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The UK cinema market

Answer both questions

Study the information below and answer the questions that follow.

Going to the cinema is a very popular pastime in the UK. It is closely linked

with the quality of films rather than being affected by the state of
the economy.

Figure 1 below shows how the average price of cinema tickets changed

between 2010 and 2017.

The bar chart in Fig 1 cannot be reproduced due to copyright reasons.

The information contained in the bar chart indicated the approx price

change of cinema tickets from 2010 to 2017 as below:

2010

2011

2012

2013

2014

2015

2016

2017

£5.90

£6.00

£6.30

£6.75

£6.75

£7.20

£7.30

£7.60

Fig. 1: Average UK cinema ticket price 2010-2017

Individual cinemas earn money from box office takings, the sale of food,
merchandise, and advertising. The cost of screening popular new films is
high and the majority of box office revenue in the first few weeks goes to
film distributors and producers rather than the owners of the cinema.
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Figure 2 below shows the market share for the individual firms in the UK Examiner Only
cinema market. Odeon, Cineworld and Vue are known in the market as Marks | Remark

“the Big 3”.

The venn diagram in Fig.2 cannot be reproduced due to
copyright reasons

Fig. 2:
Leading cinema chains in the UK 2016 by market share based on revenue

In the UK, the cinema market is described as an oligopoly. Over the

past 10 years, the Big 3 have also maintained their market position
through horizontal and vertical integration. They dominate the market
through extensive barriers to entry and the single most important of
these is economies of scale. Smaller independent cinemas find it difficult
to compete with these large cinema chains. Large chains are more

able to buy the rights to new films, and to invest in new equipment and
technology. They can afford to employ specialist staff at Head Office and
take financial risks. They can cut costs by employing many workers on
zero hours contracts, hence staff only work when they are needed. This
sort of work appeals mostly to younger staff who want casual work and will
accept low pay. Few of these workers belong to a trade union. This suits
the large firms as 20% of their costs go on staff.

UK film industry helps to keep the economy growing

The UK’s cinema industry is enjoying a period of exceptional success.

In July 2017, the Office for National Statistics (ONS) reported that film
making in the UK and income from box office hit movies had made a
significant contribution to the modest 0.5% increase in GDP reported from
the service sector. Official data also show that since 2014, the economic
value of the UK’s film, TV and music industries had grown by 72.4%.

Employment in the creative industries, which include film, music, art and
drama, grew at 5% per year compared to 1.2% growth in the wider
job market.
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The UK has become a popular location for film makers helped by the weak Examiner Only
pound and new more favourable tax rules introduced by the government Marks | Remark
specifically for this industry. In 2016, the new tax rules meant that makers
of films and big budget TV productions, made in the UK, paid a total of
£600 million less in tax.

(a) Using Figure 1, describe the trend in average cinema ticket prices
between 2010 and 2017.

[2]

(b) Explain one fixed and one variable cost that cinema owners have
to pay. You should give one relevant example of each cost.

[4]
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(c) Using Figure 2, outline why the cinema industry is described as Examiner Only

an O“gOpOly Marks | Remark

[2]

(d) Using Figure 2, explain the type of integration that occurs if Cineworld
takes over Empire Cinemas.

[2]

(e) Explain how large cinema chains use economies of scale to compete
with smaller cinemas.
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[6]

(f) Discuss the possible effects of increased competition in the UK
cinema market on consumers, workers and businesses.
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Marks | Remark

[8]
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(9) Analyse the possible effects on the UK economy of the new tax rules Examiner Only

for the film industry. Marks | Remark

[6]
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Study the information below and answer the questions that follow.

The UK’s trade deficit
It is usual for the UK to have a deficit on the Current Account of the
Balance of Payments. Figure 3 below shows the situation between 2010

and 2017.
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Fig. 3: UK Balance of Payments Current Account 2010-2017
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The UK faces trade challenges Examiner Only
Consumers and businesses enjoy the goods and services that they buy Marks | Remark
from other countries. Many jobs in the UK depend on the success of the
UK as an exporter. A government spokesperson stressed that in order for
the UK to be internationally competitive, it must maintain a strong, stable
and innovative economy that supports research and investment in people
and new technology.

Weak pound brings tourists to the UK in record numbers

In April 2016, the pound (£) was worth 1.45 US dollars ($) but within a few
months, the exchange value of the pound (£) on the foreign exchange
market had fallen to as low as $1.25.

In the summer of 2016, overseas visitors came on holiday to the UK in
record numbers and enjoyed much greater spending power as they took
advantage of the low pound. This surge in tourism was very welcome to
the economy. The fall in the value of the pound made tourist and business
trips to the UK more attractive. Visitors to the UK spent over £24 billion in
2017, an increase of 8% on the previous year.

“Staycations”, where UK residents take holidays at home rather than going
abroad, also increased after the fall in the pound. Spending on foreign
holidays fell by 2% to £4.5 billion.

The combination of people staying at home for holidays and the influx of
foreign tourists helped to bolster the economy.

(a) Using Figure 3 describe how the deficit in the Current Account of the
UK’s Balance of Payments changed between 2010 and 2017.

[3]
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(b) The table below shows information about the exports and imports of

goods and services to the UK in 2017.

UK Trade in Goods and Services 2017 (£s billions)
January 2017 March 2017
Balance of Trade in Goods —£12 —£13.5
Balance of Trade in Services +£9.0 ?
Balance of Trade ? —£5.0

Using this information, calculate the following:

(i) The Balance of Trade in January 2017

(ii) The Balance of Trade in Services in March 2017

[1]

[1]

(c) Explain two factors that cause the UK to have a deficit on the Current

11919.02 R

Account of the Balance of Payments.

12

[4]
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(d) Discuss two policies that the government could use to reduce the Examiner Only
deficit on the Current Account of the Balance of Payments. Marks | Remark

[6]

11919.02 R 13 [Turn over




If you need extra pages for (e) and (f), use the continuation pages that Examiner Only

start on page 16. Marks | Remark |

(e) Explain the main factors that can cause the value of the pound (£)
against other currencies to change.

[6]
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(f) Evaluate the effect of a depreciation in the exchange rate of the pound Examiner Only
(£) on the UK’s international trade and the economy as a whole. Marks | Remark

[9]
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Continuation page (Use this page if you need extra space to complete Examiner Only

your answers.) Marks | Remark |
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Continuation page (Use this page if you need extra space to complete Examiner Only

your answers.) Marks | Remark |
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Continuation page (Use this page if you need extra space to complete Examiner Only

your answers.) Marks | Remark |
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Continuation page (Use this page if you need extra space to complete Examiner Only

your answers.) Marks | Remark |

THIS IS THE END OF THE QUESTION PAPER
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