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Introduction
The paper was perceived as being very difficult on SCQs, and a lot of economic theory was
required. In question 6 41% chose the correct answer and fewer than 5% appeared to favour
B or C. Question 10 (yogurt) was more popular (ratio 2:1) and but question 9 elucidated
some most excellent and thoughtful responses, with deep reflection on the issues. Questions
9c, 10b and 9d proved to be very challenging conceptually. The candidates who had good
exam technique and timed themselves carefully always scored better for so doing.
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Question 1
Many candidates were confused between 'monopsony' and 'monopoly', and either defined
the latter instead of the former in their answers, or appeared to have read option A as
saying 'monopoly'. Candidates who attained high marks in this question tended to give both
a correct definition of monopsony and explained the role of the Competition Commission
correctly. They also made reference to the supermarkets' exploitation of their market
power, while less able candidates simply repeated the fact that the supermarkets were
'paying very low prices to some suppliers' from the question itself. Very few candidates
included any application to the specific context of purchasing grocery supplies in their
response.
Here is a good example, with points clearly made - in fact there is more than enough here.
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Examiner Comments

Explanation of role of CC (1). Definition of monopsony (1). Application to
Tesco in bulk buying at low prices (1). Implicit consequences for farmers (1).

Examiner Tip

Learn monopsony as distinct model.
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Definition (1).
Restriction of supply (1).
Impact on profit (1).

Examiner Comments

1+3

Examiner Tip

Make sure there are 3 parts to the answer, at least.
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Question 2
Many candidates gave definitions and examples of 'variable costs' in response to this
question; however they needed to define or give a formula for 'average variable costs' in
order to earn a definition mark, as this was the relevant economic variable mentioned in the
correct key.
Most candidates are aware of the concept of the short run shut-down condition, but
less able candidates struggled to explain it, particularly in relation to the ideas of loss
minimisation and making a contribution to fixed costs (both of which would have gained
marks).
A good number of candidates attempted diagrams and when done correctly these provided
an excellent explanation of the correct key. The most common mistakes were confusions
over the shape and labelling of the A(T)C and AVC curves. Candidates should use their
diagrams to maximum effect by illustrating and labelling all relevant variables, for example,
many correctly drawn diagrams could have earned more marks if they had also shown the
loss area and/or the contribution area. Some credit was given for candidates who drew a
perfectly priced elastic demand/average revenue curve, however given the context of the
question, this was incorrect and candidates do need to be more aware generally of the
need to consider different topics from the specification at the same time when answering
questions (i.e. market structure as well as shut-down conditions).
Many used an effective knock out of C (short run not long run) as a way to pick up marks
here, or referred to the shut down point as a formula or diagram.
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Examiner Comments

4 marks. Correct key 1 mark.Formula for AVC 1 mark. Shut
down point is AVC > AR 1 mark. Shut down in long run because
fixed costs aren’t covered 1 mark.

Examiner Tip

Use a formula or diagram.
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Contestability is always a good distraction.

Examiner Comments

Knock outs don’t help if they don’t add any economic insight.

Examiner Tip

Try to refer to the relevant part of the specification and use
the economists’ toolkit.
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Question 3
Few candidates managed to annotate the diagrams in any meaningful way and indeed there
was a fairly common misunderstanding that the area of length 0 to 6,000 units and height
the difference between the TR and TC curves represented the total SNP made in the top
diagram, which was obviously incorrect.
Only the more able candidates were able to identify the link between the linear TR curve
and perfect competition/price-taker.
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Examiner Comments

1+3
Once the answer is right, the subsequent marks were easy to earn.

Examiner Tip

Look carefully at the gradient of TR.
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Relatively few candidates managed to get the correct answer to this question, with a
majority of candidates opting for answer B. This meant that they were limited to a
maximum mark of 2/4 and indeed this was easily the mode mark, as most were able to
identify the profit-maximisation condition and site some relevant data from the diagrams.
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Examiner Comments

0+2

Examiner Tip

The data mark is the easiest to earn.
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Question 4
Candidates mostly answered this question well and showed a good understanding of payoff
matrices, collusion and the incentive to cheat.
Never leave the key box empty.

Examiner Comments

Does not attempt to answer a key (0). Has some sense of rationale of interdependence (1).
Collusion is illegal (1).

Examiner Tip

Use the data and describe what happens
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Data reference, in the form of saying that Hanna's revenue would rise to £1,200/by £200
was well done. The strongest candidates displayed a good familiarity with the language of
game theory, being able to, for example discuss the 'first mover advantage' that Hanna was
able to exploit, or identifying the game structure as that of the 'prisoner's dilemma'.

Examiner Comments

Shows rise in Hanna’s revenue (£1200) (1). Jax keeps price high (1). Knock out (1).

Examiner Tip

Note that credit is given for identification of the Nash equilibrium, however this was in no way
required, as it is not included in the specification for this unit.

GCE Economics 6EC03 01

15

Question 5
Most candidates found this a relatively straight-forward question and were able to achieve
a good mark, particularly through an explanation of the likely motives for the takeover
and/or an explanation that this was an example of conglomerate integration. Definitions of
'diversification' were, however, less well done, and too many candidates missed picking up
an application mark by explaining the lack of crossover between poultry/pharmaceuticals
and football. As always, the best answers were those that were specific to the context of
the question, and, for example gave the possible motives for the takeover as entering new
geographical markets (India/UK) either to gain extra revenue or reduce risk, the likely
resultant publicity/prestige from owning a football club, or even the fact that poultry and
football tickets are likely to have very different income elasticities of demand and hence
provide good 'hedges' against the risk of changing average incomes.
Some candidates had not heard of diversification but could deduce the meaning.

Examiner Comments

Definition of diversification (1).Possibility of cross subsidisation (1).

Examiner Tip

Use the context (football and chickens here) to explain the process.
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Here's full marks.

Examiner Comments

Conglomerate integration (1). Still get income ie cross subsidise
(1). Application -little crossover (1).

Examiner Tip

The candidates must not feel they have to use all the lines for
SCQs. No more than 4 minutes on each SCQ question
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Question 6
Whilst many candidates were able to give a characteristic of monopolistic competition
as a market structure in response to this question, it would have been good to see more
candidates doing this.The most common error, however, was to simply state/discuss what
productive and allocative efficiency are, without explaining why monopolistic competition is
inefficient in both of these respects in the long run. As with previous questions, candidates
must be prepared to apply the economic theory they have learnt to any particular question,
rather than relying on stating general formulae and definitions to gain marks.
Where drawn, diagrams usually showed the long run monopolistically competitive
equilibrium correctly (i.e. AR=AC at the output level where MR=MC), but few candidates
went on to make reference on their diagram to the conditions for allocative and productive
efficiency not being met.
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Examiner Comments

This earns the full 1 + 3 marks. The diagram earns a mark, then the description on the
right shows that neither of the efficiency points are being met. The definitions alone do
not earn marks (below the diagram) but full marks have already been earned.

Examiner Tip

Stress the NOT being met, in terms of the efficiency points.
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Diagrams don't always add value.

Examiner Comments

Definition (1). Diagram is incorrect and no marks were awarded for definitions of efficiencies.

Examiner Tip

Learn to draw the monopolistic competition diagram for
the long run extremely carefully indeed.
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Question 7
Where drawn correctly and labelled fully, a diagram was sufficient to earn 3 marks
here. Some candidates did this very well, however others appeared to be unclear as to the
fact that a change in variable costs will change both average costs and marginal costs for
a firm and hence both curves need to be shifted on any diagram. Some candidates also
found it difficult to illustrate the profit areas on their diagrams correctly, particularly when
diagrams had been drawn very small, or imprecisely, (eg without a ruler, or curves labelled
ambiguously). Of course, candidates could also achieve full marks through an equivalent
verbal analysis.
Where candidates stated that as Next, Primark and Debenhams were oligopolists, they
would each face a kinked demand curve and if the new and old MC curves intersected the
MR curve within its discontinuity, the increase in variable costs could result in an unchanged
equilibrium price and output level, but a lower level of SNP (or even a loss) and hence
the answer was D, they were able to gain 4/4 marks for this question. However as the
specification for this unit is clear that kinked demand curve analysis is not required, no
elements of this way of approaching the question were required to earn full marks.
Start by questioning whether it's fixed or variable costs that change.
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Examiner Comments

Identified rise in AVC (1). Diagram is incorrect as MC curve does
not shift and equilibria are incorrect.

Examiner Tip

When MC shifts, find the new MC=MR.
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There were marks for showing profit changes, where clearly labelled.

Examiner Comments

Explanation that profit falls with area (1). No marks for diagram
as MC curve not shifted.

Examiner Tip

Use the context to decide which types of costs are involved.
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Question 8
While most candidates were able to get the correct answer to this question, explanations
were not, generally, well done. Many candidates appeared to be thrown by a question that
was perhaps a little different to ones they had seen previously and forgot how to go about
tackling supported choice questions. For example, many candidates did not pick up the
relatively easy definition mark available for defining either 'monopoly' or 'market power',
and very few candidates obtained the application/example mark. Similarly, a majority of
diagrams did not show a horizontal AC=MC curve, with candidates tending to either ignore
this part of the question entirely, or draw a horizontal AC curve and a parabolic ('tickshaped') MC curve.
Usually a diagram helps, but most ignored the constant average costs (even though they
were in bold in the question paper).
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Examiner Comments

Diagram does not show the competitive equilibrium. Definition of monopoly (1).

Examiner Tip

Use the diagram to show the changes. Arrows would help.
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Again confusion about horizontal AR MR not AC MC.

Examiner Comments

Monopoly definition 1 mark. Diagrams are not correctly drawn.

Examiner Tip

Apply to context and use common sense.
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Question 9 (a)
This question was generally well answered, with candidates aware of the need to incorporate
both theory (knowledge) and application into their answers. A number of candidates did not
give enough application in their answers to achieve full marks, however. To do so, they must
have either referred to two separate pieces of evidence from the sources, or given a well
developed explanation of one piece of evidence.
The answer is based on theory.

Examiner Comments

‘Smoke filled rooms’ allowed even if an archaic concept.

Examiner Tip

Apply to context given.
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Cooperation or collaboration was acceptable for collusion definition mark.

Examiner Comments

Theory: Collusion (1). Reduces competition (1). Application: Sharing
pricing strategies (1)

Examiner Tip

Remember that 2/4 marks are for application.
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Here's a clear full mark answer.

Examiner Comments

Theory: restricts competition (1). Accept consumers have no
choice as public interest (1). Application: Fined £26 million (1).
Price setting with Barclays (1).

Examiner Tip

Use the context to fully flesh out the explanation
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Question 9 (b)
Most candidates were able to identify an appropriate reason for the increased profits from
the text and to at least attempt a diagram to illustrate this. Where candidates identified
a fall in costs, there was some difficulty in categorising a given cost as fixed or variable
(admittedly there is a grey area here and marking took this into account) and also confusion
as to the effect of a fall in fixed costs only (AC falls) and a fall in variable costs (AC and
MC fall), hence how to illustrate this diagrammatically. There were fewer errors where
candidates identified an increase in demand/average revenue as the reason; however in
this case, candidates often did not develop the reason sufficiently to attain the 2 marks
available.
The majority of candidates were aware of the need to evaluate their answers, although a
good number did not attempt any evaluation here. There was also a tendency for evaluative
comments to be shorter and less detailed than the preceding analysis and hence candidates
tended to earn fewer marks for evaluation than for KAA.
Candidates were not expected to know that bonuses are paid out of profits, rather than
representing a cost to the firm, as this is not part of the specification and hence attempts at
evaluation that included this misunderstanding were still able to gain marks.
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Most answered using shifts in costs.

Examiner Comments

KAA 4. Diagram - fall in MC/AC and higher profits (2). Analysis - fall in AC
from staffing reductions (2). Comment on dividends not relevant.

Examiner Tip

It is a good idea to shade the profit areas, as shown in the answer.
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Some good evaluation here.
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Examiner Comments

KAA 4. Diagram - fall in AC/MC and higher profits (1). Analysis - fall in cost
from staffing reduction (1). Evaluation 4.
Only first half information on profits provided -more information needed (2).
Pressure from the government may lead to lower revenue by forcing them to
lend to small/medium sized business sector (2).

Examiner Tip

Always use AC/MC AR/MR for diagrams showing profits.
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Regulation was taken in a very broad sense and candidates were encouraged to think widely.
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Examiner Comments

KAA 3. Forces ex-inefficiency to fall (1). Role of regulator (1).
Diagram - backs up concept of efficiency (1). Evaluation - no marks.

Examiner Tip

50% of the marks are for evaluation.

GCE Economics 6EC03 01

35

Question 9 (d)
As with question 9(c), many candidates found this a challenging question and given this,
there was a tendency to write answers that did not answer the question as set. For
example, many candidates wrote about why Barclays may have used the pricing information
in the first place, rather than discussing reasons for Barclays' changing behaviour (i.e.
reporting RBS to the competition authorities).
Where pay-off matrices were drawn and explained correctly, candidates achieved good KAA
marks. However, many attempts at pay-off matrices either contained no numerical payoffs at all, were not applied to the context of the question in any way, or did not actually
illustrate the prisoner's dilemma, although the candidate had obviously intended them to do
so. Very few candidates referred to the idea of first mover advantage, although this would
have been useful here and is mentioned explicitly in the unit specification.
Less able candidates also struggled to evaluate their answers to this question effectively.
Whilst this might be expected, given that evaluation is the highest level skill being assessed,
there does seem to be a need for candidates to recognise that in questions requiring
evaluation, half of the total available marks for that question are being awarded for
evaluation, and hence approximately half of their answer should be evaluative in content.
This tackles the question from a different perspective - the reasons for the changing
behaviour seen as 'reasons for cutting prices' - permitted, of course.
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Examiner Comments

KAA 8. Development of game theory (pay-off matrix). Fines may deter anticompetitive
behaviour. Higher pay-off by breaking the agreement. Predatory and limit pricing are allowed
as reasons.
This is outside the mark scheme (OMS) but is valid as reasoning.  Evaluation 4. Predatory
pricing, sales maximisation, limit pricing in disguise (2).
This approach has been allowed because it is valid, may lead to a price war/lower profits (2)

Examiner Tip

Use a pay-off matrix, but apply it to the context.
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Good use of data in pay-off matrix here.
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Examiner Comments

All KAA marks awarded.

Examiner Tip

The evaluation can involve development of game
theory, which this candidate could have considered.
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Question 10 (a)
Most candidates correctly identified that this was an oligopoly and were able to define this
term, or give a characteristic of this market structure to earn a second theory mark. Credit
was also given to candidates who wrote that it was a monopoly, as long as they were able
to justify their answer.
Despite the instruction in the question 'Using the information provided...', too many
candidates either gave a purely theoretical answer and hence were awarded a maximum
of 2/4 marks, or did not include sufficient application in their answer to earn the 2 marks
available for this. To do so, candidates must have either referred to two separate pieces of
evidence from the sources, or given a well developed explanation of one piece of evidence.

Examiner Comments

2 marks for theory (1 mark for oligopoly, 1 mark for “a few
firms own the majority”; even though there is a mistake
with “low concentration ratio” - positive marking).2 marks
for application (2 marks for the discussion of Figure 1).

Examiner Tip

Most of the first five lines are wasted here. The comments
written in different handwriting suggests the student came
back at the end and added more - a very wise policy.
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Examiner Comments

2 + 1 ap

Examiner Tip

Try to use the numbers as well as listing off brand names.
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Question 10 (b)
Most candidates found this a relatively straightforward question to answer and much use
was made of relevant macroeconomic arguments (lost tax revenue, unemployment, lower
economic growth, trade balance deterioration etc). Candidates often simply stated these
reasons however, without developing them sufficiently or explaining why/how they might
occur and in this case, answers took on the form of more of a list of possible negative
consequences for the French economy, than a discussion of two separate reasons.
The vast majority of candidates were aware of the need to evaluate their answers, but there
was a tendency for evaluative comments to be shorter and less detailed than the preceding
analysis and hence candidates tended to earn fewer marks for evaluation than for KAA.
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Most answers had two reasons as requested.

Examiner Comments

KAA 4. Protect domestic employment (2). Retain competition in the market, in the interest
of consumers (2). Evaluation 1. Hint of evaluation in that the aim of protecting domestic
employment is particularly likely, given the low production costs and emerging consumer
market in China.

Examiner Tip

Half the answer should be devoted to evaluation.
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Many did not take the view that the government is not the manager of firms. There were
some fairly limited views of how changes in ownership will affect firms.

Examiner Tip
Examiner Comments

1+0
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This is a question about governments intervening in
markets (last section of spec.) but a very wide variety
of macro responses were allowed.

Question 10 (c)
Most candidates answered this question well and succeeded in analysing the effects of the
takeover on both PepsiCo and consumers. However, candidates were often not sufficiently
clear in their discussions of the effect on market share: as PepsiCo were previously not in
the yogurt market, it is not quite correct (certainly in the short run) to say that the takeover
will increase their market share and hence increase their market/price-setting power in
either the yogurt market, or the markets that they were previously in.
As with question 10(b), evaluation was less well done than the lower level skills. Whilst this
might be expected of the highest level skill being assessed, there does seem to be a need
for candidates to recognise that in questions requiring evaluation, half of the total available
marks for that question are being awarded for evaluation and hence approximately half
of their answer should be evaluative in content. Too often a single sentence of evaluation
is tagged onto the end of a paragraph as an almost throwaway comment. Similarly,
higher marks would have been awarded for evaluative comments that were specific to the
arguments made, rather than simply generic comments.
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Most answers, such as this one, included comments on firms and consumers, but less
analysis for consumers.
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Examiner Comments

KAA 4. On Pepsi, 2 for diversification and 1 for economies of scale. On consumers, 1
for ID of lower prices. EV 3. EV for prices not passed on (1). EV for “only owns 50% of
the company” (1). EV for all in the snack industry (1). EV for “already secure” (1). Best
three points only, hence 3EV.

Examiner Tip

For a 12 mark question, the best three pieces of evaluation will be awarded - so if
you give more than three you are wasting time. Better to go into more depth on the
ones you have already.
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Question 10 (d)
This was the more accessible of the 16 mark questions, but many lacked the exam
technique to gain all of the available marks.
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Examiner Comments

It is best to make no more than four points, but make them
really well, then the same with evaluation. Throwaway
comments will earn just 1 mark.

Examiner Tip

Quality of written communication is important here and
while there are many good points, more could be made
of each one.
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Most candidates were able to suggest various valid pricing and non-pricing strategies which
competitors could use in response to the launch of Yoplait Greek, however obvious problems
with timing meant that some answers had to be curtailed.
Candidates struggled to develop their points sufficiently to gain more than 1 or 2 marks,
particularly with regards to non-pricing strategies, for example advertising, or use of
coupons. More generally, answers tended to lack depth and length, for example, if
suggesting price discrimination as a pricing strategy, very few candidates used a diagram to
illustrate how this would work and use of game theory (although in no way required) was
minimal.
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Examiner Comments

The pricing strategies of limit pricing and predatory pricing were not
always well understood or explained and particularly there seems to be
confusion between the two for a good number of candidates.

Examiner Tip

Not all candidates incorporated data use into their answers,
despite the instruction to do so in the question and hence
their KAA marks were capped at 6/8.
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Paper Summary
While the mean has risen (48.7 from 47.1 Jan 2011), it is not felt that this suggests a
higher standard of work than in 2011. The SD also rose to 10.2 from 9.6, with a significant
proportion underprepared for this examination, along with ever higher numbers even more
fully prepared and able to achieve consistently well across all the concepts on the paper.
Some candidates were clearly writing at an exceptionally high level.

Grade Boundaries
Grade boundaries for this, and all other papers, can be found on the website on this link:
http://www.edexcel.com/iwantto/Pages/grade-boundaries.aspx
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