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Question 1










(6 marks)
You are asked to do a report on the smart phone manufacturing industry in the country of Asiana. With a little digging, you learn the following facts.

Republic of Asiana – Smart Phone Industry
Key Indicators 2011








2010

2011

% change

Smart Phone Production (units – thousands)

1,189

1,302

+ 9.6


Smart Phone Production ($$ - thousands)

1,453

1,600

+ 10.1

You dig a little deeper and you discover that, in 2011 there were 41 smart phone manufacturers in Asiana. This number represents an increase from 2010, when there were 38 such manufacturers. Two of the manufacturers went out of business, two merged to become one, and four new ones started up. These are shown as follows:

Republic of Asia – Smart Phone Manufacturers

Key Indicators 2011








$ Sales


Profits










(thousands) 

 (thousands)


Consolidated Telephone Co


820


   110



Phones International



763


   98


World Wide Phone Corp


  36


   1.8


EasyPhone




  34


   1.6




TelMatics Co.



  31


   1.5


HighSpeed Commco



  29
 

   1.3


No Thrills Phones



  27


   1.1


Corner Phones



  23


    --


Basic Systems Inc



  21


    --


TeloCity




  19


    --


All others combined (31 companies)
 113            

   n.a

Answer the 2 questions which appear on the next page.

Question 1- a)

Based on the above information, what is the degree of competition in the smart phone 

manufacturing industry in Asiana? 








1 mark
SOLUTION
This situation would be considered MONOPOLISTIC COMPETITION.
This is really the only acceptable answer, so no marks for any other responses.
Question 1 – b)

Explain and justify your answer, by giving at least three key characteristics of this

 degree of competition.









5 marks
SOLUTION

     1.   There is a large number of firms
2.  There is a combination of both large and small businesses in the industry.
3.  Businesses can enter and leave the market easily.
4.
There is some evidence of differentiation which permits some businesses to charge more for their products than their smaller competitors (hence the greater profitability for the top two companies as shown above).
Note: If someone has argued that it is some other degree of competition (such as OLIGOPOLY), you may, for part b), award UP TO 2.5 marks for any arguments that you deem to be valid given the question.

Question 2 – a)









( 5 marks)
Explain what is meant by “privatisation”. 







2 marks
SOLUTION
This refers to the conversion of government owned enterprises into privately owned companies.
More broadly, it relates to the transfer of activities in an economy from the government to the private sector.
Question 2 – b)

Why do Governments privatise businesses?







3 marks
SOLUTION

Governments do this in order to increase the efficiency of the industry (under the assumption that a private company with profit motive will provide the good or service more efficiently). This results in greater productivity which is good for the economy, creating more employment opportunity and a higher standard of living.
Sometimes governments have been running businesses because it was believed that the service was necessary for the country, and that a private company did not have the resources or motivations to start and run such a company. Over time, conditions change, and it becomes feasible for a (more efficient, as mentioned above) private sector company to offer the service.
One reason for the greater efficiency is that private entrepreneurs, being on the ground (i.e. in their towns and communities) may have a better understanding of their fellow citizens’ needs and wants than politicians, economic planners, and other “experts” located in some ministry or government office.

Question 3)

You and a friend have a great idea for a new business.  You will import Indonesian puffer fish for sale to local restaurants.  Puffer fish is a great delicacy in Japan, and you are convinced that this yummy dish will become very popular in Canada.  In Japan, puffer fish is very expensive.  Indonesian puffer fish, however, is cheap.  So you can import the puffer fish at low cost and sell it for a considerable profit.  The one danger of puffer fish, however, is that it can be deadly poisonous.  The liver and skin of puffer fish contain a poison that will kill within minutes.  If the fish is not cleaned properly, that poison gets into the meat.  Eating puffer fish is therefore risky – some diners may not survive.  

You and your friend just want to start the business.  You meet with a lawyer to get things set up, and she strongly advises you to create a corporation, and run the business through that corporation.  

Why would she give you that advice?  







4 marks

SOLUTION

First, we see from the question that there is significant risk associated with running this business.
Creating a corporation is, by far, the best way to protect oneself from the liability related to running such a risky venture. If, sadly, a customer were to die from eating the puffer fish, the owners of the business might lose the investment they made in the company. But they would be insulated from further financial damages awarded in any lawsuit – the company may be sued, but the owners would not be required to pay any damages out of their own personal resources… only the corporation’s resources may be at stake.

Question 4

List and explain three factors used to analyze the health of an economic system.
 

 5 marks
SOLUTION
1. Economic Growth: measured mainly by aggregate output – the gross domestic product (GDP). Increases in GDP over time indicate improving health and opportunity in an economy. (1.5 marks)
2. Economic Stability: the amount of money available in an economy and the quantity of goods and services produced are growing at approximately the same rate. This helps an economy avoid excessive inflation, deflation, (and unemployment mentioned below). 

(1.5 marks)
3. Unemployment: the level of joblessness among people actively seeking work in an economy. As unemployment levels increase, producers start producing less because they can’t sell as much. This reduces aggregate output and leads to recession, with further joblessness as companies try to reduce their expenses. (2 marks)
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