflix launched in Singapore In January last year, followed by the likes of Viu, a 
specialist in Korean content, and Amazon Prime Video, all OTT (over-the-top) services delivering 

2 OTT refers to an app or service that delivers content (audio, visual, etc.) over the internet 
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Affordable and convenient, thele services have won over many television fans who prefer them to th 
ftmitad offerings on free-to-air channels and the cumbersome subscription packages offere: 
by pay-lV operators StatHub and Slngtel. Teloos like StarHub and Slngtel had seen a significant drop In 
the number d 111 Pay-lV 1ubacribers last year. 

But the older players have not lost the battle yet If convenience Is what the cord-cutters want then 
convenience ii what StarHub, Singtel and Mediacorp have given them. StarHub has Introduced S~rHub 
Go, whlc:h 11 an on-demand streaming service with Netflix-llke pricing: Viewers use an app or go online t 
IIC08II a wide variety of content by paying a monthly fee from $9.90 a month. Slngtel offers a service calle~ 
Cut, which hu different plans starting at $4.90 a month for different content bundles. As these online-TV 
Nrvk:el do not require set-top boxes, consumers do not have to pay rent for the hardware rented from 
StarHub or Singtel. 

No lea Important to viewers Is quality content No one wants to watch rubbish on their phones even if it Is 
for free. Some 1V viewers conti'lue their Singtel and StarHub cable 1V subscriptions because man 
channels, such u those run by Fox Networb Group, are cunently available only through these two telco: 
Also, both StarHub and Slngtel have been producing their own programmes. Pay-lV channels, too, hav~ 
to pn,duce strong content to remain relevant 

Source: The Straits Times, January 2017 

Extract 3: Telco Wars Set to Intensify 

The telc:o Industry is ending 2017 with the wonylng prospect of a tougher new year. The frantic jostling for 
market share that marked this year can only intensify as new candidates square off for battle. Australian 
start-up Zero Mobile elbowed Its way into the Singapore market as a mobile virtual network operator 
(MVN03) this month. Fibre broadband company MyRepublic plans to make the leap to MVNO next year. 
And Australia's TPG Telecom is due to enter with its own mobile network. These moves will follow a year 
that saw the expansion of MyRepubllc and MVNO Circles.Life. 

And new entrants come prepared for a price war the Incumbents can ill afford. Incumbents have worked to 
address the challenge. StarHub partnered Netftix last year to bring the service to set-top boxes and high-
definition streaming. 

But DBS' Mr Mittal says: "Wth the emergence of OTT lV services and entry of Netflix in 2016, nearly 
89,000 subscribers have withdrawn from pay lV services in Singapore. We believe subscriber losses would 
continue In 2018, as higher-end subscribers, who may have been using OTT and pay lV services 
simultaneously, start exiting pay lV services due to the lack of perceived benefits." 

OCBC'a Mr Chua notes: "The most obvious route so far Is diversifying away from the traditional telco space 
- that is, voice and data services - towards providing enterprise digital solutions and related services." And 
incumbents have already made a play for the enterprise segment, in areas such as cyber security, digital 
advertising and data analytics. Mr Chua adds: •For instance, Singtel has close to 50 per cent market share 
in Singapore and this means it has access to the usage patterns and data of all its users. Businesses would 
want such data analytics to conduct more targeted marketing and advertising activities to optimise each 
marketing dollar.• 

Source: Straits Times, December 2017 

3 A MVNO is a wielesa convnunication services provider that does not own the wireless infrastructure over which it 
provides its services to customers. It obtains bulk access to network services from network operators at wholesale rates 
and sets retail prices independently. 
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extract 4: Old Is Gold 

Going to the cinema would be a thing of the past, some said, when Netflix and !Tunes showed up. The 
Department of Statistics' latest figures showed a 10.4% dip In cinema attendance In the first part of this 
year, compared with last year. 

VVhlle less tickets were sold in 2015, a revenue of $216 million was still made, as compared to the $201 
million made in 2016 even though slightly more tickets were sold that year. The silver lining for the cinema 
business Is this: More tickets sold does not mean higher box-office earnings. 

In 2015, more people seem to have paid for more expensive weekend, lmax and 3D tickets for the two 
massive hits that year: Jurassic World and Star Wars: The Force Awakens. VVhat this proves is that the 
widening price difference between ticket types (weekend, 3D, lmax, Gold Class and the like) will weaken 
the link between cinema attendance and box-office receipts. 

In other words, cinemas might make money even as ticket sales drop because the group of people buying 
premium tickets is influential. An older crowd can spend more, on premium tickets. So don't write off cinema 
yet. To paraphrase the line in The Godfather (1972): Just when you thought you were out. they pull you 
back In. 

Questions 

(a) (I) 

(Ii) 

(b) 

(c) 

(d) (i) 

(II) 

(e) 

Source: Straits Times, June 2017 

Figure 2: Movie Ticket Prices at Golden Village Cinema (SGD) 

Weekday Weekend 
Adult $9.S0 $13 

Student $7 $13 

Gold Class $29 $39 
Source: Seed/y, March 2018 

From Table 1, Identify the country with the highest projected growth rate In online 
TV revenue. 

With reference to Figure 1 and use of a relevant elasticity of demand concept 
account for your answer in (a)(I). ' 

With the aid of a diagram, account for the rise In OTT TV services. 

Discuss how an Incumbent telco firm should respond to the challenges mentioned 
In the case. 

Define cross elasticity of demand. 

Account for the likely CED value between OTT TV and cinema movies. 

~i5Cl:'S~ ~ether the pricing strategy of cinema operators is a case of price 
d1scnmination. 

[1) 

[3] 

[5] 

(101 

(11 

(2) 

(81 

(30 marks] 
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PRV0o•• ea., Study auut1on 1; Antt-compeUUY• behaviour '" stngapo[I 

bind 1: Data on Singapore._ contUlftPtlon of meat 
Tlblt 1 lhlMI Sklgapore'1 con111npllon d Nleclld meata rMtr I 12.ye• period. . \ 
Tlblt 1: ConlUfflptJon of ultct8d meats In Singapore. 2007-2018 (thousand tons) 

• ....,. 2007 2008 2009 2010 2011 2012 2013 2014 2015 2018 2017 -2018 

Qdclcen 181 191 194 199. 207 218 212 213 224 243 222 -225 

Beef 28 27 18 31 33 34 34 'SI 38 30 33 -3S 

Pork 114 109 113 122 11-, 123 114 127 128 134 134 -134 -
Soutr»: United State, Dept of Agricuilurl quoted In Index Mund# 

Ema 2: Thi Competition and Consumer Commlnlon of Singapore (CCCS) penall&N frelb 
ctilckan dlatltbutora for prlce.fbeing and antJ.compatltlVe agreemantl 

TheCCCS haS todaylssat,1., lnfrlnQem8r1lDeclalon against 13 fresh chicken dlstributDrsforer,siaglng 
In en~ve agree>nents to coordlnala the amount and llmlng of price lnaeases, and agreeing 
ra 10 ~te for uch o1her'I Mtomers In the market for fresh chicken products In Singapore, 

fl'lllh chlckan dislrl>ulOrl Impart Iva chlckanl fnm farms In Malaysia and slaughter them In Singapore. 
TIiey lhln NII lhl hlh chicken producll ID aJStDmers such 88 supermarkets, restaurants, ho1els wet 
mertmt atall and hawker stalls. These prcxlm Include whole fresh chickens, chicken portions' and 
procea&od chlckln. .. Chlcla1 II the mast conuned meat In Singapore - more than 30 kg of chicken Is consumed per 
pen;on arnlllly. Thi• II signlllcanty higher than lhe per person consumption d other types of meata 
lldl a par1t and beef. In 2018, approximately 49 mllllon Dve chickens were slaughtered In Singapore. 
Thi total unover of the 13 fresh chicken dlstributm'S, who collectively supply more than 90% of fresh 
cHckln produds In Singapore, amounlS to approximately S$500 million annually. The average price 
of hlh --chldmn sold In supennarkets Increased from S$4.96 per kg In 2007 to $$8.14 in 2014, 
according 1D t,pe1 from the Singapore Departmentol statlstlcS. In 2017, the average price had risen 
10$$8.58. 
In March 2014, the CCCS commenced Its investigation Into the fresh chicken dlsbibution Industry. 
It nwaaled that. from at leut September 2007 to August ?014, 1he&a mtributora had engaged n 
dlaClatons on p1ces and had also coordinated the amount and timing of price Increases of certain 
frelh ctickln producll sold ii Singapo,e. Ourtng these dlacussfons, they had also agreed to 'market 
lhamg' 10 they would not c:ampeta for each other's customers. 
Ttis call Ilion reelric1ad supply In the market a,d conlributed to price Increases of certain fresh chicken 
podudL TIii CCCS found that fer at least seven years. between September 2007 and August 2014, 
111 prtce of fr81h chicken add ID supannarketS and hawker stalls had lnaeased by between 10 and 30 
C8ldl ach year. By agreeing not to compete for each other's customers. the dlstr1bulor.3 reslricted the 
c:t101ce1 avalable ta cus\omel'I. The coordinated price ilcreaSea further reduced customer choice as 
twy lknllad opl0ns for c:usl0ffllrl 1o swttch to more c:ompe1itlve distributors. 
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In v1uw of lhe comllined nwbt alwe of .... 13 fl'elh dllcken ~and• cHck8n II 1w 
• most commonly c:cnuned meet 11 Sngapore. flll conu:t kt,padlld • large 
m,nblrofconamers. . . 

In dec:idirig to levy fines, h CCCS has lak9rl ~~the raleYlnt sa1e1 unovn d Nch dll'II 
13 firms end the naue, dLnlon nt Nrk>usnnl dh ~migemenl. The large llzll of INI lldlltry, 
the 0Dfflblllld martcet shant of the firms and t,e llf10usnlSS 111d fie long cbation d h lml9' concb:t 
oanlributed ID the CCCS lmpou,g the highest fdal llne of $$26.9 mlla'I In• lllve call to daa 

In addillon b the ftnel. Iha CCCS has dncled lhe 13 dllcken dlslribulDl'I ID pnwlde • Milan 
0D111nilmenl flat 1tl8'/ wm 11op using The PouDry Mardaa' AIIOdlllon. o1 Milch t,ey ant al 
mmibn. forfulan ri-compellve ecMJee. -
The ctiBf ExsculM of the CCCS said, 'Prtc:e-ftxlng end marbt lhlmg ant consldnd aame d 
1w ffl0lt harmful t,ypes d ri-ccmpetitM behaviour. SUc:h c:oncld Is par1lcul8r1y tiarmrul wt. Ila 
procllCII atredld n Widel'J conuned In Slngaf)Clre, a In lhit caee. The CCCS wll con8nue ID tak8 
atn>ng enrotcemant don t> 11819 that antkanpltllM ptlCtlCN do not negatively Impact upon 
Sk,gapcn nw1cllS and ham buullslll and conNnn.' 

Socm»: CCCS Media 191Nse. 12 Septtmbtr 2018 

Extract 3: Man dlaruptlona tn store for the taxi Industry In 2011 

In Singapore the .travel nwlcet lnclude9 taxi drivlra and drlve,a of prtvata hire velic:III. 
Many dm.WI of prlvall hlrl hive a:lullvfty arrangementl with COIT1)a~- auch 81 Uber 
and Grab, that UN modem technology ID 11d booldngl made by paungn. These udlllivlty 
anangementl mean hit COi ltrlcted driYera can only take paaaengera that haYe booked h'aultl the 
company molved. . . 
Today laXI drlveflare flclng increau,g competi1lon tom drNn of prtvate hn vahlclll b0Dkad through 
openms IUCh a Grab and Uber. Taxla rely on strNt halls but l1WIY passengers ara now bring to 
1he greater c:anvanlence and atrordablllty of pi1vate tlll9 whlcles. Only 69 tul driver lcancee were 
lssUed ln0ctober2017-a histoltc low-and there wn flwarthan 24000 taxis on Singapore'• roads. 
the lowest for tan years. In July 2011, before the market entry of Grab and Uber. 655 taxi 
ncences were laaued, the hlghaat aver. 

0 Raffles Institution 
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Slngapcn lllpped ride-hallng t1rm1 GJab and Uber ~lh flnll and flneRled rastrlctiont to open u 
Iha narbt lo cu...,_ lftlr condudq lhal lhalt merger In March 2018 hat driven up Pl'lces 
radu0ld oan1)ldlon 1n Iha rtde-halllng maruL 

Flnhg Ublr ase.e Illian and Orab 8$6..4 millon. thl cccs uld etrecllve fna on Grab rose 10% 
1&-. .n.1,a merger, and lllt lh& combln'9d flrrn now holds a 8lngap0ra mark8C lhare of around SO: 
Whit 116 Cllfftillld S$13 mllon Ina WII arnll compared with the ¥Blue d _the firms. wftia la 1n 
nuU-tilicn d dolllrl. and ii llllbly'tD haVt I lerga Impact on lhllr profits, the measures Im 
by lie ceca repun 111 1tro11gal pcnahmenl t,y a regulator atncl the deal waa unvelled.~ 
ooqN11111an walChdog llso 181d I would require lhBt Grab and Uber'I exCIUslVlty arrangar,111111 ahould 
be ended tD llow ddverl 1w lexlbllty1o drtve for mora thin ORI rldHIDlng ftnn. Thla wil help Ol)en 
up tha fflllbt 1G new flnnL Hawever, the CCCS alOpped lh0rt of rulkli that the merger had to be 

Uber uld I blleved CCCS'1 dedalon was buad on an 'lnappropliatal nam,w dlflnltlon or lhe 
mnet whlCh cld not refteCI 1he ccmpeUllon between the merged company and ohr forma of lend 
nnapcxt. and would conelder appealng against the dec:lllon. Grab said It did not lntan11one11y ar 
neglgenly breach c:ompetitlon laWs and clalmed that It had not raleed fares llnca the deal, argut.... 
thll II lran1port flrml. lncludlnG taxi opera1Dr9, lhould be eub)edad to axclualvlly cube. HoweYer, U: 
· fim added 118l II would abide by the m88111'81 Nt out by Iha regwm,r. • 
Other post1b1e new entrants lo the rlde-halllng market lndude Slngapor&-baaed Ryde end Indonesia' 
Go,Jek. GoJllc l)lana totin:h aervlces In Singapore and said l welcomed 1he CCCS's stapg: We' 

8 

enccuaged tD ... t'8 meaa&n1 being taken to level the playing fteld - It win have a SVUficant 
on cu ltralBgy end llrnelne.' 119 company said. . 

Thi CCCS said I would auspend lhe measures ,on an lnlelfrn basis If a new rival 1inn was able to 
get fNfll m rl lhe total ride9 In the rlde-hallk,g market In a month. It would remove the measures 
altogllhlr f, rtval attained 30% or more rl lolal rides In the market for six consecutive months . .. Source: Aradhana Arevfndan, Reutn, 24 September 2018 

, r 
(1) &plain one measure used by economlsfa ID assess the level of campetftion In an Industry. 

. (2) 

(b) U11r1Q T-1, explain two possible change8 In the market for pork that could account for the 
dlferenel In the conswnption of pork In 2018 axnpared to 2007. [4] 

(c) (I) What is meant by 'producer surplus' Elld 'consumer upkJa'? [2} 

(IJ) Extract 2 atatBI hit 'coluslan restriclsd In h market and conbbJted to pr1ce 
ilcraaseS d certain fresh chicken promcts•. 

Using a diagram. e,cplaln how this collusion Is llkely to have affected the producer Nplus 
and the consumer surpm In the market for theSe chicken producls. [4J 

(d) U&ql Extractl 3 and 4, diacu&s wtich market slrucU8 best desafbes the characterisflcs rl 
lhl lide-halq market In Slngaport. [8] 

(e) Dllaa whllherlhe mas lq>088d by the CCCS ara the best way to Improve lhe outcomes 
farcanunn In boll the chlck8n product market and the rid&-ha!Rng market. [10) 

C~lndution 
EcallClfflCI ,,.,,.,,,,,.,, 

[Total: 30) 
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Section C: Essay Questions 

1. Bigger Is better, or so it seemed to supennarkets au over the world over the last 30 years. Size seemed 
to offer all kinds of advantages, from cost advantages to offering a wider range of goods and services. 

(a) Explain why supermarkets may enjoy lower costs. (1 OJ 
(b) In view of the benefits of large scale production, discuss the survival of srnaff grocery shops. (15) 

2. 'Recessions put weak firms out of business whilst strong finns use a recession to beCOme more 
efficient'. 

(a) Explain the relevance of different types of cost in the decision of a finn to close when faced 
by a fall In demand for its products. (1 OJ 

(b) Discuss the extent to which firms faced by high levels of competition are more wlnerable to 
closure In a recession than firms In less competitive industries. [15} 

3. Retailers in Singapore supply a wide range of services and products In a variety of market structures. 

(a) Explain the key differences between oligopollstlc competition and monopolistic competition. (1 OJ 

(b) Consider different retailers In Singapore and discuss which of these two market structures 
best explain their market behavior. (15] 

4. In the UK. train tickets may be obtained more cheaply if they are bought in advance. In August 2000 
the _railway companie~ jointly announced that these cheap tickets would be available only at major 
stations. Passengers hvlng near smaller stations would, therefore, have to pay the full cost of the ticket 

(a) Explain what is meant by price discrimination and discuss whether this is an example of 
price discrimination. 

(b) ldenti!)' the type of market structure that enables companies to practice price discrimination, 
and discuss whether that market structure is ever beneficial to consumers. 

Optional Questions; 

1. (a) Expl~i~ how, in economic theory, a monopolist would determine the price that would 
maximize profits. 

(b) Discuss whether firms in the real world set prices at profit maximizing levels 

2. 'With over 1 ~000 ha~ker stalls all over Singapore, dining at hawker centers has become 
part of the Singapore identity.' 

(a) !dentify ~nd ~xplain the type of market structure which is likely to exist in the hawker food 
industry 1n Singapore. 

(b) Discuss whether such a market structure is ever beneficial to society? 
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3. The Government has introduced greater contestabillty In the bus service industry. 
Competition for the market where operators compete periodically for the right to operate the 
bus services will spur operators to fulfil service obligations or risk being replaced when their 
term is up. The Government will also own all bus Infrastructure, such as depots, buses and 
the fleet management system. 

Source: Ministry of Transport (Singapore) 

(a) Explain the factors a potential entrant would consider when deciding to contest a market c101 
(b) Discuss the consequences of the above measures on commuters and bus service c151 

operators. 
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Section E: Further Reading 

Article 1: More options for Hub ticketing, please 

http://www.todayonline.com/sports/more-options-hub-ticketing-
please 

Article 2: The Big Read: Why the Grab-Uber deal is making some 
uneasy 

https://www.channelnewsasia.com/news/asia/why-grab-uber-merger-
deal-makes-passengers-drivers-uneasy-10120830 

Article 3: Electricity market to be fully liberalised in 2018 

http://www.strattstimes.com/singapore/electricity-market-to-be-fully-
liberalised-in-2018 

Article 4: CCCS and Competition Act 

https://www.cccs.gov.sg/about-cccs/what-we-do 

Article 5: Diamonds Are Not Rare, They Are Just Expensive I De 
beers Diamond Marketing Strategy 

https://www. feedough .corn/diamond-marketing-de-beers/ 

C Raffles Institution 
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