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Introduction
 This was the second exam paper for the new syllabus. Candidates were required to answer eight 
supported choice questions (1+3 marks for each question) and one data response question for 40 
marks (out of 2) out of a total of 72 for the paper. The mean rose by 1.2% to 48.6 when compared 
with January 2010 when the A and E boundaries were 53 and 32 respectively.

Overall mean mark of the paper: 48.6

Overall standard deviation from the paper: 10.4

Possible reasons for the increase in the mean

• Most candidates attempted every question

•  The data was particularly accessible to the students and most could use it in a way that 
drew on the available application marks 
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  Question 1 
 Most candidates chose the correct key.  A basic answer is likely to have an explanation of the role 
of the European Commission, and further marks were often gained by using the data and showing 
why the behaviour either reduces competition or harms consumers. The best answers discussed 
reasons for the fi ne, either as a punishment or a deterrent. 

 Contestability tends to be a big distractor. 

 

Examiner Comments

Has reduction in competition (1 mark) and affect on other fi rms (1 mark)

Examiner Tip

Use the data, and show why the action of Intel deters other fi rms.
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     Examiner Comments

This is illustrating the knock out rule 1+3 marks
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     Question 2 
 Many scored full marks by identifying economies of scale and applying them to the US rail 
passenger industry.

Many answers at this level offered D as the suggested option, but could still gain a mark by 
discussing economies of scale or sunk costs in the rail industry in the US. 

 Most candidates chose C correctly. 

 

Examiner Comments

Use of the data is generously awarded, although many did not 
refer to lower PED in August, but rather just 'higher demand' 
which was not enough for the mark.

Examiner Tip

This answer does relate the August demand to a low PED.  
The diagram for once adds nothing. Total 1 + 1
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     Candidates often referred to price discrimination, but many then devoted the rest of their 
answer to the conditions for discrimination.  Many others discussed elasticity, but a fair number 
got the defi nition the wrong way around, which is not acceptable at A2 level. 

Examiner Comments

Observation of price discrimination 1 mark
Application of elasticities 1 + 1 = 2 marks
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      Question 3 
 Many answers at this level offered D as the suggested option, but could gain a mark by discussing 
economies of scale or sunk costs in the rail industry in the US. 

  Most recognised economies of scale, and concluded that these acted as a barrier to entry.  Those 
who drew the LRAC correctly scored the marks more easily. There was encouragingly a good deal 
of reference to the concept of 'natural monopoly' and this was very often put into the context of 
the US passenger rail industry. 

Examiner Comments

Many chose D instead of the correct option B.

Examiner Tip

Some marks can still be earned, as in this case, by reference 
to the sunk costs (ruling out option A).  0 + 1 mark.
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         Many answers at this level offered B as the suggested option, and could apply their understanding 
to the US rail industry. 

Examiner Comments

Short answers can be very effective.

Examiner Tip

EOS 1 mark
barriers to entry 1 mark
Knock out 1 mark
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    Question 4 
 Satisfi cing is probably best seen as a mix between 'satisfying' some stakeholders, such as 
managers who might have pay related to sales, and 'suffi cing' the shareholders. There is a 
'divorce' between the controllers and owners of some fi rms. 

    Only few candidates had the ability to identify stakeholders other than the shareholders, and the 
successful answers were limited on a centre-basis rather than individual students. 

Examiner Comments

Here the diagram adds nothing. Total zero.

Examiner Tip

All parts of the specifi cation will be examined at some point.  
This is clearly a new area!
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Examiner Comments

This earns full marks.
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     Question 5 
 Most chose the correct key, but an A grade answer is likely to have the correct diagram. 

  Many identify AR=AC but some said MR=0.  A diagram makes for an easy 2 marks, or a reference 
to changes in the long run. 

Examiner Comments

Formula AC=AR 1 mark
Increased market share 1 mark
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Examiner Comments

This shows an extremely good answer.

Examiner Tip

Correct diagram
Condition Profi t/sales max
Lower profi ts deter new entrants
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     Question 6 
 Most scored some marks here, in understanding that price caps are imposed to protect the 
consumer. Many chose E instead of B, and some marks could be earned using some appropriate 
economic analysis. 

  The diagram, as shown in the mark scheme, was rarely seen but was awarded generously. 

 

Examiner Comments

Diagram gets two marks - 
profi t box not entirely correct but benefi t of doubt.
1 mark for price cap.

Examiner Tip

Diagrams never take marks away!
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Examiner Comments

Consequence of monopoly power 1 mark

Examiner Tip

Use the data, and refer to economic concepts (such as 
RPI-X)and the role of institutions where possible.
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    Question 7 
 This is probably the most revealing question at the E grade boundary.  The E grade pass will 
involve an understanding of revenue and not confuse it with costs.  At A grade, there is a diagram 
with MR passing through the point X. 

Examiner Comments

1 mark for AR formula OR for MR - there is only ever one 
defi nition mark for SCQs.

Examiner Tip

Annotation marks are easy to earn.
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    A picture saves a thousand words!  In this case it earns two marks because MR passes through X. 

Examiner Comments

Diagram 2 marks because Rev max at OX
Knockout of A is basic but allowed
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    Question 8 
 Most A grade scripts will have an accurate diagram, often with the short and long run dynamic 
shown in the diagrams, showing the effect on the fi rm when fi rms enter or leave the industry.

Few actually explained allocative or productive effi ciency, and although it was good to see 
formulae, there was only one defi nition mark available, and there has to be some application (for 
example to a diagram) or other spelling out of the concepts to earn marks for these.

The E grade answer may have selected C instead of A, and picked up some marks for partial 
understanding of the model.  An N grade answer is more likely to offer B (monopoly) or E 
(oligopoly) which indicate a very limited understanding of Economics, if not sheer guesswork. 

Examiner Comments

This earns no marks

Examiner Tip

Diagram must be accurate
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  This is an examiner's dream come true. 

Examiner Comments

1 correct key
1 MC-=MR
2 diagram marks (for horizontal AR and LR tangency)
Plenty more here!
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    Question 9a 
 Most candidates obtained 2 or more marks. There were some diffi culties in application, and 
often candidates were referring to a different industry (e.g. brewery industry) or explaining and 
defi ning forward and vertical without referring to the electricity market or failing to mention 
what forward involves, that is, closer to the customer.

Many identifi ed this as forwards vertical integration, but some with very limited understanding 
of the electricity generation and distribution process argued that this was backwards vertical 
integration, reasoning that distributors were suppliers rather than customers. This could earn 3/4 
marks. 

  This is a good example. 

Examiner Comments

1 mark - "forward"
1 mark - "vertical"
2 marks - full application to electricity

Examiner Tip

Remember that 2 of the four marks for the data 
response 'starter' question are for application.
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   Here there is only the sense of vertical, and only 2 marks can be achieved. 

Examiner Comments

1 mark for vertical, but no sense of 'forward'
1 mark for application, but no sense of 'forward' in application.

Examiner Tip

Use the data!
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    Question 9b 
 The vast majority of candidates included an acceptable defi nition of a cartel. The best answers 
then analysed two relevant pieces of evidence for the existence of a cartel and then added two 
evaluation points. A high proportion of candidates therefore had no diffi culty obtaining the 8 
marks. A signifi cant number failed to provide any evaluation and were therefore limited to only 
4 marks. The evaluation points were usually based on the problems, referred to in the text, 
of fi nding evidence that cartels are in operation and of establishing guilt. The best students 
suggested other problems (for example, other costs might have increased, high prices and lack of 
competition do not necessarily mean a cartel is operating). 



  This does have some evaluation, but only one attempt - but 50% of the marks must be evaluation. 
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Examiner Comments

Defi nition and application good, with it 'being hard to prove' 
being a good evaluative point drawn from the Extract.
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     Question 9c 
 A high proportion of candidates were able to make good use of Game Theory in their answers, 
with the inclusion of an accurate two fi rm pay off matrix. There were a number of very good 
answers which also explained the matrix clearly and applied it to the question. There seemed to 
be very few answers in which candidates did not even attempt a discussion of Game Theory, or at 
least the Kinked Demand theory as an application of Game Theory. 

A range of other forms of competition were discussed, most commonly types of price competition 
(limit pricing, predatory pricing etc) and non price competition (advertising, mergers, innovation 
etc). The better answers did attempt to apply their knowledge to the electricity generation 
market. Weaker answers found this diffi cult and this lead to some unconvincing answers. One 
student suggested that ‘improved packaging’ would be an appropriate strategy. There was a 
similar division on the evaluation points. Of the better answers, some were very good, suggesting 
that there might be problems differentiating the service provided or that the fi rms might try to 
establish their ‘green’ credentials as a form of differentiation. In other cases the evaluation was 
unimaginative and undeveloped, often not going much beyond advertising ‘costing a lot’ and 
‘often not working’ and therefore being ‘a waste of time’. The ability to really engage with the 
data and apply concepts and understanding to it seemed to what marked out the best answers. 



  This gains all the Game Theory marks, with clear explanation and a correct pay-off matrix.  The 
strategies are explained clearly. 
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Examiner Comments

There are two attempts at evaluation, but there was clearly an 
opportunity cost for writing so much on the KAA.

Examiner Tip

It is worth spending time doing a clear pay-off 
matrix.
For 12 mark questions make two or three 
evaluation points.



 This is an example which earns full marks.    

25

Business Economics and Economic Effi ciency 6EC03



26

Business Economics and Economic Effi ciency 6EC03

 

Examiner Comments

6 KAA for good game theory  which illustrates various ways to compete.
2 marks for fi rm understanding of game theory see line 10-11
2 marks for matching price cut as a strategy
2 marks for fi rms trusting each other, i.e interdependence
2 marks for accurately labelled pay-off matrix, and there are other marks available for non 
price competition, although KAA 6 already awarded

EV
2ev collusion is still occurring 
1ev monopoly of power - fi rm trying to reduce elasticity but not well developed so only 1 mark 
page 2 line 4
3ev missing information - last paragraph is a good example
6 KAA + 6 ev = 12 marks



    Question 9d 
 This question worked well, producing a range of marks. There were some excellent answers that 
took the potential problems given in the passage, analysed clearly how they might be expected 
to reduce profi ts and then discussed what this reduction profi ts depended on or why it might not 
be seen in practice (e.g., weaknesses of regulation, the ability of the market leaders to fi ght off 
competition from companies entering the renewable energy sector or to involve themselves in it 
etc). In the middle range were candidates who lost marks because they could not explain clearly 
how the various problems would actually affect profi ts or could only make the odd evaluation 
point. Some answers included no evaluation. A small number gained very low marks because 
they had diffi culty with the text and only included one or two potential problems with no real 
evaluation.

Typical evaluation points were that 'fi nes were too low', 'sell off doesn't affect market power', 
regulatory capture, and the possibilities of increased profi ts if the reduction of monopoly power 
reduced diseconomies of scale. 
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  This is a typical answer which uses plenty of relevant Economics, but fails to evaluate. 
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Examiner Comments

3 marks heavy fi nes increases costs and squeezes profi ts
3 marks selling off distribution networks
2 marks renewable energy no connection to profi t
8KAA
0EV
8KAA + 0EV = 8 marks



    This is one of the many good answers that were seen. 
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Examiner Comments

3 marks for price capping Reference to RPI -X 
3 marks for distribution networks, reducing prices
3 marks for new competition for renewable energy sources
EV
2ev regulatory  capture 
2ev ineffective high concentration ratio 
3ev inelastic PED high barriers to entry
2ev recession 
8 KAA + 8ev = 16 marks
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    Question Q10a 
 Many got full marks by either the monopoly route (they have to mention the legal defi nition) 
or the oligopoly route (where calculating the concentration ratio scored two application 
marks). There were some equally good duopoly answers. A surprisingly large number suggested 
monopolistic competition, which was not creditworthy. 

  

Examiner Comments

Monopoly: 1 mark
Explanation of legal defi niton: 1 mark
Application 2 marks (only just)
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Examiner Comments

No marks for monopolistic competition even if the application 
seems appropriate
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     Question Q10b 
 There were some very good answers: many mentioned the cost differences, the recession, 
economies of scale and cross-subsidisation by Starbucks. But the question seemed to attract 
weaker answers which failed to make clear the possible reasons for the pricing strategy. Often 
they diverted themselves into discussions of why Via was being launched. There was also a 
tendency to reproduce large parts of the text in explanation, but without any supporting analysis 
or without clearly linking it to a ‘likely reason’.

In evaluation, many did not discuss the price issue but discussed other issues. 
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Examiner Comments

Two valid points with some evaluation but all shallow.  6 + 1e
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     This is a long answer, but no evaluation can be seen. 
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Examiner Comments

3 marks for "elasticities" (top of 1st page plus diagrams on 2nd page)
1 mark for "economies of scale" (middle 1st page)
1 mark for "poor economic climate" (middle 2nd page)
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     Question Q10c 
 Students were very knowledgeable in their understanding of contestability. In this question many 
students actually embarked on the evaluation element fi rst and disagreed that the market was 
contestable. A very high scoring question, good application and very well evaluated. 

    This is one of the few answers that had no evaluation attempt at all. 

 

Examiner Comments

2x2 marks were awarded for identifi cation of points, but there is 
no evaluation.

Examiner Tip

It does not matter whether the conclusion is that the market is or is 
not contestable.  What matters is that both views are expressed!



     Answers can hardly be expected to do better than this. 
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Examiner Comments

Plenty of points from the data, and two good evaluation points, 
2 + 2 + 2e + 2e
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    Question Q10d 
 A small number made no attempt to apply their answers to both the UK and the US markets. Also, 
a surprising number failed to apply it to the manufacturers of instant coffee. A list of learned 
points was sometimes reproduced without much thought. Among the suggestions for methods of 
competition the least convincing was probably ‘free delivery’.  Another favourite was ‘exploiting 
economies of scale’, without any explanation of what this would involve. With a bit of thought 
this could have been a relevant point (via mergers and economies of scale that might be passed 
on in lower prices) but it needed some development. Instead there was often a lengthy discussion 
of different types of economy of scale. 

 Here is a good answer which earns 6/8 KAA, capped because it ignores the UK/US distinction.  Full marks 
for evaluation. 
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      Another good answer making the same mistake. 
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Examiner Comments

Predatory pricing/below average cost/increase market share 3 marks
Advertise/create awareness/brand loyality 3 marks
discounts/offers 2 marks
KAA  capped at 6 NO reference to US and UK markets

Ev
Competitors ability 2 mark
Considered illegal/fi nes of 10%/possible jail\sentence 4 marks
opportunity cost/sunk cost 2 marks

KAA 6  + EV 8 = 14
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   The Data Response questions were chosen in a ratio of 1:2 for the German Electricity market 
(Question 9) and the Instant Coffee market (Question 10).  The Question 9 data was unfamiliar 
territory for many students, and the game theory question may have been off-putting.  However 
there were some excellent attempts at explaining game theory using pay-off matrices, and the 
problem with that was the opportunity cost in terms of evaluation on 9c.

GCE2008 A2 Unit Grade boundary model

Grade Max. Mark *A A B C D E N N

Raw mark boundary 72 62 55 48 41 35 29 23 0

Uniform Mark Scale boundaries

Grade Max. Mark *A A B C D E N N

Raw mark boundary 80 72 63 54 45 36 27 18 0

a* is only used in conversion from raw to uniform marks.  It is not a published unit grade. 
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