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Introduction

The supported choice questions, after question 3, often challenged candidates which I
believe to be due to this examination paper tackling parts of the specification that previous
examination papers have not (such as the law of diminishing returns). The data questions
were accessible, although question 10 was far more popular than question 9. The reason
for the avoidance of question 9 was certainly not the context — supermarket questions are
normally very popular. The deterrent was the unfamiliar question area in 9(c) (monopsony)
and 9(d) (size of firms), on high mark-based questions.

The quality of answers on the longer questions was in line with recent sessions, and the
question types are well rehearsed. Even the questions on price and non-price strategies
(10(d)) elicited answers that went further than advertising and branding, but the drawback
on question 10(d) was that many could not answer the question set but rather answered a
general question that had been rehearsed (there was need to discuss revenue and petrol
prices). Most of the longer answers made a considerable attempt at evaluation, although
there were problems in keeping balance and structure in the weighing up of issues.

There was evidence of timing problems, with too much time being spent on the supported
choice questions at the expense of the 16-mark essay at the end. The 12 and 16 mark mini
essays tended to be effective discriminators.

GCE Economics 6EC03 01

3



4

Question 1

Most candidates got the right option (E: horizontal), but many lacked good application,

as candidates simply repeated that both companies were in the 'building maintenance'
industry, rather than giving examples (relevant raw materials, capital equipment etc) that
would be involved. Candidates could be more aware that different reasons need to be given
for each incorrect option, for example in excluding C and D because neither is vertical only
counts as one incorrect option and not two. Different reasons need to be given if more than
one incorrect option is to be awarded as separate marks.

Question 1 was generally tackled well with the majority of candidates correctly identifying
and defining horizontal integration. Most went on to gain full marks by giving benefits of
integration.
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Section A: Answer all the questions in this section.

You should spend 35 minutes on this section. Use the data to support your answers where
relevant. You may annotate and include diagrams in your answers.

1 In 2010 the assets of ROK, a building maintenance firm, were acquired by Balfour
Beatty, which also maintains buildings as part of its operations, This type of
integration of business assets is:

Satisficing

Privatisation

A

B

C Backwards vertical
D Forwards vertical
E

Horizontal

paciar /£ ]

Explanation
Hotzonkal. | Mei'ﬁ»\uﬂm s when two frms n He  sane
;&d.um} w.«dumsfo.ge of  produrchon marge.
bk ROK ad Bodor oo in Ho  badldd
ModwtenAe industy,  Hherefae  Hay  hore horlcontally
e Gated. [mm{mcm K dod n onler T
inctode  Hep ondl  cwbpuk  ond [ouss  Corb

Cocnomies ok geole.

t s nk Cor D hocowe vemcal ;‘NWMM
both  baduods ol forocude s when o Bim

Morges . The Came. indussty buk ok a diffeeuk
E“'Q?l OF ffﬂm"':ﬂ- (Total for Question 1 = 4 marks)

<;» ResultsPlus

Examiner Comments

The marks for this response were awarded as follows:

E (1). Definition of horizontal integration (1). Economies of scale (1). Incorrect option
identified C/D (1). 1+3= total of 4 marks for this question.

Examiner Tip

Incorrect options C and D only counts as one mark for this question, as the reason given
(vertical not horizontal integration) is the same in almost all cases.
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Many tried unsuccessfully to give application in their answers.

-

Section A: Answer all the questions in this section.

You should spend 35 minutes on this section. Use the data to support your answers where
relevant. You may annotate and include diagrams in your answers.

1 In 20010 the assets of ROK, a building maintenance firm, were acquired by Balfour
Beatty, which also maintains buildings as part of its operations. This type of
integration of business assets is:

Satisficing
Privatisation
Backwards vertical

Forwards vertical

m o Nn @ »

Harizontal

Answer . E .

Explanation
(3)

Honzowed wiligraxeed 5 s e o ek &

bl OWR "('N LY. ¥ § L i3 et R -y o, AL
Souas fVeuge c) greduches - A< oot tf  waase
[.\,M\ e WA Wl WAoot eron ed Cechol ok LAk

W ki A Gt in o g, e aaaagle o L avil? ou_ka i
'L_-\.Lt._ﬁ L= (i
E Vi b (ol badwaoddA waMcad
o g re ke el 2 frramn  fua VMA Sanas P 7
Wk foua cutehent (vager O proolucbudd vy
Lo g s i, ALY vAMUA (oAt o Oyt

(Total for Question 1 =4 marks)

The marks for this response were awarded as follows:

E (1). Definition of horizontal integration (1). Although there are attempts at application, by mentioning the
words "maintenance" and "building industry", this is merely repeating the question. The candidate would
need to refer to ladders, bricks etc to gain an application mark (0) Incorrect option C (1). Total mark 3/4.

)

OO ResultsPlus

Examiner Tip

When you see 'building maintenance' think what building repairs might need. Ladders, cement, rawl plugs?
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Question 2

It was helpful to show the inter-relationship between the industry and firm diagrams, or
the short and long run diagrams for the firm. For example by drawing the diagrams next
to each other horizontally, the price-taker nature of firms in perfect competition could be
emphasised.

Most candidates understood the nature of perfect competition. A significant number mistook
the industry's rise in supply for individual firms output so chose option E but gave a full and
correct explanation. Although the diagrams were accurate, few candidates gained full marks
by diagrams alone.

2 A firm operating under conditions of perfect competition is making supernormal
profits. What is likely to happen to this firm in the long run?
1)
A The price of its product will rise
B It will leave the industry
€ Both its output and price will fall
D Its output and price will remain unchanged
E Its output will rise and its price will fall
Answer |H
Explanation
13)
%, PRLE, e, (O Pecfect  Compelihon 1S whaen  1hgg
rl:T e L)L 2 %S LK I-I--'._ LM b
e ¥
i ‘I-.I r
LWL S s s O Sl Inoueiel  Siourg
o= .
| s LAFICA  Tlag g oung N0 Deunanadg i 8 e
|
L"i"-{.|' (e -, ¥ | baa = WAgsonA I"I'\-'l'_l..*l |
Ca g AT - !
" L T aduld  Sog AT w) S
|
Yol L ekt i vice o 8 nd, ernder Mag eSSy Ve s el |
Vi khads SEANNCE. IR [ CLFCE | & AL ¢ e L WL Wi 5 WAL |
ICwe e Hag LT | O LA ALY O T W7 .f_.;_;.{'L CLy =X (et Cosh o
4
ShWibt wphwoudS o wihaee Pz MO Sefe el 15 wihg ng
-.I.Il'.'a.. ; i Podv] & _{ L -\‘-____{_,___ “L‘j I:‘_!-'I_.I:: enlt i '_'__I"x O ;'_-,___.‘- MY ._I' f e ll" A
(g WMg-ig {Total for Question 2 = 4 marks)

+IUS

Examiner Comments

This response did not label one as market and one as firm, but the concept that supply was increasing for the
whole market was clear from the line below. 3 marks for diagram, and text repeats this.Total marks 4/4.

A

ResultsP

Examiner Tip

us

A diagram alone can earn all 3 explanation marks.
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Candidates giving the wrong key (usually E but often D as here) had often confused firm
output (which decreases), with industry output (which increases). Approaches were equally
sufficient to achieve full explanation marks through either diagrammatic or written analysis
(or a combination of the two). Many responses only gave a firm-level diagram, without an
accompanying industry-level diagram, and this could earn two marks, although the third
mark for describing new entry into the industry was usually achieved. Labelling on diagrams
was fairly poor overall, and although marks could still be awarded, well labelled diagrams
could in fact earn all of the available marks.

2 Afirm operating under conditions of perfect competition is making supernormal

profits. What is likely to happen to this firm in the long run?
(1)

The price of its product will rise
It will leave the industry

Both its output and price will fall

o N @ ®»

Its output and price will remain unchanged

E Its output will rise and its price will fall

Answer

Explanation

(3)
T e T , }
e PR, g i L el fect l;-__l..i},_’_L A AT R LAY < i
L‘;I o ¥, 4] I"L'-"'n.'v. | v ] |'-'._|_-'\-'-'--|'i-. r
i AL,
% _. =14
3| b WU S A S LS5 LAk el 4
|y 2 2
:I-' i i y e~ i I
l‘_/ CLOWCA  Flageg oung N oo rondg 8 e
r L Wls. adee Yoy
R LA .
- ¥ 1.4 [
I}"'H'-'. sk Seg T I s Ly WL
e M SRAFICE ICALAL & 2 _ang,  EPALS Had  WnclUSIn v e
Wowase  Hao  Supply in the mastgr  and  Guesqoge COSt wll
Shafd L o edS b wlbhgee Bz MG Sk LW IS g
1 { T - . | j
M.t DAY AN OO AT F i|\'.1. e i X ALS, Y = Ll L W
(L Pricl=dg (Total for Ouestion 2 = 4 marks)

Plus

Examiner Comments

A two-part diagram showing a firm experiencing falling prices and output as more
firms enter the industry could be annotated to earn the full 3 explanation marks.

A

Resultst

Examiner Tip

us

Maximum of 2 marks (on most questions) if the key is wrong, so
much time can be wasted trying to pick up impossible marks.
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Question 3

As with question 1, less able candidates did not pick up the available application marks,
either by calculating an n-firm concentration ratio, or by explicitly referring to examples
from the energy industry in their discussion of how vertical integration would function as

a barrier to entry. Candidates should exercise some caution when assuming that vertical
integration would lead to economies of scale; although some economies of scale may exist
(such as financial or managerial); others are unlikely to occur (bulk-buying/purchasing etc.)
Similarly, many candidates simply stated that vertical integration would lead to an increased
market share, without explaining why this would occur (e.g. forcing competitors out of

the industry by denying them access to raw materials or consumers). There seemed to be
little appreciation of the difference between horizontal and vertical integration in these two
respects.

Most answers correctly identified and defined vertical integration but a significant number
failed to gain full marks as their explanation was weak.The role of the regulator was covered
well but few answers calculated the concentration ratio.Most candidates correctly identified
and defined vertical integration but a significant number failed to gain full marks as their
explanation was weak. The role of the regulator was covered well but few candidates
calculated the concentration ratio.

3 Inareview in March 2011 Ofgem, the energy regulator, reported that it had concemns
over the vertically integrated energy markets. The figure below shows the UK market
share of the largest vertically integrated energy firms:

Percentage of UK market
(volume of sales)

EDF Energy . 24%
. E.ON . 12%
. RWE npower 10%
| SSE ' 10%
. ScottishPower . %
. Centrica 6%

(Source; © Cronem Copyright)

The most likely reason for Ofgem’s concerns is:

There is a low level of producer surplus
Vertical integration tends to decrease the concentration ratio

Centrica is too small to achieve economies of scale

o N @ B

Vertical integration can create a barrier to entry
E EDF Energy Is a legal monopoly

Answer ':-I

GCE Economics 6EC03 01
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Explanation

(3

\Jex Ao H_,x"j TCUNCTIOL LN CNEOLR28 Lo0LYT {
o5t Ho marRek ot VO MEane O HM'L{
1.'.1_;_'._1‘,"'1.-:'_&’,{ ‘ || e . L'—' 1JL L 5L1Lr€ 1_-1 .,\ N .

LA, I'\.'L ;:",I-J'-LI:-. (A v._.*-.u..rl_}-;. ll Li CLa g,J. A '_"_..I FLoULE- 1Y lL{‘[I._'_
.—-'\_:-:E.CJ..'J..'._E.-"": AN/ Mo LAl 'k r,.n.ni-' Tl0 . 4
b ock ag Hhe g “ogeke for com p._{w ben
o Roep bames B enk Yy Low

H wig e hu‘n AN c__*'(' EDE Engsau

) (. [ :-v ;,4‘-_ |, 1A i_f{"f\’ !__‘._/_,'__.4’"1[' 1

[Total for Question 3 = 4 marks)

M
Results¥lus
Examiner Comments
The marks for this response were awarded as follows:
Vertical integration was not defined, but it was explained in terms of the firms being able

to control the market (1). Allow the indentification of incorrect option E by implication, for
comment that 24% was not enough for a legal monopoly (1). Role of Ofgem (1). Total marks
4/4.

Examiner T|p

Make sure the definitions of vertical and horizontal
integration refer to the same final product/stages in a
production process. Vague answers don't pick up marks.
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Definitions of vertical integration were often incomplete, for example in stating that it was
between two firms at different stages of production, without the sense that there was the
same final product.

3 Ina review in March 2011 Ofgem, the energy regulator, reported that it had concerns
over the vertically integrated energy markets. The figure below shows the UK market
share of the largest vertically integrated energy firms:

Percentage of L.I.I{ -n:mr_lu?-i_
(volume of sales)

[E_DI;-I.Energy 24%

EON 12% S&7.
: RWE npower 10%
| SSE 10%

ScottishPower 9%
(Centrica | 6%

{Source: © Crown Copyright)

The most likely reason for Ofgem's concerns is:
(1)

A There is a low level of producer surplus %
B Vertical integration tends to decrease the concentration ratio -
€ Centrica is too small to achieve economies of scale
D Vertical integration can create a barrier to entry  »
E EDF Energy is a legal monopoly
Answer &49; |
Explanation
(3)
Verteoal Lm{(jscmm VB s Ra . A COAS Cpeals
o X =N S Y o I Ho-jt . af proda o bien .
L on O MU S Qx SC ca 8 [ s L BN
[ <o 2 T C e ol o Tusnts Sk LASVET L Al
ST o P2 P e W~ | (=l s T Lo S E® on S Qs

Resultstlus

Examiner Comments

The marks for this response were awarded as follows:

Definition of vertical integration too vague - didn't say the firms were in the same
production process/industry/final product (0). Definition of economies of scale was
not relevant as it related to the wrong answer (option C) (0). Total marks 0/4.

A

OO ResultsPlus

Examiner Tip

Option E was identified as the incorrect option for a mark in many answers.

GCE Economics 6EC03 01
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Question 4

The more able candidates not only explained the Law of Diminishing Returns, but were also
able to apply this to a context of their choice (usually increasing amount of labour being
added to a fixed quantity of land or capital). Again, option E was successfully given as
incorrect for a mark in many answers, although few seemed to understand that marginal
costs could be rising or falling when there are economies of scale - the dynamic being that
if marginal cost is below long run average costs, long run average costs will fall.

This question generated some fairly poor answers, which often showed little appreciation of
the relationship between the shapes of the AC and MC curves (for example failing to realise
that MC could be rising while AC is falling, as long as MC is beneath AC), and the distinction
between the short run and the long run.
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4  Which of the following best explains the shape of the short run marginal cost curve
between X and Y?
(1)

Costs
£ ML

CEETTE ST

= fransaranans

{ X Output
The law of diminishing marginal returns
The law of increasing marginal product

Average costs are rising

2 N = »

Average variable costs are rising

E Economies of scale

Answer ﬂ

Explanation
(3)

Tk Qaide . Avtvegr vsanella cuoeko st e ke wfastin sl enerrtl

Tt Vo o dsanuaabioing cefasmo o Uil MW P A,
o coanarod WL P

Conmmnte ot Soommmnds of Scold os Bank (o o oo, Man Sk ek
SAnorrke rrntn

(Total for Question 4 = 4 marks)

Flus

Examiner Comments
The marks for this response were awarded as follows:

Definition of marginal cost (1). Diagram and analysis of average cost was wrong/not
relevant (0). Allow economies of scale although the letter is not given for E - it was

excluded on the valid grounds that economies of scale are a long run concept (1). Total 2/4.

)

OO ResultsP

Examiner Tip

us

Fundamental concepts such as MC are often the hardest things to grasp in Economics.

GCE Economics 6EC03 01
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This was one of the better answers seen.

4  Which of the following best explains the shape of the short run marginal cost curve

between X and Y7
Costs )
£
0 X ¥ Qutput
A The law of diminishing marginal returns
B The law of increasing marginal product
C Average costs are rising
D Average variable costs are rising
E Economies of scale

Answer P( [

e

Explanation

/"L\LLW %til:m—ﬂiﬁ ' 'nojvﬁ&t.ws,g “J\VT]
b":v'b PM F“gmw is Sezn vhaa

5%." ] mm&é.;ﬁ:vmn?lﬂ v N3 W
gﬂ&tg"wghaé@wﬂimfhﬁfwﬂ éj

o if Han MW*
i %ﬁﬁr\-{:} MOL%NME‘_
! If‘c:.-q_..-.?‘ &CM"-L&W‘SEM Mo.@m.l cost

‘ V""’iqm"t\-bfc'.ﬂ:.h

<EP ResultsPlus

Examiner Comments

The marks for this response were awarded as follows:

Fixed factor (1) with more factors applied (1). Point that efficiency falls was not quite right - average
costs might actually be falling as MC rises (0) Didn't identify the incorrect option (0). Total 3/4.

OO ResultsP

Examiner Tip

Make sure that the identification of an incorrect key
gives valid and well-reasoned Economics.
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Question 5
The majority of candidates completed the table but there were several typical errors.

Basic errors in arithmetic did cost some candidates a mark (particularly calculating 11 x

0 for the total revenue when sales were zero). Most candidates answered this question

by calculating MR and MC, and then equating the two, but a minority calculated the profit
earned at each level of output (from TR-TC), and then identified the maximum level at

an output between 3 and 4. Full marks were available for either approach. Less able
candidates did confuse this with a question on fixed/variable costs, and completed one of
the blank columns with figures for fixed costs, and were then unsure as to how to proceed.
Alternatively, there were attempts to fill out the total cost column from marginal cost which
revealed profound misunderstanding.

A high number of candidates included a completed Total Profits column (or as here, TR-TC)
anddefined profit maximisation correctly.

GCE Economics 6EC03 01
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5 Lizzie runs a hairdressing shop and the following table shows her costs and revenues
in a fixed time period when she changes her prices for a haircut. Some parts of the
table are left blank for your own calculations.

'Qu;ntity Price (£) gt.f - Co3+§ _“_'I'al'_al n:mn [Total_:c;;ts (£) ’iﬂarg_l:a-_l_c;s_t_slﬂ_.
o [ [ -5 e [ s ] -
‘ 10 l LA . I
2. : g T l" : " 5
4 | 7 )5 26 3 | s
s | o6 | s | 30 15 0
At what range of output would Lizzie achieve E{M .
A 0-1
B 1-2
C 2-3
D 4-5
E She cannot make supernormal profits at any output.
Answer / l
Explanation

(3)

Pt = Rwne - Costs . M qraatity 0 =S, hor prut.

s RIS o WK whih s He lpegest prapt shecon_mak

makimg p loss of 0, and o propt of - | ab |

ﬁ ResultsPlus

Examiner Comments

The marks for this response were awarded as follows:

1 for total revenue columnil for MC=MR1 for valid knock out of ACap at 2
if key was incorrect. Notice that the total costs and total profit (labelled
correctly as rev - costs) columns were incorrect. Total marks 2/4

Examiner Tip

Put the headings in the table.
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Candidates who were able to complete the table with relevant columns scored very highly
on this question.

5 Lizzie runs a hairdressing shop and the following table shows her costs and revenues
in a fixed time period when she changes her prices for a haircut. Some parts of the
table are left blank for your own calculations.
Quantity | Price (£) | toror cenn) ““%““*“‘(*Q“ Total costs (£) | Marginal costs (£)
0 1" (o} - 5 -
1 10 1o 0 9 4
2 9 \8 2 I 5
3 8 4 © 20 6
4 7 3 4 23 8
5 6 20 T Y. 10
At what range of output would Lizzie achieve profit maximisation?
(1)
A 0-1
B 1-2
€ 2-3
D 4-5
E She cannot make supernormal profits at any output.
Answer od
Explanation
(3)
X6 S0 \TAN et d \Da. AL @arofla AV \

ﬁ ResultsP

Examiner Comments

The marks for this response were awarded as follows:

MC=MR (1) 3 correct columns of data - could score 1 + 1 +
1 but only 3 marks available. Total marks 4/4.

OO

Examiner Tip

This candidate scored full marks without even writing
any explanation. Think of the opportunity cost.

GCE Economics 6EC03 01
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Question 6

Very few candidates gained the definition mark here for defining AVC/AC, but scored very
highly as there were many ways to earn the marks on this question.

As with previous questions, few candidates applied their answers to the context of bus
services (although there were some excellent answers that did, for example suggest

that operators may use cross-subsidisation from their national routes to finance losses
incurred from predatory pricing on local routes, or vice versa, etc.). Candidates still need to
appreciate that to gain marks from incorrect answers, the candidates need to make it clear
why an option cannot be correct. For example a number of candidates wrote that 'it cannot
be option A as that is allocative efficiency', without explaining why this was a relevant
observation. A minority of candidates focused their answers on limit pricing, but were able
to gain up to 3 marks in total if they selected the wrong key due to this confusion.

Most had an acceptable understanding of predatory pricing, and many referred to it being
an illegal practice for an additional mark. The more able candidates showed an appreciation
of the long run consequences that prices and profits would rise as levels of competition fell.
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6 In January 2010 the Office of Fair Trading (OFT) referred the UK's local bus services
to the Competition Commission over concerns about pricing. It had received
complaints about the “predatory behaviour” of existing firms, designed to exclude
new entrants from the market. Which characteristic was likely to have been
observed?
n

Prices equal to marginal cost
High prices in the short run ~

Prices set above average costs in the short and long run x

o A @ @

Revenue maximisation pricing .

E Prices set below average variable costs in the short run

Answer E |
— |

Explanation
(3]

The e o Ho OF T S B RISanke. QoML Licb oA
QUMD RSO Lk QN SUAALL A TeSLS
Pto.m&ﬂ-@rﬁ Rricing Js priding bl
mﬂb-%ﬂ GELRE o Hae STt MUOA S kAL
Hhe dncaumsdon Gf RILMINBIIG Conpoxiiia
g Clmumu/kg WADE WA e v Slasine
QUM WAMANY MO, DS POEALUNUT 20
HAOK n AL Y A S SO RIUIO
pnaas. ﬁdﬁm\amx%ucﬁ Hals Jor Cussimes
L8 sk eovvsuanass Lo aouae oo s o
QEII.LLM—“HM’\_{} ua (Total for Question 6 = 4 marks)

ﬁ ResultsPlus

Examiner Comments

The marks for this response were awarded as follows:

E (1). Role of OFT (1). Explanation of predatory pricing (1). Prices will rise in LR (1).
Total marks 4/4.

)

OO ResultsPlus

Examiner Tip

Give the role of regulatory bodies when they appear.

GCE Economics 6EC03 01
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There was some confusion between limit pricing and predatory pricing here. Diagrams were
rarely used, or indeed helpful, but most candidates explained the role of the regulator and
described predatory pricing adequately.

| 6 In January 2010 the Office of Fair Trading (OFT) referred the UK's local bus services

| to the Competition Commission over concerns about pricing. It had received

| complaints about the “predatory behaviour” of existing firms, designed to exclude

new entrants from the market, Which characteristic was likely to have been

observed?
{1)

Prices equal to marginal cost
High prices in the short run
Prices set above average costs in the short and long run

Revenue maximisation pricing

m O AN @ B

Prices set below average variable costs in the short run

Answer E

Explanation

i3

] "T_P.":L

ME

The ks set MR belows  tha .cast . te Dudh  ComPHtiter ok
of “ha warkel owt o oA AT Ponrty

ResultsPlus

Examiner Comments

The marks for this response were awarded as follows:

E (1). No mark awarded for the diagram as loss was not shown (0). Explanation of predatory
pricing (1). Total marks 2/4.

ResultsP!

Examiner Tip

us

Make the diagram do some of the reasoning.
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Question 7

Misreading the question led a number of candidates to choose Option E for this question.
Payoff matrices were generally accurate but some candidates were merely repeating the key
and not explaining the incentive to undercut members of the cartel.

Many candidates demonstrated a good understanding of the prisoner's dilemma, and were
able to explain the reasons for the game's outcome well, with or without the payoff matrix
as illustration.

7 Game theory can be used to explain the breakdown of a cartel. Which of the
following Is the most likely cause of such a breakdown?
(1)

A possibility of an individual member gaining short term profits
An aim of reaching long term equilibrium
Economies of scale

Satisficing behaviour

m o N @ >

Reduced risk of collusive behaviour being investigated

Answer [_EiE

Explanation
(3)

M&wwﬁw-ﬂ{m{mﬁkmeﬁﬁm

Cortel 15 i s tommemumicotion o-uf W% ﬁ:j'-ww‘f

W%ejmuﬂa&&mt@[ L?ot-}‘ﬁ"‘“ 5""’“
ll‘\'ﬂ'w'n ot the w]‘P-I—-Le{-r 1"-«&%1 'Fw: thaey
Ince<lie el cact price wler plherc coeparerte, md’

Tt g o betias ﬁ:;r\,.ﬁ rmmfﬁ"tm"“-&:"
wﬂ Dresbs %‘j:mj R ; |

r

ResultsPlus
Examiner Comments

The marks for this response were awarded as follows:

A (1). Definition of cartel (1). Payoff matrix (1). Explanation of instability (1).
Total 143 = 4.

A

ResultsPlus

Examiner Tip

This is a good payoff matrix.

GCE Economics 6EC03 01 21



A high proportion of candidates included a payoff matrix, although some the necessary
labelling (two firms, and two strategies for each identified), or did not illustrate the incentive
to cheat on the collusive agreement by making the lower price outcome provide a higher
reward than the collusive outcome.

7 Game theory can be used to explain the breakdown of a cartel. Which of the
following is the most likely cause of such a breakdown?
(1)

A A possibility of an individual member gaining short term profits
B An aim of reaching long term equilibrium
€ Economies of scale
D Satisficing behaviour
E Reduced risk of collusive behaviour being investigated
-
Answer | l." |
L |
Explanation
(3)
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ResultsPlus

Examiner Comments

The marks for this response were awarded as follows:
A (1). Payoff matrix is incorrect (0). Definition of cartel (1). Total marks 2/4.

ResultsP

Examiner Tip

us

Make sure the payoff matrix works.
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Question 8

This question proved to be very challenging, although a good number of short, textbook
answers gained full marks. There were many candidates either selecting the wrong key,
showing limited understanding of PFI, or simply repeating/paraphrasing the correct key in
their explanation. The most significant misconceptions about PFI are that:

many candidates thought that the private sector firm /oaned the money to complete the
project to the government, which the government then repaid (sometimes reference being
made to repayments with interest being charged)

few candidates understood that the government rents/leases the infrastructure from the
private sector firm for a set number of years, and so payments made by the government
are rent, not loan repayments (and in addition, the government may or may not own the
infrastructure at the end of the set period)

many candidates were confused between PFI and contracting out, i.e. they wrote that in PFI
the government pays for the project up-front, but employs a private sector firm to do the
work, after considering different tenders.

Many candidates stated that private sector firms would have more experience in
undertaking infrastructure projects.

Observations that the private sector tends to be more efficient than the public sector were
not awarded a mark unless this was supported by reference to increased competition or the
presence of a profit motive in the private sector.

GCE Economics 6EC03 01
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8 In 2009 a 30-year private finance contract for widening and maintaining the M25
motorway was agreed. The contract was valued at £6.2 billion, with penalties if the
consortium of companies did not achieve completion on time.

The main reason that the government used a private finance contract was likely 1o be

because it;
(1)

wanted to manag]é the project within the public sector

cannot use performance targets in the public sector

A

B

C has limited experience of road building
D wanted to incrqese producer surplus

E

wanted to commence a major project withaut raising the finance at the initial stage

Answer C

Explanation

(3)
ﬂ"afm AN Con FCandvac s ore. :ﬂ\rgn-. Octs
Pﬁwd‘?_- @(Yr;'}, to iNCrR2AR rw;wtj o~d
Fhenty & Prere i o~ T Lo hafloer
peedits od.hm\g wARe Bty et MRS ompraapmaet widarig
wiowhd 1024 g0 talifs o Frow ubet % a
L VINTNOI T . | .W%m CinAﬁJ—Mﬂ o
Corrtrs betasidts Gpunedr LxpenorCe. .

Examiner Comments

The marks for this response were awarded as follows:

Wrong key. Private sector firms more efficient due to profit motive (1).
Total marks 1/4.
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The best answers to this question often made reference to current economic conditions, in
terms of the government not being able to finance major infrastructure projects up-front
due to current fiscal austerity measures, or the desire to decrease the UK’s budget deficit
and/or national debt. More able candidates in particular should be encouraged to apply their

knowledge of contemporary economic events to questions where relevant, as this is a useful
'stretch and challenge' exercise.

In terms of obtaining marks from incorrect answers, candidates need to be aware of the
need to do more than simply state the opposite of the incorrect key, for example, no mark
was awarded for writing that 'the answer cannot be B, as performance targets are used in
the public sector'. Instead, an example of this occurring or other supporting development
had to be given.
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B In 2009 a 30-year private finance contract for widening-and maintaining the M25
maotorway was agréed. The contract was valued at'£6.2 billign, with penalties if the
consortium of companies did not achieve completion on time.

The main reason that the government used a private finance contract was lkely to be

because it: =
(1)

wanted to manage the project within the public sector

cannot use performance targets in the public s-lEl:tvl:w)5

A
B
€ has limited experience of road building
D wanted to increase producer surplus P
E

wanted to commence a major project without raising the finance at the initial stage

Answer | E '

Explanation
(3]
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(Total for Question B = 4 marks)

ResultsPlus

Examiner Comments

The marks for this response were awarded as follows:

E (1). Explanation of PFI, project was built and operated by private sector (1) in return for an
annual payment from government (1). It may cost the government more in the long run that if
they had built it themselves (1). Total marks 4/4.

A

OO ResultsPlus

Examiner Tip

PFI definitions were largely vague. Be clear.

GCE Economics 6EC03 01




Question 9 (a)

All candidates were able to identify a likely benefit to Greencore from the merger. Rather
than explaining why this was a benefit for the second available knowledge mark, less able
candidates tended to simply quote an extended passage from the extract, which listed a
number of different benefits. In this case, credit was only given for the best point made.

Some candidates were confused by the fact that the merger allowed Greencore to both
negotiate better terms with their own suppliers (greater monopsony power/bulk-buying
economies of scale), and negotiate better terms with their customers, the supermarkets
(more monopoly power for Greencore/Northern Foods, less monopsony power for
supermarkets).

This was a good answer.

(a) Using the evidence, explain one potential benefit to Greencore of the proposed
merger with Northern Foods (Extract 1 lines 17-21).

[ /
= Plus
/\ Examiner Comments

The marks for this response were awarded as follows:

Knowledge (2): Can demand a higher price for goods that it sells (1) thus increasing its
profits (1). Application (2). "not so easily bullied by retailers" (1). Reference to customer as
supermarkets, eg Tesco (1). Total 2+2 = 4.

Plus

Examiner Tip

The example of Tesco was a wise addition.

GCE Economics 6EC03 01

27



Most candidates started with an explanation of horizontal integration, rather than launching
straight into one benefit.

The vast majority of candidates were able to include some application in their answers,
although the reference to the merger yielding £40m in cost and tax savings, equivalent to
2% of joint sales, was misinterpreted by some as an increase in sales of £40 million or 2%.
Candidates would therefore perhaps benefit from practice in precision in their application
tasks.

(a) Using the evidence, explain one potential benefit to Greencore of the proposed
merger with Morthern Foods (Extract 1 lines 17-21)
(4]
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ﬁ ResultsPlus

Examiner Comments

The marks for this response were awarded as follows:

Knowledge (1): Increased market share. Application (1): Increased profit of £40m.
Note that we do allow reference to either cost savings of £40m or profit rises of
£40m, but not sales increases of £40m. Total 1+1 = 2.

2 marks are reserved for application on part a of all
data response questions.
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Question 9 (b)

A number of answers were based on a misreading of this question, and explained why
losses had been made, rather than why these losses were to be turned into profits. Several
of these candidates did return to the question and discuss profits, but at the expense of
time for other elements of the question, notably the 4 evaluation marks.

Largely, candidates were able to gain one knowledge and one application mark by explaining
the reason behind a fall in costs/rise in demand. Diagrams were reasonably well drawn, but
the main issues here were:

written analysis failing to link to the diagram. For example, some candidates discussed
reasons for a fall in costs, then illustrated a rise in demand, and vice versa. Similarly, there
needed to be agreement between the written discussion of (variable and/or fixed) costs
falling and whether both the AC and MC curves, or just the AC curve, was shifted on the
diagram

axes and equilibria were often poorly labelled with several candidates making

mistakes due to the labelling of the curves. This occured particularly where an increase in
demand was shown, and the new MR curve intersected the old AR curve, as it was often
unclear which label applied to which curve, and in some cases this resulted in candidates
drawing the new equilibrium at the wrong output level.

candidates should be encouraged to illustrate both the old and new equilibrium on the
same diagram, wherever possible, as this makes it much easier to see how the curves have
shifted.

a minority of diagrams did not show the new profit area.
no marks at all were awarded for simple supply and demand diagrams.

The main issue here, however, was a lack of detailed evaluation in candidates' answers.
Many candidates included no evaluation at all, while others provided one evaluative point
worthy of 2 evaluation marks only.

Many candidates explained the move into profits through both an increase in demand, and
a fall in costs. Evaluation marks were only awarded in this case if there was an element
of prioritisation, or an issue of magnitude discussed (e.g. the fall in costs was a more
significant reason than the rise in demand because...' or vice versa). No evaluation marks
were awarded for answers simply saying that it might be because of one, or might be
because of the other occurring.

The best evaluation points made use of the information in the extracts/data or candidates'
own knowledge to support the point, for example 'the expected profits may not be seen

if the housing market downturn/high unemployment rates which have affected sales in
Arizona and Nevada push into northern California, as the US economy is adversely affected
by low growth in the EU/high commodity prices'. There were also discussions on price and
income elasticity of demand and synopticity is fully awarded in answers.
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Quite a number of candidates discussed more than one reason despite one appearing in
bold in the question. Most candidates received the full 4 KAA marks. Several candidates had
only shifted the AC curve despite their explanation discussing both fixed and variable costs.
There were many cases where no evaluation had been attempted and so candidates could
not be awarded more than 4 marks. Where evaluation did exist it was very seldom detailed
enough to be awarded the full 4 marks.

{b) Using an appropriate diagram, discuss one reason why new ‘Fresh & Easy’ stores
set up in the United States are likely to ‘turn losses into profits by 2015° (Extract 2

line 11},
(8)
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ResultsPlus

Examiner Comments

The marks for this response were awarded as follows:

KAA (4): Increase in demand (1) due to higher brand loyalty and advertising (1). Diagram on
second page (2) - note that the original profit area is incorrect, but the mark is awarded for the
new profit area, which is correct. Marks can be awarded for diagrams that show both a fall in
costs and an increase in demand. EV (1): However, increase in demand may be hard to achieve
because they will have to rely on non-price competition (1EV). 4 KAA + 1EV.

A

ResuitsP

Examiner Tip

us

Show shifts and new profit/loss area.
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Still some D and S diagrams.

(b} Using an appropriate diagram, discuss one reason why new 'Fresh & Easy” stores
set up in the United States are likely to ‘turn losses into profits by 2015 (Extract 2
line 11). -
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Examiner Comments

The marks for this response were awarded as follows:

KAA (2): Increase in demand (1) due to being able to employ specialist managers with more
market knowledge (1). No marks for S/D diagram. EV (1): But DEoS may occur (1) - point not
expanded upon. 2 KAA + 1 EV.

Examiner Tip

Remember that evaluation is 50% even on an 8-mark question.
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Question 9 (c)

Candidates needed to show awareness that the market shares by revenue shown in Figure
1, or suggestions as to the market structure of the supermarket industry are most obviously
evidence of the level of monopoly power that exists, rather than the level of monopsony
power. They can function as evidence of the latter, but candidates really needed to present
them in this way to achieve maximum credit for such observations. The less able candidates
appeared to be more generally confused between monopsony and monopoly.

Less able candidates tended to copy a lot of the points made in the extracts into one long

paragraph, without including their own analysis to explain how the evidence was answering
or addressing the question.

*c) Using examples from the Extracts, assess the degree of monopsony power in the
groceries market. -
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Examiner Comments

The marks for this response were awarded as follows:

Definition of monopsony (1). Supermarkets have a lot of power (1)
Suppliers of famous brands do not struggle (2 EV). Supermarkets can
quickly change suppliers (2). Suppliers could increase their size (1 EV)
Suppliers can increase their quality (2 EV). 4 KAA + 5 EV.

us

A
Q ResuitsP
Examiner Tip

To gain high marks, answers to this questions needed to
make extensive use of the extracts/data provided, and
to separate the data into arguments for and against the
existence of monopsony power.
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To gain high marks, answers to this question needed to make extensive use of the extracts/
data provided, and to separate the data into arguments for and against the existence of
monopsony power.

*(c) Using examples from the Extracts, assess the degree of monopsony power in the
groceries market.
(12)
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Examiner Comments

The marks for this response were awarded as follows:

Definition of monopsony (1). Oligopolistic nature of supermarkets
(1). Supermarkets can turn to other suppliers (2). Concentration
of supermarket industry (1). No evaluation. 5 KAA + 0 EV.

)

/ ResultsPlus

Examiner Tip

There was a need to make balanced arguments for and against a proposition, as 50% of
the marks for this question were awarded for evaluation.

Arguments that suggested ‘monopsonies are good/bad’, or arguments that considered
the costs/benefits of monopsonies to any stakeholder were given no credit. The question
asked candidates to consider the degree of monopsony power present in the market only.
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This was clearly the first time a large question on monopsony had been attempted by most
candidates.

*(c} Using examples from the Extracts, assess the degree of monopsony power in the
groceries market.
(12)
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Examiner Comments

The marks for this response were awarded as follows:

Definition of monopsony (1). Small suppliers find it more difficult (1 EV). Supermarkets
can change suppliers quickly (2). Cranswick do not have this problem (3 EV). Brand
loyalty reduces supermarkets' monopsony power (2EV). 3 KAA + 6 EV.

)

OO ResultsP

Examiner Tip

us

Ensure the arguments for and against are equally balanced.
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Question 9 (d)

Candidates who made no reference to any industry were capped at 6/8 KAA marks, however
this cap was only applied to a minority of candidates. More able candidates applied each
point made to the same industry; whereas less able candidates tended to use a wide variety
of different industries to illustrate points (the question asked candidates to make reference
to a single industry).

A range of good points were made on this question. The application was well done and it
was good to read about a range of industries. Where candidates found it difficult to achieve
marks it was because the points they made were not detailed in their explanation and so
were awarded 1 mark per point rather than 2 or 3.

*(c) With reference to supermarkets or another industry of your choice, assess reasons

why some firms become very large and others remain small.
(18]
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Examiner Comments

The marks for this response were awarded as follows:

KAA (5): "huge financial backing" (1). "they see a gap in the market"(1) to
gain market share (1) to gain monopsony power (2). EV (3): small firms
cannot access finance (2e) avoidance of risk (1e). 5 KAA + 3 EV.

Q Examiner T|p

provided.

Use an industry of your choice - there is no preference
for or necessary advantage in using the context
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A good answer.

*(d) With reference to supermarkets or another industry of your choice, assess reasons
why some firms become very large and others remain small.
e
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ResultsPlus

Examiner Comments

The marks for this response were awarded as follows:

KAA (6): bulk buying economies of scale (2) managerial economies of scale (2)
reducing duplicate costs (2). EV (8): diseconomies of scale (2ev) mergers maybe
unsuccessful (2ev) niche market and discussion of minimum efficient scale (3e) family

run firms (2e). 6KAA + 8EV.

A
Q ResultsP!
Examiner Tip

The essay plan helped.
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Question 10 (a)

This question was well answered, with almost all candidates correctly stating that the
market structure was an oligopoly, and managing to give a characteristic/definition of
oligopoly. The vast majority of candidates appreciated the need to include some application
in their answers too, and most commonly they used Figure 1 to calculate an n-firm
concentration ratio. Candidates needed to look at the data closely, as a good number of
calculations did not include GM's market share, possibly because they were used to pie
charts in which the largest company's market share segment began at the 12 o'clock
position.

A good, efficient answer.

{a) With reference to Figure 1, briefly explain the market structure in the US car
market.
(4)
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ﬁ ResultsPlus

Examiner Comments

The marks for this response were awarded as follows:
Oligopoly (1) CR7 (2). A few dominant firms (1).

ResultsP!

Examiner Tip

us

Work out the CR if you can.
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A more typical answer.

[a) With reference to Figure 1, briefly explain the market structure in the US car

market.
(4)
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ﬂ ResultsPlus

Examiner Comments

The marks for this response were awarded as follows:

Oligopoly (1). A few large firms (1). GM market share (1).

A
Q ResultsPlus
Examiner Tip

Note Hyundai/Kia do not have the smallest market
share, so no data mark for this.
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Question 10 (b)

As with 9b a number of answers were based on a misreading of this question, and explained
why losses had been made, rather than why these losses were to be turned into profits.
Several of these candidates did return to the question and discuss profits, but at the
expense of time for other elements of the question, notably the 4 evaluation marks.

Largely, candidates were able to gain one knowledge and one application mark by explaining
the reason behind a fall in costs/rise in demand. Diagrams were reasonably well drawn, but
the main issues here were:

written analysis failing to link to the diagram, for example, some candidates discussed
reasons for a fall in costs, then illustrated a rise in demand, and vice versa. Similarly, there
needed to be agreement between the written discussion of (variable and/or fixed) costs
falling and whether both the AC and MC curves, or just the AC curve, was shifted on the
diagram

labelling: axes and equilibria were often poorly labelled, and several candidates lost marks
owing to the labelling of the curves. This occured particularly where an increase in demand
was shown, and the new MR curve intersected the old AR curve, as it was often unclear
which label applied to which curve, and in some cases this resulted in candidates drawing
the new equilibrium at the wrong output level

that candidates should be encouraged to illustrate both the old and new equilibrium on the
same diagram, wherever possible, as this makes it much easier to see how the curves have
shifted

a minority of diagrams did not show the new profit area
no marks at all were awarded for simple supply and demand diagrams.

The main issue here, however, was a lack of detailed evaluation in candidates' answers.
Many candidates included no evaluation at all, while others provided one evaluative point
worthy of 2 evaluation marks only.

This was a good answer but gave no evaluation.
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(b} Using an appropriate diagram, discuss one reason why General Motors and Ford
have been able to turn losses in 2008 to profits in 2010,

(8)
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Examiner Comments

maximum of KAA 4 for diagram and explanation were awarded.

)

oO ResultsP

Examiner Tip

us

Do not spend too long on application for these 8 mark questions.
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This good answer started with a plan. Good sign.

(b} Using an appropriate diagram, discuss one reason why General Motors and Ford
have been able to turn losses in 2008 to profits in 2010,
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Examiner Comments

The marks for this response were awarded as follows:

Increase of demand (1). Improvement in credit worthiness (1). Diagram (2).

Not back to pre recession sales (1 EV). Need more information (2EV).
4 KAA + 3 EV.

A

OO ResultsP!

Examiner Tip

us

Large diagrams are good.
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Question 10 (c)

Most candidates were able to give a definition of contestability, and to make some attempt
to apply this to the US car market, although they did often struggle to either make enough
points in their arguments, or to develop each point sufficiently to achieve full marks. There
was a good deal of relevant material in the extracts, and candidates that scored highly
tended to make good use of this, rather than simply relying on a candidate's own knowledge
of the industry.

Less able candidates often confused contestability with competitiveness, and so considered
the degree of the latter in the market, rather than the former. Such discussions were not
awarded any marks, however candidates who considered market share or the level of
concentration and then went on to link this to the ability of incumbents to limit price, or
the need for entrants to spend large amounts on advertising and marketing in this situation
where the incumbent's brands will be well-known, did receive credit.

Answers did need to be well balanced to gain high marks, but KAA marks were awarded for
arguments that the market was contestable, or that it was

not contestable, and in either case, evaluation marks were awarded for arguing the opposite
point of view, or for discussing the significance of the arguments made.

*lc) To what extent does the evidence suggest that the U5 car market is contestable?
(12

) & i b Pam Fros
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Examiner Comments

The marks for this response were awarded as follows:

Definition of contestability (1). Economies of scale (2). Brand loyalty (1). Technological
advantage (2). Maximum KAA achieved. Gap in the market (2 EV). 6 KAA + 2 EV.

A
Q ResultsPlus

Examiner Tip

Less able candidates tended to present one-sided answers only.

GCE Economics 6EC03 01

49



Best to make fewer, deeper points than to list every point that can be made.

50

*(c) To what extent does the evidence suggest that the US car market is contestable?
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Examiner Comments

#/Z ResultsPlus

The marks for this response were awarded as follows:

Definition of contestability (1). Brand loyalty (1). Government regulation (1).
Advertising (1). Machinery costs (1). Economies of scale (1). Control of raw
materials (2). Award definition and 3 best arguments = 5 KAA. Firms can improve

quality (2 EV). Firms can sell brand name (2 EV). Firms can sell machines ( 1 EV).
5 KAA + 5 EV.

A
Q ResultsP
Examiner Tip

Only 3 arguments will be awarded. If there are

more than 3 we will award the best 3, for a 12 mark
question.

us
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Question 10 (d)

Some candidates did not answer the specific question asked, but instead simply discussed
different pricing and non-pricing strategies.

Given that the question made reference to the context of sharply rising petrol prices, two
KAA marks were reserved for application to this context. It was not sufficient to simply
paraphrase this in the opening line of an answer, although this was as far as many got in
addressing this element of the question. However, good answers that did discuss how firms
may develop new models that would be more fuel efficient, or move their advertising and
marketing focus away from 'gas-guzzlers' to smaller/more efficient/hybrid/battery powered
cars, could be awarded these marks for an implicit application to context.

Similarly, the question specifically asked for strategies that would increase total revenue,
and hence strategies that would not achieve this were not given credit. For example, the
pricing strategies of offering discounts, limit pricing and predatory pricing, or cost-cutting
measures, were not awarded marks unless they made explicit links to either total revenue
rising as consumers have price elastic demand for cars, or total revenue rising in the long
run, as competitors were forced out of the market and so prices then rise.

KAA marks were capped unless candidates considered both pricing and non-pricing
strategies that may be used, although collusion was accepted as either type of strategy,
depending on how it was presented. Although this question did not specifically ask for

it, credit was given for a game theory analysis of effects on total revenue of collusion,

for example in terms of setting prices, or of agreeing advertising levels. Alternatively, a
prisoner's dilemma-type payoff matrix or kinked demand curve theory was used on occasion
as evaluation to suggest that pricing strategies are less likely to be used in an oligopoly,

and so non-pricing strategies would be more usual and successful. Candidates who made
this kind of point correctly, and in a good level of detail, were often awarded four evaluation
marks for this single argument.
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Examiner Comments

The marks for this response were awarded as follows:

KAA (6): Revenue maximisation pricing (2). Advertising, with application (2). Price discrimination
(1). Increase quality (1). No reference to an increase in petrol prices, and hence would have been
capped to 6/8 KAA marks. Ev (4): Revenue maximisation lowers profits (1 ev). Advertising may
not be successful (1 ev). If firms agree not to advertise, there was an incentive to cheat (1 ev) -
note that the payoff matrix is incorrect. Price discrimination may not be successful (1 ev). 6 KAA +
4 ev. Overall, this is a very piecemeal answer, which didn't really focus on increasing revenue.

OO ResultsP

Examiner Tip

Where more than four pricing or non-pricing strategies are given (or more
than four pieces of evaluation are given), we just award the best four.
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Only 4 strategies were awarded. If there were more than 4, then the best 4 are awarded
only.

*(d) Using evidence from a range of manufacturers referred to in Extract 1, assess
pricing and non-pricing strategies car manufacturers might use to increase total
revenue, when petrol prices are rising sharply.
S 6 (16)
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+lus
/\ Examiner Comments

The marks for this response were awarded as follows:

KAA (7): Reference to petrol price increasing (2). Concentration on efficient cars (2). New
versions from foreign countries (1). Do not award cut costs or prices as no link to revenue (0).
Loyalty cards/gifts (1). Keep price stable (1). Collude (1). Award for best strategies only.

Ev (5): May not be effective (1 EV) - QWC was poor here and this should be taken into account
when awarding. Price war (2 EV). Depends on the size of petrol price rise (1 EV). Households
may not accept foreign versions (1 EV). 7 KAA + 5EV.

N

+lus
—~_ Examiner Tip

Less able candidates often tended to focus on non-pricing strategies, and struggled to include much economic
analysis in their discussion of these. While good marks could be achieved for, say increased advertising

as a non-pricing strategy, candidates did need to develop this point in more economic depth than simply
suggesting different media that could be used, and saying that it would increase demand.

Possible points could be a consideration of the effects of advertising on consumers' price and/or income
elasticity of demand for cars, particularly during a period of stagnant economic growth in the developed
world, and hence how it would affect total revenue. Also, a consideration of the need for potential entrants/
competitors to also spend more on advertising to compete, and the effects of this on the level of sunk costs
in the market, and hence on its contestability/the incumbent's market share, and therefore total revenue.
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Paper Summary
The A grade was set at 55/72 and E at 27/72.

The overall entry was smaller than the January 2012 entry, and many were re-takes from
the January session, which might explain a certain decline in the average quality seen in this
session as the mean fell. Question 10 had a higher mean score overall but a lower score on
part d than on Question 9.Exact figures for the overall mean on the paper and per question

can be found on Results Plus.
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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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