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Read the scenario below.
Better Shoes

Better Shoes is a family-owned business located in the Northwest of England. It manufactures
superior quality men’s shoes. The current Chief Executive Officer is Zac Scherzer. When Zac
joined the business in 2003, it was struggling to survive.

Today, Better Shoes is the largest men’s shoe manufacturer in the UK, making 1.5 million pairs of
shoes a year. This represents a third of the UK’s shoe output. Better Shoes’ success has been due
to its focus on producing high quality, well-made shoes that can be sold at high prices. In addition,
the business gains significant benefit from economies of scale.

The public can order Better Shoes’ products from the company’s own website, from its own mail
order catalogues or by responding to advertisements it places in national newspapers.

Better Shoes only sells its shoes directly to customers. The majority of these customers are over
the age of 45 years.

Over 95% of Better Shoes output is sold in the UK; the rest are sold in South Africa. Currently, all
of the shoes the company manufactures are made out of leather. All of this leather is imported,
primarily from ltaly, Brazil and India. Other raw materials, including those for cushioned insoles and
rubber heels, are also imported.

The UK shoe market is highly competitive. Better Shoes’ competition ranges from small, specialist
producers based in the UK and Europe to large mass-producing manufacturers in Asia.

Better Shoes uses male names to identify each style of shoe that it makes. Zac finds it helpful to
calculate the price elasticity of demand for each style of shoe (see Table 1, below).

Table 1: Price elasticity of demand data for a selection of Better Shoes’ styles

Style of shoe Selling price :;i;‘;s:j““c“y of
Matthew £65 -1.8
Paul £85 -1.0
Stephen £139 -0.2
Thomas £95 -0.8

Better Shoes requires a skilled workforce for almost every part of its production process. Although
the UK unemployment is quite low, the Northwest of England’s unemployment rate is well above
the UK average. Zac is critical of the poor skills of many school and college leavers, as he finds
they have little experience, or understanding, of manufacturing-based work.

Zac is considering the next stage of Better Shoes’ development. One option would be to merge
with Sykes Shoes, the third largest shoe manufacturer in the UK. Sykes Shoes makes lower quality
shoes for men and women, aimed at the mid-price market.

Assuming it went ahead, the merged business would produce nearly half of the UK’s output
of shoes. Zac thinks that this merger would affect the balance between price takers and price
leadership in the UK shoe industry.

An alternative option, if the merger with Sykes Shoes did not go ahead, would be to increase the
range of men’s shoe styles produced by Better Shoes, to target different segments of the market.
Better Shoes is currently focused on middle-aged, high income customers. However, Zac is
considering producing a lower priced range of shoes for younger customers, including a
non-leather ‘vegan shoe’ for the environmentally conscious male.

One decision which has already been made is to sell more shoes internationally. Better Shoes
plans to start exporting its shoes to France and Germany in the very near future.
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1 (@) Zac considers microeconomic factors, such as supply and demand, when making
business decisions.

(i) What does a market demand curve show?

.................................................................................................................................. [2]

(ii) Identify three factors affecting the supply of a product.
OSSPSR
RO SRRRRRRRPTSI
RPN
3]

(iii) Evaluate how the information in Table 1 about price elasticity of demand might affect
Better Shoes’ business behaviour.
[16]
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2 (a) Analyse how the rate of unemployment in the UK may affect Better Shoes.
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(b) The UK government may attempt to redistribute income by:

increasing the rate of income tax for higher earners
* reducing the rate of VAT.

Evaluate how these two policies may affect Better Shoes.
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(c) Other than changes to income tax, analyse three supply side policies the UK government
could use to help UK businesses.
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3 A merger between Better Shoes and Sykes Shoes is currently being considered. Zac thinks
that this merger would affect the balance between price takers and price leadership in the UK
shoe industry.

(a) Explain what is meant by each of the following:

» price taker

* price leadership

(4]
(b) Explain two ways the Competition and Markets Authority (CMA) might affect a proposed
merger.
T ettt e et e et eeeeee——eeeeeeae—eeeaaiaeeeeeaateeeeeaaateeeeeaa—eaeeaaateeeeaanaaeeeeaaraeeeeaaarneeeaanres
2 e oo ——eeeeet—eeeeee—eeeeeat—eeeeae—eteeaah—eeeeaa—eeeeeaabeeeeaataaeeeaaaraeeeaarreeas
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4  Better Shoes is planning to export its shoes to France and Germany.

(@) The Sterling Pound to Euro exchange rate is £1 = €1.15.

With reference to Table 1, calculate the price of a pair of ‘Paul’ shoes in Euros.

Show your workings

N 1=
[2]

(b) Analyse three benefits for Better Shoes of selling its shoes internationally.
[9]
L PSPPSR
PP PP
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5 (a) Explain two activities the World Trade Organisation (WTQO) carries out as part of its role in

global markets.
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(b) There is expected to be a large increase in the number of imports into the UK over the
next five years. This is likely to have three effects in the UK:

. access to more suppliers of raw materials at lower prices
. more imports of low quality shoes

. increased publicity about the environmental consequences of international trade.

Recommend how the production function of Better Shoes should respond to these
anticipated impacts. Justify your recommendations.
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END OF QUESTION PAPER
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ADDITIONAL ANSWER SPACE

If additional answer space is required, you should use the following lined page(s). The question
numbers must be clearly shown in the margins — for example, 1(a)(i) or 2(b).
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