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Introduction
General observations
Entries increased by over 10% with 56% of candidates retaking.

The supported choice questions were perceived by many to be challenging, but they were
based on specification areas and the well prepared students were able to pick up all the
marks. The main problems were the more synoptic questions (question 3 with the straight
line demand curve) and question 7 (consumer surplus) causing a surprising amount of
difficulty.

The data questions were seen as more accessible than June 2012, with question 9

(eggs) far more popular than question 10 (gas and electricity markets). The reason for

the avoidance of question 10 was a high mark question on tacit collusion (10(c)) and a
regulation question for 16 marks (10(d)). There were no ‘straightforward’ questions such as
those on price and non-price strategies (June 2012, 10(d)) and candidates had to think their
way through issues rather than rely on pre-learnt responses. This made it an effective paper
and there were some excellent, innovative answers balanced out by some very weak ones
at the other end of the spectrum.
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Question 1

A clear distinction must be made between sales maximisation, AR = AC (or TR=TC)

from other objectives of firms. It is best to provide a reason or a benefit of such options.
Candidates should use a diagram where possible, and in discounting incorrect answers
should ensure that more economics is provided rather than repeating the key in a negative
format. For example,’ it is not C because that is revenue maximisation’ does not contribute
any economics to the answer.

Diagrams are a very effective way of picking up the marks for all questions such as this
which are based on an important model of microeconomics and where no diagram has
been provided in the question. There is one mark for finding AR=AC (if not already given in
the definition) and one for showing the changes in price and output when compared to an
equilibrium such as profit maximisation.

Although not intended as a difficult question, there was much confusion in the mind of
candidates on the sales maximisation objective when contrasted with revenue maximisation
and even in some cases, sales revenue maximisation. Many were distracted by the option C,
revenue maximisation, and gave a formula and diagrams to no effect.

Defining monopoly did not earn a mark - it was necessary to define 'monopoly power' to
give a helpful definition. There does not need to be a definition in the answer, but as there
are many key terms in this question it would be difficult to know which term to define.
Therefore use a wider range in answers than just relying on definitions - such as diagrams.

1 A firm with monopoly power decreases the price of its product to increase its market
share up to the output at which it just earns normal profit. Which of the following is
the best description of the firm’s objective?
(1)

A Profit maximisation in the short run

B Increased market contestability

C Revenue maximisation in the long run
D Sales maximisation

E Loss minimisation

Answer FD_—‘
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Explanation

(3)
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ﬁ ResultsPlus

Examiner Comments

Definition of monopoly power is not convincing. Why 40%? The rationale is not
convincing for sales maximisation - however there is one mark for 'demand
would increase as product is costing less' (1) The knock out does not contribute
any economics understanding. Total 1 for key and 1 for explanation 1+1=2/4

marks
Q ResultsPlus

Examiner Tip

If you are going to knock out incorrect options you
must ensure you do not just say that the opposite
is true. You need to give some fresh economic
understanding.
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Here is an example that earns the four marks easily.

A Profit maximisation in the short run
B~ Increased market contestability

C Revenue maximisation in the long run

@7 Sales maximisation

E Loss minimisation

Answer
b
Explanation
(3)
Comk |

A B s tenat . . poweds. 1. .. pnce. SeMes . Ty owsa b LA 0 YDA ...
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ﬁ ResultsPlus

Examiner Comments

Key correct 1 Diagram 2 marks AC=AR is shown on diagram (1) Price and
output shown changing (1) Note that AC=AR is repeated in text - do not
award twice Monopoly is a price setter (1) 1 normal profit mark is also

available Total 4/4 marks

4 ResultsP!

Examiner Tip

Use a diagram, and annotate it to illustrate the
decrease in price outlined in the question.
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Question 2

This question bore some similarity to the diseconomies of scale question number 8 in the
January 2013 6ECO03 paper. Because many students had worked through the question there
were many positive benefits for them in this question.

On all questions on economies of scale, mention the long run. Drawing a diagram can do
much of the work, especially if labelled ‘LRAC".

airline. Lufthansa announced plangto sell BMI in November 2011. Which one of the

2 Lufthansa, a G@@Wneﬂ Britisa Midlands International (BMI), a loss-making
|
following is the most likely reason for this sale?

(1)
A The BMI part of the business was facing increasing marginal returns
\ BMI was experiencing falling marginal costs
\ To benefit from conglomerate integration
\0\ To increase market concentration

E To reduce diseconomies of scale

Answer e

Explanation

A
Plus 2@ ResultsPlus

Examiner Comments Examiner Tip

Key correct (1) Definition is not right The biggest problem with diseconomies

(do not sell off dividends) but the of scale questions is in application of the
diagram can earn the definition mark concept with two negatives - costs fall when
(1) There is a reason for selling off output falls. This is best shown on a diagram
(raising finance) (1) 1+2=3 with arrows, clearly pointing out a fall in

output and a fall in LRAC.
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Here is an effective answer, which identifies many of the points made in the mark scheme.

The BMI part of the business was facing increasing marginal returns
BMI was experiencing falling marginal costs
To benefit from conglomerate integration

To increase market concentration

m O N @ >

To reduce diseconomies of scale

Answer E

Explanation

(3)

________________________________ Dlﬁma%swlfmw wen cn. 3;6»- 0 pmdij tadq(

Examiner Comments

Key correct Definition has long run (1) Reasons (1) Diagram
adds to answer by showing falling costs as output falls (1) There
is reference to the text by explaining the effect of selling of BMI
(1) This could earn the maximum marks more than one way - eg
looking at decision making being easier 1+3 = 4

OO ResultsPlus

Examiner Tip

Arrows on diagrams add real value, in explaining
changes.
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Question 3

This question tested an area that is synoptic - the changing elasticities along a demand
curve were learned in Unit 1. It was somewhat surprising that so many students struggled
with this question, and the main mistake was in confusing revenues and profits. Many chose
option E.

Ignoring the word ‘revenue’ in the question was a costly mistake for many, and as with the
consumer surplus question (question 7), this also illustrates the importance of synoptic
understanding of the whole specification. The most effective way to answer the question
was to annotate the diagram or to supply a new diagram illustrating the relationship
between AR (the demand curve shown in the question), MR and TR.

The use of the number in the diagram could earn a simple data use mark - multiplying price
and quantity and the two points indicated was the only mark that many students managed
to earn.

Eliminating incorrect keys does not always earn marks.

3 A pizza restaurant faces the following demand curve (D). Which one of the following
is necessarily true?

Price per pizza
£10

£6
£5

0 400 500 1000
Quantity of pizzas per week

K Marginal revenue will be positive then negative as price falls

B Revenue maximisation occurs at a priceof £6 M~ O } L

£ Sales are maximised at a price of £6 = 4G

D Average revenue will equal zero where price elasticity of demand is unitary

E Cutting the price from £6 to £5 will increase profits AR =0

Answer |[E ‘ Cuhis prce wesfa con PASRAAAR
| ooy #1000, asswwing P Q

e, T Wl lag waodd

Explanation _
costs are fle Son

Coksrncomed  as ok L6, 100 1685

()'p 2208..... o2 Cald... 8o waok Sa\en mo\x\mfscuj\

. ' @
_ NTR e
YV\R = [—\—“CQ— QED j_";?ofa
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ﬁ ResultsPlus

Examiner Comments

Key incorrect (0) This shows the importance of knock outs being
rewarded only if the economic reasoning is correct. Correct
definition/formula of MR (1) Knockouts are not valid (0) 0+1=1
mark

A
Q ResultsPlus
Examiner Tip

In this case the correct data does appear by the
diagram but it is not incorporated in the text so we do
not know what it means. Show the working.
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This answer has a few 'near misses':

A Marginal revenue will be positive then negative as price falls
% B Revenue maximisation occurs at a price of £6

>< € Sales are maximised at a price of £6

w2 D Average revenue will equal zero where price elasticity of demand is unitary

X E Cutting the price from £6 to £5 will increase profits

Answer A_

Explanation

(3)

MchgmclJ ______ Revanue = AToral revanae.

(Total for Question 3 = 4 marks)

ﬁ ResultsPlus

Examiner Comments

Key correct Definition of MR (1) Diagram (1) Knock out is
not correct as MC is not needed for sales max. The point that
AC is not known would have been acceptable as a knock out
mark. 14+2=3 marks

A
@ ResultsP!

us

Examiner Tip

It would have been better for the candidate to annotate
the given diagram, as if MR is shown to cross at the
correct output then another mark is available (it should
cross at 500 but any point between 400 and 500 was
acceptable as scale was a little off-centre).
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Question 4

The performance on this question again proved that the use of a diagram can significantly
improve marks. The identification of rent as a fixed cost combined with a shift in AC but not
MC was used by many to score full marks. However, many diagrams or descriptions showed
a shift in marginal cost which would change the price and output, and many answers said
that price would have to rise because costs have risen. The most popular incorrect answer
was C. This question illustrates the importance of the lack of relationship between fixed and
marginal costs.

The theoretical questions involving costs and revenues tend to be the most effective
discriminators. In every paper there tends to be a question which involves a change in
fixed or variable costs, and the first step a student should take is to identify which of those
two costs is changing. Firms never leave the market or change their prices in the short run
because of changes in fixed costs. The key determinant is whether price covers average
variable costs. Even if the firm makes a loss, it will carry on in business so long as it covers
its average variable costs.

The principal source of confusion is that while average costs change, marginal costs do not.
Candidates should remember that a change in total fixed costs will shift the total cost curve
but not change the gradient.

4 A sports equipment chain of shops faces a downward sloping demand curve and is
making supernormal profits. The impact of a significant rise in the rent for the shops
is likely to lead to

(1
Price Profit

A No change No change

B Rise No change

C Rise Fall

D Fall Fall

E No change Fall

Answer E

GCE Economics 6EC03 01



Explanation
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ﬁ ResultsPlus

Examiner Comments

Key correct Diagram earns 1 out of a possible 3 marks. 1 mark
for shift in AC - this is the maximum mark for diagram because
MC has also shifted.The text does not explain what fixed costs

are or how they affect a firm (0) 1+1=2

A

OO ResultsP!

Examiner Tip

us

Only shift MC if there is a change in VC.

GCE Economics 6EC03 01
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This is a model answer.

4 A sports equipment chain of shops faces a downward sloping demand curve and is
making supernormal profits. The impact of a significant rise in the rent for the shops

is likely to lead to
(M
Price Profit
A No change No change
B Rise No change
C Rise Fall
D Fall Fall
E No change Fall
Answer E
Explanation
(3)
Q“"{J"‘"/sw .........................................................................................................................................................................................

MR ot AR S AR bhasgs..... l»< ___________ L,M ____________________________________________________________________

Plus

Examiner Comments

Key correct Diagram alone could earn 3 marks, but there is also
a mark for fixed costs 1+3=4

A

4

O

Plus

Examiner Tip

Good labelling earns high dividends in terms of marks.
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Question 5

This was the most difficult question with many students failing to understand the concept
of X-inefficiency. Many could choose the correct key but failed to get further marks because
the definitions were vague. For example, ‘X-inefficiency means the firm is not efficient’. The
definition needs to include the sense that lack of competition means that costs rise.

For the supported-choice questions there is only ever one mark for definitions, and so
having defined X-inefficiency there is no mark for defining patents. The candidate must
instead explain how patents lead to X-inefficiency, for example by shielding the firm from
competition. Many students used a diagram effectively showing a cost curve with and
without competition. The most efficient way to earn the extra marks would be to give
examples of X-inefficient behaviour such as organisational slack.

This was one of the few effective answers to this question.
5 X-inefficiency is most likely to exist in markets where
(1)
new firms have recently entered the market
there are long-term patents in place
there is a high level of contestability

the conditions for price discrimination are not met

M o N @

concentration ratios are low

Answer [ &

Explanation

K AR ANy .. M A PO a g et R LA AR . ... et
(.w\n\u‘,\L;.] i) [ PR T L S PN Al e pleC . A ARk sl = 1\3\-33

M hr....... { PG Wiated 8 L2 NSl reodtpn ke RGN, LA Lo T ey o

= 7 ¥ U o Gt e o € [ o R roert e SO WO, o oo T 1 4 cvw!t-r__.u.n}.hj A4St el ,
Y PIREIE R S R YE GRS R B e R AR R AR
e e AT R 7,\,_;..;»3 (SR TEN ,M.-.«mw@.)v] oS -

Examiner Tip

Key correct Examples of x-inefficiency:
complacency (1) and laziness (1) Patents act to
protect profit (1) You could also award a mark
for saying that patents are a barrier to entry, but
answer is now at max. marks 1+3 =4

Ensure that all the terms on the
specification can be defined. Do not
confuse X inefficiency with X efficiency.

GCE Economics 6EC03 01
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Here is another good example, where a diagram has been used effectively.

A new firms have recently entered the market
- ~B. there are long-term patents in place
\ there is a high level of contestability
R the conditions for price discrimination are not met

E concentration ratios are low

Answer E

Explanation

.’ A
=IUS Q
Examiner Comments o

Examiner Tip

Key correct Diagram showing AC shift (1) Patent
is a barrier to entry (1) Knock out of C adds
value to answer (1) Lazy (1) could be awarded
but this is on full marks 1+3=4 marks

This answer had more than enough
for full marks

16 GCE Economics 6EC03 01



Question 6

Most students could identify that the firm is productively inefficient although many chose E,
that the firm is allocatively efficient. A significant number misread ‘inefficient’ for ‘efficient”.
Many discounted B as an incorrect answer by effectively explaining that the firm makes
normal profits.

One of the most common ways to pick up the marks was to note that this is monopolistic
competition in the long run which would then be followed by another characteristic of
this market structure. Another effective way to score a mark is to observe that profit
maximisation occurs at MC=MR.

This answer is too narrow. There is the definition and profit max point only, with no use of
diagram or attempt to contextualise.

6 A small profit maximising café faces the following cost and revenue curves. It is noted
that the café is never full.

Costs/
Revenues (£)

pe}

Qe MR Qutput

Which one of the following is most likely to apply to this café?
(1)

It is productively inefficient in the long run

It is making supernormal profits

A

B

C There is evidence of collusion

D It operates in a perfectly competitive market
E

It is allocatively efficient in the long run ‘

Answer { /‘,

GCE Economics 6EC03 01
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Explanation

(3)

........ f il ,

___________ O O A L L S o

Key correct
1 mark for MC=MR
1 mark for productive inefficiency.

)
5\ ResultsPlus
Examiner Tip
Make sure there are 3 distinct ways to earn marks.

GCE Economics 6EC03 01




As with many questions which provide a diagram, the student should use the diagram. One
effective way is to highlight the point where AC=MC and show that the price would be lower
and output would be higher and therefore the firm is not productively efficient.

6 A small profit maximising café faces the following cost and revenue curves. It is noted
that the café is never full,

Costs/
Revenues (£)

Qe A @ Output
Pe

Which one of the following is most likely to apply to this café?
(1)

It is productively inefficient in the long run
It is making supernormal profits
There is evidence of collusion

It operates in a perfectly competitive market

m O N @ >»

It is allocatively efficient in the long run

Answer H

GCE Economics 6EC03 01 19



Explanation

Examiner Comments

Key correct Definition MC=AC (1) Annotation (1) Knock out of B
correct (1) 1+3=4

A

OO ResultsPlus

Examiner Tip

The diagrams are there to be used.
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Question 7

Most candidates started off with a definition of monopoly, but the question is referring to a
local monopoly, that is, where a firm has dominance in a geographical region. Severn Trent
clearly does not have a monopoly supply of water in the country as a whole. So therefore
there were no marks for defining a monopoly unless in the correct context. Explaining

the role of the regulator Ofwat was as always a reliable way of earning a mark. Very few
students defined consumer surplus even though it was the answer to the question. It is
thought that because this is a Unit 1 concept that perhaps students did not feel it would

be appropriate. It must be remembered that this is a synoptic paper and any parts of the
syllabus can be used in responses if necessary.

The most reliable way to earn the marks in this question is to show consumer surplus before
and after a price cut and to shade on the diagram the trapezium which signifies the change
in consumer surplus. It is surprising how many students shaded the incorrect area or did
not shade it at all.

Candidates should ensure they can use Unit 1 and 2 concepts for Unit 3.

It was a surprise that very few answers included a definition or diagram of consumer
surplus.

7 Severn Trent Water is a local monopoly supplier of water in the Midlands. In 2008 it
was fined by Ofwat, the water regulator, and required to reduce its planned charges.
The most likely effect of this decision would be to
m

increase producer surplus

substantially lessen competition

A
B
C increase monopsony power
D satisfy the shareholders

E

increase consumer surplus

Answer LE

Explanation

mo_____m___mm_ _COOMANKS ___.mim. __________________________________________________________________________________________________________________ |
fequiaton. .ﬂm._.._fm_m>__________ae___j_h_m_@&___.ag;.@amm}_._...(,\gmma ________________________________________
&m p\xb\ ARRYTS...

AEROG... (CONOPOYR).. ae pﬂ& QL) Cm ae mmmd A0 |
" p(ow« ooxmRS(podue wee e
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ﬁ ResultsPlus

Examiner Comments

Key correct Role of regulator (1) Function of fine is not shown to
be acting as a deterrent, or any other consequence of the fine
(0) Comparison of before and after profit maximising output,
comparing monopoly and perfect competition (marginal cost
pricing) (1) Consumer surplus area change is incorrect (it is
meant to be the trapezium not the triangle alone) (1) 1+2=3

Examiner T|p

Unit 3 is synoptic, meaning that definitions, concepts
and diagrams from other units (in this case, Unit 1) are
very helpful.
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Diagrams are a very efficient way of picking up the marks - here there is a definition mark

possible (if not already earned) and the change in consumer surplus mark.

7 Severn Trent Water is a local monopoly supplier of water in the Midlands. In 2008 it

w'%sﬂnﬂigtgbyat, the water reguia!or, and required to reduce its planned charges.
The most likely effect of this decision would be to e

~ L - {1 ]

increase producer surplus

substantially lessen competition

A
B
€ increase monopsony power
D satisfy the shareholders

E

increase consumer surplus

Answer E‘

Explanation

(3)

......................... 5@%&4 ,é?:m{r FLCLS . VW/J/M /f,manr_ .
5 P
Cg}'ﬂ;w{??ﬁzgég?{g aé/zf é’ /a; 9_7 ..... R

/ﬂﬂ'bg,/.-(,/ . % ﬁch //‘/M/;f/pmy‘;

[ﬁmpfxéa‘d e (}g,;,@{ W/‘&‘ ./,br . %fx Q. Sta by fﬂlfrrnglz

<Eh ResultsPlus /O\

Examiner Comments . Results—plus

Key correct Consumer surplus written OR in Examiner Tip
diagram (but do not award twice) (1) Role

of regulator (1) Diagram shows old and new
consumer surplus correctly - no need to line

up the new price with any nodes (1) 1+3=4

usually adds to them.

A diagram never takes marks away, and

GCE Economics 6EC03 01
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Question 8

Many students knew that perfect competition in the long run means that normal profits will
be earned and selected the correct key D. However, a vast number could not discuss perfect
competition in the context of firms making a loss and instead talked about super-normal
profits attracting new firms into the industry. Even though students knew firms left the
industry because they were making a loss they proceeded to discuss super-normal profits
which would attract new firms. This illustrated a fundamental misunderstanding of the
function of profit and highlights the difficulties students have in discussing negatives rather
than positives.

Students should always use a diagram when discussing perfect competition, and the long-
run diagram showing normal profits is helpful.

Many answers showed firms entering a loss making industry.

8 traded under conditions ofﬁerfect coméetit[on. Which one of the
follow

g is a likely impact of exit from the industry by a large number of loss-making
producers?

(1)
A Firms remaining in the market will cut their prices
B Firms remaining in the market will keep their prices unchanged

C Firms will operate where their average revenue is greater than their marginal
revenue

\ Firms remaining in the market will make normal profits in the long run

E Demand for the commodity will expand as prices fall

Explanation

Purtedt (orpoke- 3 & S oo & e padeo
wtet. Wewl ro boneo FMD«M.MWMG& Prao

b Chaly psit marcd Whow losing  potts.

Answer

(3)

<
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ﬁ ResultsPlus

Examiner Comments

Incorrect key The answer shows firms entering not leaving the
industry, so no marks for diagram. Characteristics of perfect
competition - several are given (and diagram could count here
if there are no other ways to get the characteristics mark) (1)
0+1=1

OO ResultsPlus

Examiner Tip

Always draw horizontal AR and MR for a perfect
competition question.
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26

The long run diagram is a helpful inclusion in this answer, but it would gain another mark if
it was shown how this equilibrium is reached, that is, by firms exiting the industry (supply
shift to the left).

A
B
C

D
E

8 A commodity is traded under conditions of perfect competition. Which one of the
following is a likely impact of exit from the industry by a large number of loss-making
producers?

Answer

Explanation

pi”"‘eerlN ; . ()«dﬂ‘"\f/\. i U Y \'jwrc e r.-:,,-,.,,.;f-—VJ..

Ly —U\ . M/U‘—&/;_'g . ‘-""*—-:.l .':; Lt ¥ S o Y fch...l - li: T e N RSN SR
J’ ¢

(1)
Firms remaining in the market will cut their prices
Firms remaining in the market will keep their prices unchanged

Firms will operate where their average revenue is greater than their marginal
revenue

Firms remaining in the market will make normal profits in the long run

Demand for the commodity will expand as prices fall

0]

(3)

SN 418 /A

ResultsP

Examiner Comments

Key correct Characteristics (many buyers
and sellers, or AR=MR) Diagram for long
run correct (1) Here the knock out mark
is not awarded. 1+2 = 3 marks

)
uS 2/ 4\ ResultsPlus

Examiner Tip
Knock out is not allowed in this question, as
it offers no new information about perfect
competition because we already have the
definition mark. It does not tell us anything we
did not know already from the answer provided.
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Question 9 (a)

For the candidates that realised this question was about monopsony marks could be gained

easily. First, there was a mark for identifying the concept and a second mark for a brief

explanation of buying power. Two marks were then available for application, and while there

was much in the passage, some candidates only used a very brief point and could only
earn one mark. A significant number of students did not discuss firms such as egg buyers
but instead talked about egg sellers and were therefore confused about monopoly and

perfect competition. Careful reading of the question and the data would have prevented this

problem.

Many confused monopoly and monopsony.

(a) Using the information provided, explain the market power enjoyed by egg

L. 07w, Qicon. OeanireNes | e vadkek, Nece  ore
. .lf\"\ﬁ\/‘_ " I ST . o I R’J\'\H’b. BT = S <
B SIS N B........m......exkgti—. LA, Neble  foods. . _p_u-.r(;ba_sg.__‘i_ CSRT TN &

0555, eethncRA. A . \ege)  wasmapidy. feqasrer. anly. 23 A

wadeetr  evore . Farfemact., ik eleves ok Mere

packaging and distributing firms, such as Noble Foods, when buying eggs from
chicken farmers.
(4)
wWatarle®d- L sheuthact ek Nob\e  Bonds. con

CanndReeoN oS el Menepol B W@ .

Li

\

Lo SamRe hRon L aavvn ot L WS sVoes  Neble

Examiner Comments

0 for theory 2 application: 1 for 70% 1 for no competition
anymore - there is a sense of a powerful firm (quote from the
text)

Total 0+2=2

Examiner Tip

Read the data carefully.
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Here is a 2 + 2 answer

(a) Using the information provided, explain the market power enjoyed by egg

packaging and distributing firms, such as Noble Foods, when buying eggs from
chicken farmers.

Noble Foeds Uone enoping  pewrts, Tty fb\@i-\\y

u:p.tdmm" el PO% o D eg &JfraMM'/ﬂ'rm)
...... mﬂﬂ‘!‘ Naqh-h}t ""'R"" ;}‘ eq..lu[:, q,-...‘:f = 5“‘# . % 6~D

Examiner Comments

Theory Identification of monopsony (1) Identification of power
over suppliers (1) Ap 70% of eggs (1) Buying at a discounted
price (1) The low prices can be used as theory or application -
score in such a way that the student gets the higher mark - but
do not count it twice. 2+2=4

A

OO ResultsPlus

Examiner Tip

Short answers can be very effective.
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Question 9 (b)

The first two marks explaining that the egg farmers were making a loss and therefore
leaving the industry would earn two marks for most students. The diagram caused a
significant problem, with many candidates drawing marginal cost and marginal revenue but
not identifying this as an equilibrium. Many drew a profit area with AR greater than AC but
labelled it as a loss and therefore these students did not gain the diagram marks.

Moving on from the analysis, there were four marks available for evaluation. Most
candidates now realise the need for evaluation. However, rather than evaluate many simply
gave alternative reasons for firms leaving the industry. For example, having argued that
costs had risen they would then say that supermarkets were pushing down prices. There
were several effective approaches to evaluation: to comment that free-range egg producers
would not experience a rise in cost; that whether farmers leave depends on the magnitude
of increase in production costs relative to other costs; the fact that the cost rises were a
one-off rather than on-going changes.

This answer scores well.

{(b) Using a cost and revenue diagram, examine why some egg farmers are leaving
the industry, Refer to Extract 1 in your answer.
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Examiner Comments

% ResultsPlus

The answer scores a clear 4/4 KAA but only 2 + 1 for
evaluation. The point about loyalty at the end is correct, but it is
only identified and not explained.

Q ResultsPlus
Examiner T|p

Candidates should draw large diagrams, mark on
MC=MR and connect with the price and the cost, as
shown here. They should not draw a horizontal line
through MC=MR as many do.
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This is a typical 4KAA 0 EV answer.
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Plus

Examiner Comments

The diagram is crossed out and replaced at the end. The
application is good, but there is no evaluation - worth 4/8
marks.

Examiner Tip

Evaluation is worth 4 marks on 8 mark questions. Very
few candidates earn all of these because too long is
spent on diagrams and application.
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Question 9 (c)

The question on increased EU regulations was based on the data which stated that new
cages had to be installed costing ‘over £14 per hen’. The expected response was that

a rise in costs would have an impact on the supply and price of eggs in the long run as
some egg farmers leave the industry, as explained in extract 1 (*750,000 hens have been
slaughtered’). However, many candidates saw this question as an opportunity to talk about
various EU regulations, in particular the regulatory action of capping prices which was not
at all in the data, and in fact contrary to it. For those that did use the data, many observed
that the UK is a net importer of eggs and effectively used the information that there are
three types of egg consumers - retail, food manufacturers and foodservice (fig. 2) — and this
neatly provided a three-point structure for many answers. In evaluation there was apposite
use of monopsony power, the observation that 44% of eggs were free-range and that the
improved life-style of the hen could outweigh the increased cost of production, although this
was difficult to measure.

It should be remembered that using three evaluation points is the best approach to a 12-
mark question.

This is a poorly constructed answer, with very brief explanations.

*(c) Discuss the effects of increased EU regulations on egg consumers, Refer to Figure 2

in your answer.
(12)

Tncrosed.  EU_ tegaladions  has  caused ﬁ'féaj cests

€29..conSumers il foek. . an.. inceagk. in.. Pl of

Figure 2. shews . that  in_ 2000, 967] mdllivn. 293
wert groduad and 11, SIT pllion edgs  iere consumed,
[he iCa. degic in e ff.vcfz;t(_fzt?trl of...e495., wh.th
CAMLES | h9Rr | P eS| for. (A nsumers
BV regulabuons  hee  aleo  caused nertasing._Cost. For. feod
manugacforers  Lhich ug 95, €:g m_ayﬁﬂn_a;:& manmfa.@rﬁurﬁ{;
$o nén- o irect cjj; CO0NT My Wil algp See prices

| nertage
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ﬁ ResultsPlus

Examiner Comments

2 marks for fall in supply and rise in price 1 mark for data
(repeated) 1 mark for impact on mayonnaise producers and 1
mark for other consumers 2 evaluation marks at the end.

Total 6/12 marks

Examiner Tip

Use extended prose to explain points, rather than
merely identify them.
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Well written answers contrasted with answers such as this.

*(c) Discuss the effects of increased EU regulations on egg consumers. Refer to Figure 2
in your answer.

(12)
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ﬂExami.ner Coments o Q Resultsﬁlus

Impact on a wide range of consumers is given, but Examiner Tip
there are some contradictions and this is hard to

mark as it is 'bitty'. Supply decreasing, damaging
profits of food manufacturers (2) Data use 1 mark
Price of eggs rise (1) Happy hens and healthy eggs
(2) KAA 6/6 1/6 evaluation attempt by looking at
long run impact on supermarkets 6+1 = 7/12

The consideration of the long run is always
a good approach in terms of evaluation, but

it must be fully expanded and applied to the
context.
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Question 9 (d)

It was pleasing to see that many students could use a pay-off matrix or a kinked demand
to explain supermarket pricing strategies. The most common approach was a two-by-two
matrix with two supermarkets and high/low price on the axes. However, it was not always
clear which pay-off related to which supermarket and in many cases the pay-offs did not
match the description. It is fundamentally important that the rationale provided in the text
supports the numbers in the matrix. For example, if Morrison cuts the price it should make
more money in the short run but less in the long run.

The kinked demand curve was very helpful when used as evaluation although this model
is not required and is one of many approaches that could be used. A candidate might
explain that a supermarket cannot raise prices because other firms will not follow and
would therefore lose sales because demand is elastic. However, if it cuts the price other
supermarkets are likely to copy.

Among the other forms of evaluation discussed were the illegality of collusion; the size of
the fines relative to the profits made by supermarkets; the consideration that there are
no close substitutes to eggs; and the supermarkets’ ability to cross-subsidise. It should be
noted that effective development of game theory can earn the full KAA marks but there
should be four attempts at evaluation.

This is an example where the payoff matrix is not very effective, but there is enough for 1/2

marks for sense of the dynamic.
*d) Assess reasons why supermarkets are not increasing the retail price of eggs to

cover the increased production costs of egg farmers. Use game theory to support

your answer. el
....... ? oMo RS Qe ot M’@&‘af JACL0asAG
......... PM{’ (u’é/ Chﬂ?;inq%%fL&bJDf%S LX
A 1o LS bfmuse __________________________________________ Could.....
U inceeasiag deac gy;t(és br @}tﬁ T
QU S A ‘h&ﬂ M@(’Z’Ml INCéesal. A H/&”
all s ugenw}ze{% wodd e db bc& S illegad
ﬁa ,FFMS 1w collude aund /43: Prices
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This earns 6/8 KAA, with explanation of the payoffs and
discussion of the risk of price changes, but the evaluation is
very limited (sense of illegal).

6+le =7

g@ ResultsPlus

Examiner Tip

8/16 marks are for evaluation. Make 4 points if
possible.
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Here is an example where the payoffs are not at all clear and the diagonal lines do not add
to the understanding. There is more in terms of evaluation attempts, but the points are not

fully developed.
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Examiner Comments

KAA 5/8 2 marks for monopsony 2 for explanation of game theory
1 very generous mark for the pay off matrix Eval 3/8 2 for prices

would rise 1 for customer loyalty
Total 8/16

A

Examiner Tip

Make sure all points are developed into a paragraph for
each. Conclude too, by returning to the question and
weighing up the issues.
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Question 10 (a)

Almost all candidates identified correctly that energy is supplied in an oligopoly market
structure, although some were also correct in explaining that British Gas supplying half the
market is a legal monopoly. The main discriminator on this question was the use of data. A
careful choice of words such as ‘the six-firm concentration ratio is 99%" earned two marks
but most were not as precise. For example, ‘the Big Six have 99%’ gained one mark. There
was much other data that could be used for further marks and most referred to the £15bn

combined profit of the firms.

Here is an effective answer.

{(a) With reference to the information provided, what market structure best describes
the supply of household energy in the UK?

(4)

gy

ﬁ ResultsPlus

Examiner Comments

Theory 2/2 marks. Oligopoly (1) features (1) Application 2/2
marks. Firms drop prices by 5% (allow 4 to 5% in all answers)
as evidence of collusion (1) £15 combined profits (1). Total 4/4

Examiner Tip

Use two pieces of data if possible for the part
(a) questions.
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This is an example of a vague use of concentration ratios.

(a) With reference to the information provided, what market structure best describes
the supply of household energy in the UK?

.......... R

Siniiei /n%«,“«u. ,r?‘?‘/:/l ? eq'\,t% g Ww ﬁ& B
49}4&'/,,.««; ....... o mﬁ.&;ﬁjﬂgm el LFOM..

Examiner Comments

Theory 2/2 marks. Oligopoly (1) has a high concentration ratio
(1) Application 1/2 marks. Big 6 has 99% (1). No second mark

awarded here as not linked to the words 'concentration ratio'.
Total 3/4

A

OO ResultsP

Examiner Tip

Be precise.
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Question 10 (b)

Almost all candidates could identify either an increase in demand or the fact that costs had
not risen and therefore earned two KAA marks. Unlike 9(b), the diagram required a shift
because the question wanted to know why profits had risen. While this made 10(b) slightly
more difficult, the mark scheme was adjusted to make it easier to earn marks later in the
question. Most candidates could show a shift in costs but although variable costs were an
issue, many did not shift marginal cost. Likewise, many could shift average revenue, but
failed to shift marginal revenue and find the new equilibrium. As with Q9(b), many shaded
the incorrect area for profit mistakenly identifying the lower boundary area at MC=MR.

The evaluation for this question was very poor in many cases. Although the question
asked for one reason, candidates decided to give a second reason as their evaluation
point. A much more effective approach would be to consider the magnitude of the issues,
the illegality of collusion, the lack of information provided, or the time period under
consideration.

Here is an example of excellent KAA but no evaluation.

A second point is made even though only one is required, and it is not evaluative.

{b) Using the jn ign provided, di n why the ‘Big Six’ energy firms
have seer{combinedannual profits rising to £15 billion since 2009. lllustrate your

answer with atost and revenue diagram.,
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a4

Examiner Comments

The application and diagram marks are earned easily 4/4.
The attempts at evaluation are not valid 0/4.

A

OO ResultsP

Examiner Tip

us

Spend equal time on the evaluation as the KAA.

This is a very good example of how to earn the marks.

(b) Using the information provided, discuss one reason why the ‘Big Six’ energy firms
have seen combined annual profits rising to £15 billion since 2009. lllustrate your
answer with a cost and revenue diagram.

(8)
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Examiner Comments

% ResultsP

KAA 4 including very well drawn diagram.
Evaluation of the competition authority
involvement = 2e Gas prices are now rising = 2e

Total 8/8 marks

‘OQ ResultsPlus

Examiner Tip

Use a full paragraph to dig deeply into the
evaluation points.
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Question 10 (c)

There seems to be a major problem in understanding the concept of tacit collusion. Many
defined it as covert collusion, that is secret or even informal, but this was not credited. The
OECD definition is the best reference, which indicates that the collaboration is implicit or
unspoken. Some candidates suggested that some forms of collusion are legal, but this is an
ill-advised approach. If an action is collusion it is illegal, but may not be able to be proven
as such. Having said this, students could go on to earn further marks discussing collusion
in whatever form they understood it and many discussed the difficulty of finding evidence,
regulatory capture, asymmetric information and lack of regulatory power.

The evaluation was also far more straightforward for those that answered this question. The
most common response was that there is a lot of evidence of collusion or that regulatory
powers have recently increased. Some also discussed lack of need to collude because of
kinked demand. However, most answers for this question were less than half a page in
length and candidates seemed ill-prepared for this area of the specification.

This could earn the KAA marks many times over.

*(c) Discuss problems faced by regulators when investigating an ISSIJE of “tacit

collusion’ (Extract 2, line 25). andines C Cewpaths
u&q ﬁz’w _— (12)
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Tacit collusion (1)

Admin costs (2)

It could be rises in costs (2)

Application to data (2)

Profits trebled - sense of magnitude (2e)
It is easy to find evidence (2e)

Total 10/12

Role of regulator (1) /O\

us

Examiner Comments

1\ ResultsPlus

Examiner Tip

more time should go on evaluation at the
expense of KAA.

This was one of the best answers, but still

This is an example where tacit collusion is not understood.

*(c) Discuss problems faced by regulators when investigating an issue of tacit
collusion’ (Extract 2, line 25).
(12)
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Examiner Comments

Some marks are available for correct analysis of collusion Q

being hard to prove (2), lack of regulatory power (1),
regulatory capture and the fact that collusion is illegal (2). Be clear on types of collusion.

5KAA + 0 E =5/12

Examiner Tip
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Question 10 (d)

The wording of this question was more complex than many students realised and coming at
the end of the exam it drew an extraordinarily wide range of responses. There were several
ways to approach the question and many of them were effective. For example, one could
discuss reasons why competition works and then why it doesn’t, followed by an evaluation
of price-cap regulation; or a more straightforward for-and-against argument on the
effectiveness of markets controlling prices; or another common approach was a discussion
of regulation in its various forms where competition breaks down as the text implies.

Most students could explain that more competition drives down prices although many
confused more competition with perfect competition which was not an appropriate analysis.
Many talked about the lack of contestability in the energy markets, but some saw this as
an essay on contestability and their responses were accordingly far too narrow. Price-cap
regulation was explained well but many focussed too much of their answer on what price-

cap regulation is rather than discussing it in relation to other means of keeping prices down.

An effective approach was to discuss other forms of regulation as an alternative to price-
capping regulation.

For those who left adequate time for this question and were prepared to think carefully
about the wording, there were some high scoring responses. However many answers were
short and not related to the question as presented.

The answer here is an example of good points being made but not developed.

*(d) Assess the case for creating an ‘effective market where competition is the
downward pressure on prices’ (Extract 2, lines 6-7), rather than price cap
regulation.
(16)
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Examiner Comments

Paragraph 2: decrease prices and increase range 2 KAA marks
Increase in x - efficiency 2 KAA marks This is only in the long run,
and competition is not guaranteed to lower prices due to collusion
2 EV Limiting profits reduces incentives to develop (why price caps
don't work) 2 KAA (can be seen as EV if more marks can be earned
this way) Better service 1EV How can you improve the quality of
energy 1EV Protect the most vulnerable 1 EV6/8 KAA + 5/8 EV =
11/16 marks

A

ResultsP

Examiner Tip

us

See the next example for a much better approach.

GCE Economics 6EC03 01 51



This is a well planned, well executed answer.
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*#(d) Assess the case for creating an ‘effective market where competition is the = wet vegutetcd
downward pressure on prices’ (Extract 2, lines 6-7), rather than price cap ® Me& )

etk regulation.

ey (16)
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Examiner Comments

8 KAA - four good points made and developed.
8 Ev - four points developed well
16/16

A

OO ResultsP

Examiner Tip

us

Good structure is always well rewarded.
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Paper Summary

Based on their performance on this paper, candidates are offered the following advice:

Regurgitation of notes is not helpful.

There is always a good return for investment in time exploring the basic concepts of the
theory of the firm.

The use of diagrams and annotation of the ones given is a very successful approach.
Always use the data provided to score the very highest marks.

The top level answers tended to have well-built sentences, in paragraphs

Include application as part of the analysis, and make a thorough use of the extracts.

Use extended evaluation, covering a wide variety of issues. This accounts for half of the
marks available in the 8, 12 and 16 mark questions.

In conclusion, many of the answers were a credit to excellent teaching within centres,
and careful preparation by the students, and there are dividends for students who invest
time in working through past papers and mark schemes.
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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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