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Introduction:

This is the delayed fourth exam in the 2015 Specification series undertaken by a smaller
cohort of students than usual. The focus of this exam is on microeconomics, themes 1 and 3
of the specification. Despite the smaller cohort student answers to the questions on this
paper have generally been of an expected standard. All questions were accessible, although
inevitably students were scoring more highly on some than on others. A recurring theme in
paper which was noticeable was that where students provided diagram, either requested or
not in the question, there was a difference between those that can provide the basic
foundations of the diagram and those that can provide more sophisticated responses. For
example, in questions 1(a) incidence inaccurately labelled, 2(a) welfare gain misplaced and
when it came to 6(e) price discrimination diagram knowledge weak or missing.

In Section A most students answered the multiple-choice questions correctly. There was a
consistency in students' understanding of quantitative skills. In general there were a lot of
good and accurate answers to the 2-mark questions in this section. Most students seem to be
managing their time efficiently in this section and not spending time writing things that aren't
going to get any marks, for example rewriting the question or including application when it
hasn't been asked for

In Section B it is important that candidates read the question carefully and ensure they are
answering the precise question set. For example, question 6(d) asks for a response
concerning ‘natural monopoly’ and not just ‘monopoly’. Overall, there was good use of the
case study and clear practice of writing chain of reasoning in context. There was an evident
lack of evaluation for a significant number of students in questions 6(b) to 6(e). It was also
clear that some students spent more time on some questions for example 6(c) rather than
6(e). Although the responses to 6(e) also illustrated a substantial number of students with a
solid grasp of alternative complex price discrimination diagrams.

For Section C where the candidates have a choice of which question to answer, it was
question 7 was significantly more popular. In both questions’ success could be found by
demonstrating clearly the skills of analysis, evaluation, and application. Students need to
ensure they go beyond a simplistic understanding of the concepts concerned and when they
can use diagrams to stretch themselves more with more advanced illustrations, for example
with regards to externalities and theory of the firm diagrams. Overall, the evaluation provided
by the students in the essay responses within this paper demonstrated that they were better
prepared to evaluate in Section rather than Section B. Finally, it is clear in the essay responses



that many students are spending time studying recent developments in economics that are
relevant to their specification.

Question 1 (a):

This question was generally answered well, with many candidates able to accurately draw a
diagram showing for a specific tax a parallel shift left in supply to secure the two knowledge
marks. A minority illustrated the shift as it was an ad-valorem tax and thus only secured one
knowledge mark. The majority were also able to accurately apply the consumer and producer
tax incidence.

1 Fuel duty is an excise tax imposed on the sale of petrol, included in the price paid by
consumers, set at 58 pence per litre.

(Source: httpsy/www.gov.uk/tax-on-shopping/fuel-duty)

(a) Draw a supply and demand diagram to show the incidence of a specific petrol tax
on consumers and producers.
(4)
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This answer scores the full 4 marks - it clearly shows a parallel shift to the left in supply and
the resultant tax incidence carefully annotated to the right of the diagram as best practice,
given the writing inside the boxes is not clear. Everything is also correctly labelled - all axes
and lines. In addition, they have also applied accurately the tax per litre.



1 Fuel duty is an excise tax imposed on the sale of petrol, included in the price paid by
consumers, set at 58 pence per litre.

(Source: hitpsy/fwww.gov.uk/tax-on-shopping/fuel-duty)

(a) Draw a supply and demand diagram to show the incidence of a specific petrol tax
on consumers and producers,
(4)
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This answer scores the 2/4 marks. Again, it clearly shows a parallel shift to the left in supply,
but the resultant tax incidence is labelled incorrectly.



Question 2 (a):

This question was generally answered well, with many candidates able to accurately draw a
diagram showing MPB, MSB and MSC. The main reason for candidates scoring 2/4 marks as
opposed to 4/4 marks was not correctly identifying the external benefit/welfare gain/new
social optimum equilibrium.

2 The external benefits of higher education include increased tax revenue, faster

economic growth, greater innovation and labour market flexibility. 212, G
{Source adapted from: https.//www.timeshighereducation.com/news/higher-education-its-
good-for-you-and-society/2008681.article#survey-answer) m""m
kS
(a) Draw an externalities diagram to show the likely impact of the consumption of {1W
higher education,
(4)
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This answer scores the full 4 marks - it clearly shows the welfare gain as well as
the free market (Qfm) and social optimum (Qso) outputs. Everything is also
correctly labelled - all axes and lines.



(a) Draw an externalities diagram to show the likely impact of the consumption of

higher education.
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This answer also scores 4/4 marks. This time there is additional annotation
regarding the under-provision with both axes applied.



Question 3 (a):

Most responses secured high marks with many explaining and illustrating a
secure knowledge or tradable pollution permits using a supply and demand
diagram. This was undertaken in a concise manner linking the rise in the price
of permits to a fall in pollution levels, with students thus going beyond the four
marks for this question.

3 The EU tradable pollution permits scheme is expected to become more effective by
2020, due to recent reductions in the number of tradable pollution permits.

(Source adapted from: https://ec.europa.eu/clima/policies/ets_en)

(a) Explain one likely effect of reducing the number of tradable pollution permits.

(4)

This answer achieves zero marks. Several effects are provided without a valid
explanation.



3 The EU tradable pollution permits scheme is expected to become more effective by
2020, due to recent reductions in the number of tradable pollution permits.

(Source adapted from: https://ec.europa.eu/clima/policies/ets_en)
(a) Explain one likely effect of reducing the number of tradable pollution permits.
(4)
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This answer achieves 4/4 marks. There is an awareness of how limiting the
supply of permits will increase their price in the tradable pollution permits

market. This is then further developed and applied in the context of reducing
pollution in the long run.
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Question 4 (a):

A significant number of candidates achieved zero marks or one mark for this
question. This was due to them only identifying that total costs were rising. No
marks were awarded for simply saying that costs or average costs were rising.
There was a mistaken belief that diminishing returns will only occur at output
levels greater than Z. There was little evidence of a secure knowledge
regarding the relationship between marginal costs and average cost.

4 The following illustrates the daily average cost curve for a doughnut producer:

Costs (£)

Average Cost
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Qutput

(a) Explain what happens to total cost at output levels greater than Z.
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This answer achieves 1/2 marks for correctly identifying that total costs are
rising. Unfortunately, they do not go beyond this to secure a second mark.



4 The following illustrates the daily average cost curve for a doughnut producer:

Costs (£)

Average Cost

0 £ * Output

(a) Explain what happens to total cost at output levels greater than Z.
) (2)
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This answer achieves 2/2 marks for correctly identifying that total cost would
be rising (1) at a higher rate than output i.e. at a faster rate (1).



Question 4 (c):

Most students were able to accurately calculate the answer here. Those who
didn't get full marks generally hadn't read the question properly and so didn't

calculate what they had been asked to.

(c) For a luxury doughnut producer the average selling price is £2. The average
variable cost is 40% of the selling price and its fixed cost per day is £300.

Calculate total costs per day assuming it produces 400 doughnuts per day.
(2)
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This answer achieves 1/2 marks for correctly calculating the total variable cost.
They also would secure one out of two marks for 300 + 320.Unfortunately they

do not provide the final correct calculation required for full marks.

(c) For a luxury doughnut producer the average selling price is £2. The average
variable cost is 40% of the selling price and its fixed cost per day is £300.
Calculate total costs per day assuming it produces 400 doughnuts per day.

, (2) 390
2 K00 25800 fu Ao % 05 U oo f0p kY.

¥500 Foved.. ot 4. 320 AL Cops o/ b20. .. dony. ofDL\.
Costy

This answer achieves 2/2 marks for correctly identifying the answer is £620.



Question 5 (a):

This question was answered well, with most candidates able to concisely
provide one reason why this business has remained small. Alternative answers

came from across the reasons provided in the mark scheme with linked
development, and beyond.

5 ‘Bettys’is a luxury café, first opened in Harrogate in 1919 specialising in afternoon tea

service. Since then it has opened a further five branches in Yorkshire. It has no plans
to increase the number of cafés. The six branches have 2 million customers a year.

(Source adapted from: https://www forbes.com/sites/sarahturner/2018/03/22/the-famed-yorkshire-cafe-
that-blends-nostalgia-with-profits-and-conservation/#7eb50cec7a4e)

{a) Explain one likely reason why this business has remained small.
(2)
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This is a short but accurate answer that identifies profit satisficing as a linked
development of their objective.



5 ‘Bettys'is a luxury café, first opened in Harrogate in 1919 specialising in afternoon tea
service. Since then it has opened a further five branches in Yorkshire. It has no plans
to increase the number of cafés. The six branches have 2 million customers a year.

(Source adapted from: https://www.forbes.com/sites/sarahturner/2018/03/22/the-famed-yorkshire-cafe-
that-blends-nostalgia-with-profits-and-conservation/#7eb50cec7a4e)

(a) Explain one likely reason why this business has remained small.
(2)
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This answer also scores 2/2 marks for accurate explanation of why this
business has remained small. You will notice that this answer is longer than
the previous one - however it will still only get the maximum 2 marks

Question 5 (b):

Some students found this question more challenging indicating that they had
perhaps not covered organic growth in their revision. Most candidates secured
the two marks for identifying growth was internal using profits re-invested and
there was no evidence of external growth through mergers. In some cases,
time may have been better spent on the longer responses.

(b) Explain why the previous expansion of this business could be described as ‘organic growth'.
(2)
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This answer secures 2/2marks. It secures this by providing an accurate reason
why growth can be described as organic and then how it builds on ‘the
knowledge of existing workers and managers.’ The answer could be more
concise.



(b) Explain why the previous expansion of this business could be described as ‘organic growth’
(2)

This is a short but accurate answer that identifies there is no evidence of
integrating with another firm and explains how by reinvesting its own profits
Bettys' is growing organically.



Question 6 (a):

In this question most students were able to access close to full marks. There
was, in most cases, an accurately labelled diagram accompanied by a relevant

explanation. However, a significant number of responses ignored the
requirement to refer to Figure 1.

6 (a) Refer to Figure 1. Explain the likely effect of the change in subsidy levels between
2017 and 2018 on rail fares. ~*

Include a supply and demand diagram in your answer,
(5)
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This answer secure 5/5. A correctly labelled diagram annotated to show a shift
right in supply is explained with reference to the data in Figure 1. There is also
some explanation of the effect being a rise in consumer surplus and in the

diagram of the financial gains to the producer and consumers of the subsidy
illustrated in the diagram.



6 (a) Refer to Figure 1. Explain the likely effect of the change in subsidy levels between
2017 and 2018 on rail fares.

Include a supply and demand diagram in your answer,
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This is an excellent answer to this question scoring full marks. An accurate
diagram is provided showing a double shift right indicating an increase in
subsidy, as allowed in the mark scheme. Accurate reference to the data in
Figure 1 is also provided within the careful explanation of the diagram.
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Question 6 (b):

With the 'examine' question, the marks are allocated evenly across all four
categories - so two marks for each of knowledge, application, analysis, and
evaluation. The question specifically asks for ‘two possible factors'. Therefore,
students need to ensure they have examined two factors in their answer. The
other thing that candidates need to remember is that there are two marks for
evaluation here - many answers were well-written but without evaluation they
are limited to 6/8 marks. On the whole this was a well answered question.

(b) With reference to Figure 2, examine two possible factors which may have
influenced demand for rail travel since 2008,

(8)
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This is an excellent well-structured answer to this question scoring full marks.
Two distinct factors are examined - subsidies and a change in the preference
for rail as provision to destinations improves. Both policies are also evaluated
effectively, worthy of two evaluative marks in both cases.



(b) With reference to Figure 2, examine two possible factors which may have
influenced demand for rail travel since 2008,
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This answer scores 6/8. The response looks at two factors that influenced the
demand for rail travel since 2008 and secures 6 marks for knowledge, analysis
and application. Unfortunately, they do not evaluate which ‘examine’ as a
command word requires.




Question 6 (c):

This question focuses on 3.6.1 d) Government intervention to protect suppliers
and employees: nationalisation. Students are asked to discuss the impact of
full nationalisation on employees. The best answers did exactly that, drawing
from the breadth of data available and applying in some cases their knowledge
of the labour market. Where some students fell down on this question was in

not focusing specifically on employees but discussing the wider implications of
nationalisation.

(c) Assess whether complete nationalisation of the rail industry might protect employees.
(10)
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This answer scores 5/10. Economic ideas are applied appropriately but there is
a lack of evaluation.



(c) Assess whether complete nationalisation of the rail industry might protect employees.
(10)
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This answer scores 10/10. The response is a high-quality answer with top levels
for both KAA and evaluation. The answer starts off straight away with good
application to the context and then goes on to explain how complete
nationalisation may protect employees. This answer is also evaluated well, fully
supported by relevant reasoning gained by a breadth of knowledge.



Question 6 (d):

In this question the key to success was in ensuring you fully grasped whether
the rail network can be considered to be a natural monopoly rather than just a
‘monopoly’. Good answers began from a starting point of explicitly or implicitly
defining a natural monopoly and then relating it to the rail network by using
the data provided. A diagram was not required but often provided a solid
indicator that an understanding of what is a natural monopoly was evident.
Answers that just discussed whether the rail network was a monopoly
obviously did not fully address what the question has asked of them.

Lq'“

With reference to Extract A, paragraph 3, discuss whether the rail network can be
considered to be a natural monaopoly.

(12)
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This answer scores 9/12. The initial explanation as to whether the rail network
can be a natural monopoly is solid. Unfortunately, the evaluation, whilst
demonstrating considerable knowledge in context, does not fully address the
guestion set.




(d) With reference to Extract A, paragraph 3, discuss whether the rail network can be

considered to be a natural monopoly.
(12)
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This answer scores 11/12. This answer demonstrates accurate knowledge with
fully integrated examples embedded in solid chains of reasoning. The
evaluation is also supported by relevant reasoning.



Question 6 (e):

This question focused on the likely benefits of price discrimination and
required a diagram to support an answer. The best answers used correct
diagrams as illustrated in the mark scheme or alternative correct diagrams
looking only at young and older rail customers. This was accompanied by clear
and in-depth explanation of why this was a benefit and then evaluated with
use of the diagram. Some answers also included a judgement, but candidates
should note that this is not required in this question.
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This answer scores 8KAA and 5EV = 13/15. The diagram is not quite spot on,
but the response has good supportive chains of reasoning. Focused examples
are carefully integrated into knowledge and understanding. Better clarity on

profit and revenue indicates one area where it could be better, but responses
are not negatively marked.

{e) Discuss the likely benefits of price discrimination to rail passengers. Use a
diagram to support your answer.
(15)
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This answer scores 10/15. The response starts by looking at price
discrimination between the young and old with a suitable diagram to address
the young and valid evaluation = L3 and L2e+. The second point regarding
revenue secures L2and L2e. The response though lacks balance and is a
narrow response given the demands of the question. 6KAA and 4EV = 10/15.



Question 7:

This question was more popular than question 8 with better responses overall.
Given the synoptic nature of essay questions the better responses made
excellent use of Theme 1 and Theme 3 making use of externalities diagrams as
well as theory of the firm diagrams. Whilst diagrams were not required better
responses over made use of them thus illustrating higher order thinking. The
context has had substantial media coverage and stronger candidates were
able to provide rich responses in context. The Paper Summary of the 2019
Principal Examiner report advised on this: “Spend time studying current
developments in economics that are relevant to your specification. This not
only enriches your understanding of key concepts but will enable you to refer
to an industry or a firm of your choice if asked in an essay.” In this case
following current developments as covered by broadsheet newspapers may
have aided responses.

Indicate which question you are answering by marking a cross in the box [&. if you change your
mind, put a line through the box & and then indicate your new question with a cross [&.

Chosen question number: Question? B Questions [
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This answer scores 12/25. The response secures the top of Level 2 KAA and
there are a couple of cases of Level 2 Evaluation. There is a lack of clarity with
the diagrams.
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This answer scores Level 4 KAA and Level 3 Evaluation = 15KAA + 7Ev = 22/25.
This is a high-quality answer that fulfils the requirements of the criteria for KAA
Level 4 and evaluation Level 3. A breadth of knowledge is deployed and there

is a depth of reasoning with a rich use of context. The only downside is that the
conclusion is weak.




Question 8:

This question drew on knowledge from 3.4.6 Monopsony, concerning a)
Characteristics and conditions for a monopsony to operate and b) Costs and
benefits of a monopsony to firms, consumers, employees and suppliers. For
evaluation responses may have drawn on 3.6.1 d) Government intervention to
protect suppliers and employees: restrictions on monopsony power of firms.

Whilst a monopsony diagram was not required many responses did attempt to
apply such a diagram to the context with solid chains of reasoning well applied.
Weaker candidates tended to focus on Amazon as a monopoly firm and did
not seem to have understood what a monopsony firm is about. There is a
possibility that some centres may have not covered monopsony as Question 8
was less popular than Question 7 and on the whole responses were not as
strong.

OR

8 ‘Amazon.com, the giant online retailer, has too much power’ It uses its market power
to put a squeeze on publishers, in effect driving down the prices it pays for books. If
a publisher refuses, Amazon may take action by 'delaying their delivery, ralsing their
prices, and steering customers to other publishers:

(Source adapled from: hitpsyfwisrw.rytimes.com)

Evaluate the likely costs of a monopsony operating in a market such as book retailing.

(Total for Question 8 = 25 marks)

indicate which question you are answering by marking a cross in the box . if you change your
mind, put a line through the box & and then indicate your new question with a cross B
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This answer scores 12/25 marks. There are some elements of knowledge at the
start regarding the operating of a monopsony in context, but it does not focus
on the broad elements of the question and is thus not wholly convincing. The

response is too short, and chains of reasoning run out. The evaluation is better
with reference to the context.




8 ‘Amazon.com, the giant online retailer, has too much power, It uses its market power
to put a squeeze on publishers, in effect driving down the prices it pays for books. If
a publisher refuses, Amazon may take action by 'delaying their delivery, raising their
prices, and steering customers to other publishers’

(Source adapted from: https./www.nytimes.com)

Evaluate the likely costs of a manopsony operating in a market such as book retailing.
(Total for Question 8 = 25 marks)

Indicate which question you are answering by marking a cross in the box . if you change your
mind, put a line through the box # and then indicate your new question with a cross .
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This answer scores Level 4 KAA and Level 3 Evaluation = 14KAA + 7Ev = 21/25.

There are lots of angles in this demonstrating precise knowledge and
understanding of concepts alongside being critical of the underlying

assumptions made. The use of the perfectly elastic demand curve is perhaps

not convincing but negative marking does not occur.




Paper Summary

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

Ensure you carefully study and understand the entire specification -
understanding of price discrimination and monopsony was weaker than
it should have been. Be aware of all definitions in the Specification.

Be aware of all diagrams as identified in the Specification.

Bad handwriting was evident at times and needs to be addressed to
ensure it does not happen under timed exam conditions to ensure
candidates answers are clear and easy to follow.

When drawing diagrams remember to ensure they are clear and have
all appropriate annotations. A third of a page is recommended to aid
this. If you run out of space, you can use the additional sheets provided
at the end of the essay or should ask for additional paper and clearly
indicate which question you are writing about or providing a diagram
for.

Read the question instructions very carefully to make sure your answer
remains relevant. Pause and think through your response - evidence of
planning is not required but clearly can help. Ensure you answer the
precise question you have been set, for example in the essays if you
have been asked to refer to ‘costs’ make sure you do that.

Spend time studying current developments in economics that are
relevant to your specification. This not only enriches your
understanding of key concepts but will enable you to refer to an
industry or a firm of your choice if asked in an essay.
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