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Introduction

The SCQs were perceived as being exceptionally difficult, but there is evidence that the
paper was no more complex than papers in the past, and the questions were all drawn
directly from the specification.

The questions which caused the main problems were 2 (Sally’s potatoes), 4 (the car park),
5 (price discrimination in the night club), 7 (MR<0 and MC rising) and 8 (diseconomies of
scale as a reason for a demerger).

Question 9 (PFI and regulation) was significantly less popular than Question 10 (Tesco’s and
the hairdressers) by a ratio of 1:3. However the performance was much better on question
9, with the stronger candidates tending to choose this question. The material was very
helpful for students constructing their arguments and evaluation. The quality of answers
was higher on the b and d questions in both 9 and 10, compared to January 2012. This was
the main factor explaining the higher mean for this session.

The A grade was set at 56 (54 in January 2012) and the E at 36 (34 in January 2012),
which reflects the 2.5 increase in the mean to 50.6. The standard deviation fell 0.3 to 9.8.
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Question 1

This was a high scoring question with the vast majority of students correctly identifying
backwards vertical integration and understanding the associated advantages.

Application was the key to getting full marks. Candidates made good use of knockout,
with rejecting option A being the most popular. Candidates are reminded that a successful
knockout mark must include a relevant economic point, rather than just being a reversal of
the key.

Some students confused the situation with horizontal integration, probably because they
read the question too quickly.
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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 ArcelorMittal is the world's biggest steelmaker. It uses a large quantity of coal in
its production process. In October 2011 it made a bid to acquire Macarthur Coal in
Australia. The proposed takeover bid was likely to have been motivated by a desire to
achieve the benefits of
(1)

horizontal integration
increased contestability
decreased concentration

backwards vertical integration

m O N @ »

forwards vertical integration

Answer O

Explanation

M. Tibpub. Sy Shead ... Q .............. Us . UNC. ab‘U/u.b
.......... ot Ok e Sc Sf,Q,Cd.Q.

R
Q ResultsP!
Examiner Comments Examiner Tip

1 mark for correct key This answer demonstrates the practice of
2 marks for explanation of backward vertical elimination of a key, which can earn up to
intergration as different stages of production two marks on each of the supported choice
(1) and moving back towards the source of questions at A2 level.

raw materials (1)

Note that candidates do not need to specify
that it is the same production process or good
to get these marks.

1 mark for application for the use of coal as a
raw material of steel.

Total 1 + 3
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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 ArcelorMittal is the world's biggest steelmaker. It uses a large quantity of coal in
its production process. In October 2011 it made a bid to acquire Macarthur Coal in
Australia. The proposed takeover bid was likely to have been motivated by a desire to
achieve the benefits of

(1)
horizontal integration
increased contestability
decreased concentration

backwards vertical integration

m O N @ >

forwards vertical integration

Answer p A

Explanation
(3)

Hovoral. m{m{gwh/m 5. when fun, Pans. ak Hhe Same S"’Aj S
- prduchen. in g Siwne..puakeh maenge. ébﬁaﬂw/f ______ Afamu{b’c of. 20, met’a(
. Wm)d{’ltal% Aol & nime. Por. coa| Houmselpes.. and mek ke
L . Mmt{w&m 3k haghoc....
2N, kJD nuJ: of. bwswﬁ&f Mm Hois
Te. rsuote camot e £ 35 Lo venhial........
MM 2. me ... ‘{'Lx,a,&mt,a_ wdu&(-wj MEA?JS m}h

_______________________________ a{" fo s&sge e Fmduddm £:0). prawer Mbvng A

3condany. lnameser. g &W/gm AP kY. 7
JPC AR R R

Examiner Comments Examiner Tip

A
ﬁ ResultsPlus @ ResultsPlus

This is a very tricky response because the
candidate has not understood that coal is
used in the production of steel. Incorrect key
so explanation capped at 21 mark for 'not be
dependent on supplier' which gives a sense of
the benefit of the mergerl mark for knock out

Reading the stem carefully should make it
clear how the firms are related. A surprisingly
large number of candidates said that because
both firms are in the primary sector then this
must be horizontal integration!

E that it is not a forward vertical integration,
as this would have involved merging from
primary to secondary which is not the case.
Total 0 + 2
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Question 2

Most students recognised perfect competition and were able to gain full marks through a
labelled diagram and profit maximisation equation. Many chose incorrect key A but still
drew a correct diagram. Almost all students gained a mark for a correct profit maximisation
equation.

2 Sally's farm grows and sells potatoes and she aims to maximise profit. She believes
that the market price of potatoes will not be affected by changes in her farm’s output.
She will
(1)

sell as much as she can produce in the long run
become a monopolist, because she can supply the whole market
produce at the level of output where marginal cost equals price in the short run .

produce at the level of output where average cost equals price in the short run

m O N © >

produce at the level of output where average fixed costs equals marginal revenue

Answer @

Explanation

Whe-ft ..... MQ: ...... Mc ................................................................................................................................................................................

ﬁ ResultsPlus

Examiner Comments

Examiner Tip

Correct key - 1 mark

A picture saves a thousand words! Here the
Diagram horizontal AR = MR (1) and output at

diagram does the work for the candidate.

level of MC = MR (1)

Written identification that profit maximisation
is where MC = MR (1)

Total 1 + 3
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that the market price of potatoes o) be affected by changes in her farm’s output.—

2 Sally’s farm grows and sells potatoei—. nd she aims to maximise profit. She believes
She will
(1)

sell as much as she can produce in the long run
become a monopolist, because she can supply the whole market

A

B

C produce at the level of output where marginal cost equals price in the short run
D produce at the level of output where average cost eq—'L-lags 'price in the short run
E

AC =
produce at the level of output where average fixed cgsts equals marginal revenue
AFC = _uR.

Answer P=rR - IR
¢ s %

Explanation

ﬁ ResultsPlus

Examiner Comments

Correct key - 1 mark

Written identification that profit maximisation is MR = MC (1)
Note that the diagram cannot be awarded any marks as this is
a diagram showing a downward sloping D = AR curve whereas
the diagram must show a horizontal AR curve

Total 1 + 1

Examiner Tip

A surprisingly large humber of candidates draw a
horizontal AC=MR rather than AR=MR for perfect
competition.
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Question 3

Little use was made of diagrams, but where they were used they tended to be very
effective. Simply drawing a downward sloping AR was enough to secure the first mark.
Many marks were awarded for characteristics of both markets with a rejection of either A
or E. A surprisingly large humber of students think that 'monopolistic' is synonymous with
'monopoly’, leading to real difficulties with the question.

under conditions of monopolistic competition?

Low or no barriers to entry to the industry

Productive efficiency in the long run

A
B
C Some degree of price setting power
D Supernormal profits in the long run
E

Allocative efficiency.in the long run

Answer (_

Explanation

.. Vanepelibe

3 Which of the following characteristics is shared by a monopolist and a firm operating

Mosspely ... bim - mortet.., Kijh boacitn o ey 00 pet A,

b mo Siernomek proft tomed so uet P

_________ kLS ( beows monopl

X mon. tonpehbion ({"}' bas.r

P

AC
me

/ﬁ,_

ﬁ ResultsPlus

Examiner Comments

Correct key - 1
Monopoly as firm equals market - 1
Knockout of A as monopoly has high barrier to

Examiner Tip

Don't forget to label the main reason for this
diagram - the AR curve!

entry - 1
Characteristic of monopolistic of competition - 1
Total 1 +3
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under conditions of monopolistic competition?

Low or no barriers to entry to the industry

Productive efficiency in the long run

A
B
C Some degree of price setting power
| D Supernormal profits in the long run
E

Allocative efficiency in the long run

Answer C

Explanation

3 Which of the following characteristics is shared by a monopolist and a firm operating

= ook b A haaae
Huve we W%
high waly wd o5
bonzo i o MoNaf

Ju( (0.’ i IJIH)
“mmm‘;  Jlemy LU,

A\
) O T
A\ Resultst
Examiner Comments Examiner Tip

This is a good example of a well answered
question

Correct key - 1

Diagram two marks - 1 for downward sloping
of AR curve in monopoly diagram and 1 for
drawing comparison between profits levels in
long run between monopoly and monopolistic
competition

Knockout of A - 1

Total 1 + 3
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On questions where there seems to be a
shortage of space, it is fine to write at the

top in the gap, but also below the line. Itis a
good idea to draw and arrow to show you have
gone below the line, however. If in doubt as
to whether there is more material unseen, the
examiner will check.




Question 4

Revenue maximisation was identified by the majority of students regardless of which key
was selected. Only a few students annotated the diagram with the total revenue area but
a TR curve was drawn more often. A very effective use of a diagram connecting TR max
to MR=0 (or Z in the diagram provided) earned 2 marks for many students. Students
commonly discounted options A and B to gain further marks.

- 4 The diagram shows the supply, demand and marginal revenue schedules for parking
! spaces in a local government car park.

Supply
Cost/revenue RRSENSSEEES ssusEaanss ARES
per unit (£) 1 SR EREEN BE {:
w At sEue bammEnE :
F G
—k H
J
R = demand
0 \ Z T  Output
MR
What single price will ensure that the local government maximises total revenue?
(1)
A Zero
B 0J
C 0K
D OF
E oW
Answer | C

GCE Economics 6EC03 01 11
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Explanation

(3)
ovens parisnSednty. 0cuis. e MA=O,
A O i A —

M.LA ........ JAh. | rOnas qukg{

(Total for Question 4=4 nct'tarksl

ﬁ ResultsPlus

Examiner Comments

Correct key

Definition of revenue maximisation as MR = 0

On a diagram the parabola shape Total Revenue = 1 and
connected to the diagram above where MR = 0 one more mark

Total 1 + 3

@ ResultsPlus

Examiner Tip

This diagram showing TR max where MR=0 is
incredibly useful to explain revenue maximisation.
2 marks if properly annotated, as here.
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4 The diagram shows the supply, demand and marginal revenue schedules for parking
spaces in a local government car park.

Supply
Cost/revenue FFETTTFTTTTT BEBES SN AR - RS ARER m :
perunit(£) Fiioiiirb b e e e 14+
] seisaEeais insea saiss LSRN ERE a
N
F = ms 1 T
RIS I TS Y 1
e e
K SEs NN O \i\\\g\ : - 5 [ESRIRInRa=S
J J‘IL“ NEENNT L ]
CEHEN L *Ftuw aanm HHHEETNEH
ARRRS N EAANANA N : HEETSIAR = demand
HH A N R
7 _L I H !
0 v Y4 T  Output
MR
What single price will ensure that the local government maximises total revenue?
(1)
*\ Zero
8 0
C 0K
D OF
E oW

Answer SE

GCE Economics 6EC03 01

13



14

Explanation
(3)

Py T P T N S WO < T

(Total for Question4=4 nctiarksi

<D/\/ ResultsPlus

Examiner Comments

Incorrect key

Although the diagram is annotated there is nothing which is
correct - the area shown is revenue not profit

Sales max is being confused with revenue max, so TR max is
not where AR = AC

There is no mark for saying that supply is perfectly inelastic
because this is not relevant

Total 0 + O

Examiner Tip

When you see a question on revenue maximisation,
find and label MR=0.
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Question 5

The option B was often selected and therefore although some application marks were
awarded the definition of price discrimination was inadequate. Clearly the product is
different, for anyone travelling in economy class is usually considered to be happy to be
upgraded to business class! Candidates who selected the right key went on to gain full
marks for the definition and application. Conditions for price discrimination were usually
correctly described regardless of the key selected, and there were many useful diagrams
showing the relative elasticities in the sub-markets.
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5 Which of the following is the best example of price discrimination?
(1)

A A bus company charges less than a train company for a single ticket from Oxford
to London x

B An airline charges less for economy seats than for business seats
C A café charges less for a cup of tea than a cup of coffee
D A nightclub charges women less than men for admission

E A university charges higher fees for Chemistry than for History undergraduate
degrees

Answer ﬁ

Explanation

(3)

ﬁ ResultsPlus /O\

Examiner Comments

Examiner Tip

Incorrect key (0) and so explanation capped
at 2
Different elasticities (1)

For price discrimination, remember that the
product supplied must be exactly the same.

Conditions for price discrimation having
different elasticities (1)
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5 Which of the following is the best example of price discrimination?
)]

A A bus company charges less than a train company for a single ticket from Oxford
to London

@An airline charges less fofl econornsr seats than for business seats
C A-café charges less for a cup of tea than a cup of coffee
D* A nightclub charges women less than.men for admission

‘% A university charges higher fees for Cﬂmistry than for History undergraduate
degrees

Answer D

Explanation
\ . (3)

wrter [prsta) (Total for Question 5 = 4 marks)
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Examiner Comments

Correct key (1)
Diagram (although not applied to context) but does show high price inelastic demand (1)

Defintion of price discrimation in whole explanation of same product but different price (1)
Comment that men have more inelastic demand (1)

Allow knockout mark as applied that seats are different products (1)

Also allow comment that firms can profit maximise through price discrimation (1)
Therefore there are plenty of ways to get the marks here

A

ResultsPlus

Examiner Tip

This diagram is also very effective!

18 GCE Economics 6EC03 01



Question 6

Most students gained a mark for identifying profit maximisation MC=MR, and a further mark
for explaining fixed costs but incorrect key E was often selected and limited the students

to only 2 marks. Diagrams were commonly used regardless of the key selected, but when

a shift of MC was included they were likely to be unhelpful. Careful use of the diagram,
including the changes in profit area and the non-change of price and output, were valuable

tools.

6 In October 2011 Boeing's 787 Dreamliner aircraft entered commercial operation.
The firm announced that its fixed costs of development had been much higher than
expected. Assuming the firm is profit maximising, what impact is an increase In fixed
costs likely to have on output, price and profit?

(1)
Output Price Profit ¥ Me
A No change No change No change ﬁt"l
B No change No change Fall F A,
C No change Rise No change -
D Fall Rise No change : e
E Fal Rise Fall 1
® Nm ®

Answer _% (ii’ ’f_\_ﬁﬁ
Explanation

(3)

M -0 a caf pu one mort aned oted

il desif g0 pFL.. et oaky SHH . fren AL b AC,. . ¢ Kith bereqa

................................................................................... g L

A pobt, b fucows MM uilibtin. didyt chompe, P 3 4. toyed.

..........................................................................................................................................................................................................

ﬁ ResultsPlus

Examiner Comments

Correct key (1)

Fixed costs have no impact on MC (1)

MC = MR (1)

Diagram shift in AC (1) change in profit area (1)
MC = MR (1) diagram could score up to 3 marks
1+3

ResultsPlus

Examiner Comments

This diagram puts joy into the heart of the examiner.

GCE Economics 6EC03 01
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6 In October 2011 Boeing's 787 Dreamliner aircraft entered commercial operation.
The firm announced that its fixed costs of development had been much higher than
expected. Assuming the firm is profit maximising, what impact is an increase in fixed
costs likely to have on output, price and profit?

(M
Output Price Profit
wC ‘J“’ MK
A No change No change No change
Piw MGy ¢
B Nochange No change  Fall AGIMS!
C Nochange Rise No change : a AC
2L NS
D Fall _ Rise No change /e
E Fall Rise Fall ( AL
Answer | E ‘ @, Q BUADUK
2R\ e Al
Explanation
(3)

WSB?WMMC;WMCL-MWWU i§ hnot c' ........

P0G M0l . can

ﬁ ResultsPlus

Examiner Comments Examiner Tip

Incorrect key (0) When fixed costs change, do not shift the MC.

MR = MC written above the diagram (1)
Definition of fixed costs that do not vary with
output (1)

0+2
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Question 7

The definition mark was usually awarded but descriptions of the Law of Diminishing Returns
were generally poor and clumsy. Diagrams were frequently unclear and confused, but credit
was given for rising MC and MR<0. Many answers included a shift in MC, and sometimes a
shift in demand. Clearly this kind of question is not often rehearsed. The knock out of D
was clearly described and many attempts to discount incorrect option E was successful in
saying that there was not enough information to know whether the firm made a loss or a
profit. This was a standard 'textbook' question, and discriminated well.

GCE Economics 6EC03 01
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7 Afirm cuts the price of its product. As a result, total revenue falls and marginal cost

rises, Over this range of output, it can be inferred that
(1)

A the price elasticity of demand is relatively elastic and there are diseconomies of
scale

B the price elasticity of demand is relatively inelastic and there are diminishing
returns to a variable factor of production

C the price elasticity of demand is unitary and there are diseconomies of scale

D the firm's marginal profit would increase

the firm is making a loss

Answer ’a

Explanation

_________ IhA2\503,... a1 DORALS.. ﬂ’t{' {W\‘-’— Bz j-{’\qmmz\mfj
_re%{/ﬂs 4’:7 Umrm!r/ - P :
st are y_«c/eam with Mhy«r[ __

SN
N / e R price 4l -+ o
/t,f ’fLwL ;J( ™. m&vn?) -fmf /U/ﬂ/;l}
r@m%{a[ réuwue ....... ﬁ 2 L'v .

7% V‘&/ f*\’é 6&4% <3 [ ____________ P* (e //’ao’/f\&?s

X . ’F\f’mﬁ LRNUNUL. WJU N aCT c-mi OAZ. M

A
ﬁ ResultsPlus OO ResultsPlus
Examiner Comments Examiner Tip
Correct key (1) This diagram says it all.

Diagram - this is a good example of a diagram

highlighting the key point of the question by
showing the area of the graph where both MR
is greater than zero and MC is rising (2)

MR is beyond MR = 0 (ie is positive) (1)
1+3
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scale

D the firm's marginal profit would increase

the firm is making a loss

Answer @

Explanation

7 Afirm cuts the price of its product. As a result, total revenue falls and marginal cost
rises. Over this range of output, it can be inferred that

A the price elasticity of demand is relatively elastic and there are diseconomies of
B the price elasticity of demand is relatively inelastic and there are diminishing

returns to a variable factor of production

the price elasticity of demand is unitary and there are diseconomies of scale

(1)

4y
S

L7

ﬁ ResultsPlus

Examiner Comments

Correct key (1)

Definition of marginal costs (1)

Note that although the candidate also defines
inelastic PED only one definition mark can be
given

1+1

hrp

us

Examiner Tip

Don't confuse the law of diminishing returns
with any long running issues, such as here
with the LRAC.

Avoid giving more than one definition - the
assessment objectives only allow one mark for
knowledge.

GCE Economics 6EC03 01
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Question 8

Candidates demonstrated a good understanding of demerger but often struggled to apply
this knowledge to identify the correct answer. Where candidates scored high marks they
typically were able to successfully identify relevant diseconomies of scale and included a
diagram showing output falling and unit costs falling.

Option D was frequently chosen due to confusion over decreasing contestability. Few
students chose the correct option and even the definition of a demerger was often too weak
to award a mark. There were few diagrams and it was broadly a low scoring question with
incomplete and vague answers.

8 Carphone Warehouse, a phone retailer, and TalkTalk, a broadband provider, were
previously jointly owned. In March 2010 they separated into two companies and were
listed individually on the stock exchange. A potential benefit of this demerger is that

(1
Carphone Warehouse can reduce long run average costs
Carphone Warehouse can gain technical economies of scale
TalkTalk gains an exclusive retail outlet

Consumers benefit from a decrease in contestability

m O N @ >

There will be an increase in external economies of scale

Answer % E

Explanation

,Qa/“: ra Jr(rc
‘;(A (Q _Lf/ Ewﬁe’f /rk“{ [p;{; -40 [’alTotal for ét?ntions g4mmt}"5 brtes

ResultsPlus

Examiner Comments

OO ResultsPlus

Examiner Tip

Incorrect key (0) Allow knock out
of D (1)
0+ 1I

This tricky question involves a fall in diseconomies of
scale, a combination of two negatives. A diagram helps
the mind cope with this!
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8 Carphone Warehouse, a phone retailer, and TalkTalk, a broadband provider, were
previously jointly owned. In March 2010 they separated into two companies and were
listed individually on the stock exchange. A potential benefit of this demerger is that

(1)

Carphone Warehouse can reduce long run average costsy, =
Carphone Warehouse can gain technical economies of scale ,,

n

A

B

C TalkTalk gains an exclusive retail outlet

D Consumers benefit from a decrease in contestability s
E

There will be an increase in external economies of scale,(

N

Answer LP{‘

Explanation

osoues . W o veter OF.....ovkaub . jowy coa
fo.. bock Yo (pe. ... TV TS - WLI. T S LY T C T
o3 .. b Guc beswy

Examiner Comments

Correct key (1)

Identification that merger has lead to diseconomies of
scale (1)

Diagram (2) showing falling costs and falling output
Knock out of D (1)

1+3

A

OO ResultsPlus

Examiner Tip

Another very effective diagram.
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Question 9 (a)

This question was generally well answered, with candidates aware of the need to incorporate
both theory and application into their answers. A number of candidates however omitted

a reference to the leasing or renting element of PFI contracts and so did not obtain all the
full theory marks available. The majority of answers were able to successfully refer to two
separate pieces of evidence from the case.

(a) Using examples from the data, explain what is meant by the private finance

initiative (PFl), (Extract 1, line 1).
(4)

A’(’F L e e GOt bhe. }ﬁu,@ac
. / C..C':‘&'WM
SCLLOV, OAR. .. bk . o Lot prviate. Seckor
{0 oss ] ol Aol ﬂ'ldeLxu'L?,g, o /an/'g_ctz (It

the Goernaveat. oL Hen..... 7804 %f/ ... e

Inphand... Dae. . Gaeenment:. . .cloeint. howe 2o Cont ...
wata L-wgg AALNAIL....c3f, 1ML St rﬂ_i..?fvf AR
TQF [ dhas ! oledivered. 200 fV\R.?/U{ bema. oF...

ﬁme_f'mmm___ 9@!: Lxpeltl ) __.nm/m_?z Lhe. ftﬂfl‘j/€C{
and e privofe Leofor taked the gk

ﬁ ResultsPlus

Examiner Comments

2 for theory (1 for build and manage a project, 1 for
government will rent off them) 2 application (1 for 700
major items, 1 for the private sector takes the risk).

A

Resuits#

Examiner Tip

There was plenty of data to use it. The question
wanted 'examples' so make sure you use two
pieces of data.
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(a) Using examples from the data, explain what is meant by the private finance
initiative (PFl), (Extract 1, line 1).

(4)
_____ The Pfivere  dincce. anibrotie. O &  teacherias  Serace, ALty He g0 velniér

N2 el ennwel ol tu ulid  gorcining =700 ma fremewy

SO pedTOA and Mmen3C 1t oGt . Building (WG 0TI oMy | goineol,

ResultsPlus

Examiner Comments

Tendering service is not correct. 1 mark for major/
instructure2 marks ap: schools and hospitals.

OO ResultsPlus

Examiner Tip

Remember 2 marks for theory and 2 for application.
PFI is not the same as contracting out.

GCE Economics 6EC03 01
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Question 9 (b)

This question was generally well answered with candidates showing a good understanding of
the monopoly diagram and many were able to successfully apply this to the context of the
case to achieve all of the KAA marks available. Evaluation was pleasing with the majority of
candidates able to successfully evaluate their responses within the context of the questions.
Weaker answers relied on textbook theory and were not able to apply their responses to the
case, or merely failed to evaluate at all.

(b) Discuss how PFl operators can earn supernormal profits (Extract 2, line 22). Use a

monopoly diagram to support your answer.
(8)

AR
Lostt v

I..s.,mmpnbj ..................................................................

e AP (n Extroct2, PFLtes

Gm ME- AR comn profit of vp £° T0% of

Qpadthe. A AR, Oandh. 9 Lanexote.. . Mmpwﬁ‘c}ﬁvmww

jMMIn st Lo il 2 PHINALR. S k0L bamm‘.j

Aost. haeve ‘Umgommbovww; A, lohen thew

e

ANt~ PEL Y. MMPQL:IPQM,[\LLM&WW AR L, AR

..P.xi‘u_. At A AL DLALP %M IR 20T o T S
e nl Pt
____________________________________________________________________________________ e e e

Howbtttn, . s nt i o ousidsr. [Tt . nak. . add PFEL. CPen ...

. q,m.m&e. o u?ererMM Pm-i‘t'% S gnmpnjcw ij . ﬂrjo .
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ﬁ ResultsPlus

Examiner Comments

This is an excellent answer, 8/8.

Data is used, the diagram is clear (even if MC doesn't go exactly
through the lowest point of AC) and there is an understanding
that 50% of the marks will go for evaluation.

Eval: 2+2

A
@ ResultsP!

us

Examiner Tip

Make sure you remember that even the 8 mark
questions are 50% evaluation, and with 2 marks for
the diagram, there is not a lot of scope for lengthy
writing on the analysis descriptions.

GCE Economics 6EC03 01
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(b) Discuss how PFl operators can earn supernormal profits (Extract 2, line 22). Use a
monopoly diagram to support your answer.

T et b et e sl

ki Lok amre. Evaa. &«4 UE C'N_a-z.ueF

OO ResultsPlus

Examiner Comments
Examiner Tip

Diagram - 2 although SNP isn't labelled the written analysis
next to diagram is clear that this is shown on the diagram
KAA - 2 for comments at bottom of page about
uncontestability and setting prices

Make sure the profit area is
shaded, or at the very least,
described carefully in the text.

1 EV for comment about risk of going over budget
4+1 =5

GCE Economics 6EC03 01



Question 9 (c)

There were many excellent responses to this question. Many candidates successfully
incorporated information from the case and provided three separate benefits of PFI schemes
to either the government or the end user. There was a plethora of information in the case
study material, both for and against the issue. However, candidates are reminded of the
fact that half the marks are available for evaluation, and their arguments should be equally
weighted.

*(c) Inthe light of the information provided, assess the likely benefits of PFl schemes
to consumers.

Jropetes

GCE Economics 6EC03 01
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ﬁ ResultsPlus

Examiner Comments

3 points made, each with some evaluation (though the second
paragraph it is scoring just 1/2).

This is succinct, accurate, and makes excellent use of the data
provided. All in one page!

A
2/ OO ResuitsP

Examiner Tip

us

Use the data! There is a large amount of material
provided, which is especially helpful for questions
such as these which are not fully discussed in most
textbooks. The answers are in the questions!

*(c) In the light of the information provided, assess the likely benefits of PFl schemes

to consumers.
(12)
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Examiner Comments

2 knowledge marks for 1st paragraph for large initial costs

2 knowledge marks for the next paragraph for opportunity costs
2 for evaluation for paying more than the initial costs

2 knowledge for last paragraph effiency and better quality and
finally 1 evaluation where benefit of doubt was given as the
point was similar to the previous evaluation but it is a slightly
different reason for higher costs

Although they got 6 knowledge marks, because there is no
application it is capped at 5.

Total 5 + 3ev

Examiner Tip

It's really clear that using the data and evaluating it is
key to doing well.

GCE Economics 6EC03 01
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Question 9 (d)

There were many excellent answers to this question, with candidates demonstrating a clear
understanding of methods of government intervention to promote efficiency in markets.
Strong answers followed a clear structure of discussing a method of intervention and then
evaluating the method and thus scored high marks.

Price capping, performance targets and deregulation were the most common, which were
indicated in the text. There were many answers giving RPI-X and RPI=K as separate points,
and this was fully acceptable. Evaluation depended on the points chosen, asymmetric
information and regulatory capture were most common. Many students knew the structure
required, it was really a question of making enough points in the time available rather than
ability to access this open-ended question.

*(d) Apart from PFI, discuss ways in which government intervention might promote o 5
economic efficiency in markets. vy
(16)
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2

Price capping identified and explained - 2 It is good to see contracting out applied here
RPI + K identified and explained - 2 to laundry services.
Contracting out identified and well explained . .

This answer was going well, but clearly the

with example - 3 tudent runs out of time
First ev - lack of incentives to invest - 2e >t uns od '

Examiner Tip

J@ ResultsPlus

Examiner Comments

Second ev - asymetric information not linking to
the question - le

Third ev - Regulatory capture - 2e

Total 7 + 5 ev

GCE Economics 6EC03 01
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*(d) Apart from PFI, discuss ways in which government intervention might promote
economic efficiency in markets.
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Examiner Comments

Performance targets - 2

Ev - trade off E2

Fines - 2

Ev - negative impact of fine E2

Price capping - 2

Ev - regulatory capture - E2

Ruin reputation as an example of naming and shaming - 2
Ev - consumer loyalty remains - E2

Total 8 + 8ev

A
@ ResultsPlus
Examiner Tip

A gap between your paragraphs makes it easy on
the examiner - and setting out points clearly in this
way will help you work out if you have made a well-
balanced answer.

GCE Economics 6EC03 01



Question 10 (a)

Candidates often failed to spot that this was an example of vertical integration as
Dunnhumby was a supplier (of information) to Tesco. This candidate found the application
marks accessible but often did not achieve the full theory marks. Candidates needed

to explicitly state a reason for the takeover; often candidates chose to simply explain

why Tesco used Dunnhumby’s services (ie to know the customer better). The key to
obtaining full marks was appreciating why Tesco wanted to change the status quo and buy
Dunnhumby. Candidates who adopted this approach typically scored full marks.

(a) Using evidence from Extract 1, explain one reason for the takeover of
Dunnhumby by Tesco.

Hey .. codct—= Diannbassaboy . o clles
0’{0/?";;& BN LB c«l«w;/( ............. W—e?(& Atns clofut

_____ ]Iﬁmcremsecuﬁswef_&,

Lner e SE. . ﬂﬂmmaj ................... o,ﬂ{'uf .........................................................................................................................

ResultsPlus

Examiner Comments

1 for data for saying what Dunnhumby does in a general sense.

2//\
Q Examiner T|p

Brand loyalty cannot be awarded because there is no
increased brand loyalty just because Tesco bought
Dunnhumby. Dunnhumby already collected the

data for Tesco and there will be no increase in data
provided.

GCE Economics 6EC03 01
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(@) Using evidence from Extract 1, explain one reason for the takeover of
Dunnhumby by Tesco.

This answer is exceptionally good - and rare.
2 for theory
2 for application.

Q ResultsPlus
Examiner Tip

Remember two marks for theory (here, vertical
integration, well explained) and 2 for application.
There is more than enough here.
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Question 10 (b)

Candidates were able to achieve full marks for successfully applying any relevant market
structure diagram to the information provide, provide the market structure chosen

was justified. The most popular approach was to use monopolistic competition as the
appropriate market structure. A popular method of evaluating was to compare profitability
over time. Candidates who attained high marks on this question typically were able to set
their answers clearly within the context of the case and avoided “textbook” responses.

Students are becoming more familiar with the requirements of these kinds of question. The
evaluation was certainly of a better standard this year.

(b) In the light of the information provided in the first paragraph of Extract 2, assess
the likely profitability of a firm in the hairdressing industry. Use diagrammatic

analysis to support your answer,
(8)
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seef. Jj }w@ Sore baad. (os_‘)d_@;h%

v@ 1@ krad. for.. T4 . 900ds... /_y ................................ ('C ........................
ARSI IS, MRS TS Sy A MR L .
}w a. c:hsmmw( [méw) M( hktod. .. 7"&7

GCE Economics 6EC03 01

41



42

...... M}k@ﬁmmph AMEL decstcee Ve S e op
................. SVBEOTGL. PO .o

Dok vy Penirble....

‘{ e, legal,

.............. 28ect 2., m Hat-
lon, . 01&704“95 are liely Fo Swded ot

- Sﬁg M(eove» Al cre old. M Women. ted o ..
................................... o e, &ngs-’bb Aol e prafe Poirdesse
ey pet be. ﬁas: ....... leonl. cnt fus. not as Pesitoble,
., dve .. ot sses ofemtly ..
amPoh?hCComhh@/Sbﬁmm/ et il e
not- e Possible. .de Fo. [ow. banes. ety od..

 too hat hid g

% ResultsPlus

Examiner Comments

KAA 1- definition/explanation of monopolistic
competition

KAA 1 - 70% of customers are loyal

1 for the diagram downward sloping AR

Ev 2- loyalty of customers to specific
hairdressers can create a problem.

Ev 2- Candidate suggests there are low
barriers to entry in this market,

Total 3 + 4ev

GCE Economics 6EC03 01

Q ResultsPlus
Examiner Tip

The cost curves do appear, but very feint.
No profit area seen.

Make sure you draw diagrams in a very dark
colour, and don't use hard pencil or red/
green pen.




(b) In the light of the information provided in the first paragraph of Extract 2, assess
the likely profitability of a firm in the hairdressing industry. Use diagrammatic
analysis to support your answer.
(8)
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ﬁ ResultsP

us

Examiner Comments

KAA 2- recognition of inelasticity due to customer loyalty with quote
from text.

No marks for the diagram due to wrong market structure.

The discussion is difficult to follow but there are two

evaluation marks above the diagram for the discussion of loyalty to
a particular stylist.

On the 2nd page the candidate comments that new firms may enter
the market so only normal profits are made in the long run. This
point is developed further as the candidate then comments that this
may not happen due to customer loyalty - 2 e

Total 2 + 4ev

A

Results#

Examiner Tip

This answer shows how a candidate can develop
evaluation through depth/layers.

GCE Economics 6EC03 01




Question 10 (c)

Candidates found this question challenging, with candidates often reproducing an inaccurate
payoff matrix. Candidates are advised to practice applying payoff matrices to a variety

of situations and to demonstrate clearly which firm is being referred to in each quadrant.
Candidates are reminded of the need to incorporate applied theory into their answers -

the context chosen lead to a variety of appropriate strategies being reviewed. However,
candidates did not need to use a payoff matrix to gain the marks reserved for game

theory. Many candidates did demonstrate a good understanding of the prisoner's dilemma
and made good references to the interdependence of many firms when making decisions.
Strong answers reviewed a range of strategies to increase loyalty and applied them
successfully to their chosen industry.

Evaluation tended to be rushed on this question. Evaluation marks can be earned through
the use of game theory, but are not automatically attached. There must be critical distance
in the answer.

*{c) With reference to an industry of your choice, examine strategies firms might use
to increase consumer loyalty. Use game theory to support your answer.

(12)
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xaminer Comments

KAA 1- advertising

KAA 2 - game theory marks for discussion of interdependent
firms

Please note that the payoff matrix does not get any marks
because it is incorrect- the highest profit figures should

be where the two firms are colluding, in this case where
they both have 'low output'. In these questions it is very
important to actually check that candidates have drawn
payoff matrixes that 'work', particularly when it comes to
the values used in these diagrams.

KAA 2 - customer service/quality

KAA 2- loyalty card would encourage people to stick to flying
with the same airline

KAA 2- sales maximisation explanation

EV 2 - Sales maximisation leading to loss of profit in intial
run which has been indicated throughout but comes to
fruition in the last paragraph

Total 6 + 2ev

A
2@ ResultsPlus
Examiner Tip

Also, remember that only the
best three KAA points can be
rewarded up to a maximum of
six marks

GCE Economics 6EC03 01
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*(c) With reference to an industry of your choice, examine strategies firms might use
to increase consumer loyalty. Use game theory to support your answer.

B BV BMBGI st e e [
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Examiner Comments

KAA 2- explanation of predatory pricing
KAA 2- explanation of loyalty cards
KAA 2- explanation of advertising

Ev 2- predatory pricing is illegal

Ev 1- advertising is expensive

Ev 1- firms may raise prices in long run
Total 4 + 2ev

Results#

Examiner Tip

Note that there is no reference to game theory in this
answer, and so therefore it can be awarded a maximum
of 4/6 for KAA

GCE Economics 6EC03 01 49
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Question 10 (d)

This was a challenging question and led to a wide variety of responses. Candidates who
were awarded high marks on this question paid close attention to the words of the question
(ie reasons for dominance vice versa). Strong answers were able to successfully compare
the two separate markets using comparative language and explaining why the differences in
the market characteristics helped to explain the differences in the market structure. Good
answers effectively used the concept of contestability to help justify the reasons why the
two markets differ.

Most candidates made good use of the data provided, referring to the relevant concentration
ratios, and discussing the issue of consumer loyalty to individual stylists. Generally this
was an accessible question, which candidates could write something relevant in response
to. The largest error in answering this question was to write a response based purely

in economic theory, rather than applying the appropriate theoretical points to the two
industries of food retail and hairdressing. For example, many candidates wrote that the
food retail industry is dominated by just a few firms because it is an oligopoly, this being
one of the characteristics of an oligopoly (often going on to explain the other characteristics
at length, but with no application to the food retail industry), and similarly this is not the
case for hairdressing because that is an example of a monopolistically competitive industry,
and this is one that has many buyers and sellers. This obviously missed the main thrust of
the question which was to explain why food retail is an oligopoly, and why hairdressing is
monopolistically competitive. Whilst weaker candidates could usually go on to explain some
of the relevant features of the two industries, for example, high/low barriers to entry and
exit, high/low sunk costs, extent of economies of scale, they were unable to give relevant
applied examples of these from the two industries. Conversely, more able candidates

could discuss the specific factors of production that one might need to set up in either
industry, or explained specific types of economies of scale that might be encountered, often
successfully relating these to the industries in question. The most common option here was
to discuss the degree of monopsony power that supermarkets might hold over farmers/
food manufacturers, and contrast this with the much lower quantities of shampoo etc. that
a hairdresser would need to purchase. Many candidates wrote about the artificial barriers to
entry that supermarkets may constuct to maintain their monopoly power. Of these limit and
predatory pricing tended to be well explained, but although candidates could identify that
collusion may occur, they could not satisfactorily explain why this might limit the number

of firms in the industry. Evaluation of these points did not go beyond the possibility of
investigation and prosecution by competition authorities in the vast majority of scripts, so
more knowledge of why these may not occur would be useful. Very few students brought
any knowledge of game theory into their answers here, which was surprising given that the
previous question had required them to consider this. More generally, candidates achieved
higher knowledge, application and analysis marks than evaluation marks in this question,
as they did not make enough evaluative points, and/or found it difficult to go beyond either
a simple statement that the opposite was true in the other industry ('there are high sunk
costs in food retail as entrants would need to launch an expensive advertising campaign,
but sunk costs are low in hair dressing'), or tended to rely on general, rote learned
evaluative points which they did not apply to the specific context of the question (‘however
predatory pricing is illegal'). While these earned candidates some marks, there is perhaps
still not enough understanding that half of the 16 marks are awarded for evaluation on
these highest mark questions. Finally, weaker answers strayed away from answering the
question into a consideration of the merits and demerits of each kind of market structure
for society, and were sometimes confused by the reference in the extract to their being
considerable customer loyalty to individual stylists, as they took this as customer loyalty to
salon chains, and hence a barrier to entry into the industry.
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*(d) Assess the reasons why a few large firms dominate the food retailing industry but
not the hairdressing industry.

(16)
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ﬁ ResultsPlus

Examiner Comments

This is a repetitive answer, which only discusses barriers

to entry (which is repeated by discussion of high start up
costs) and vertical integration (which is linked together with
economies of scale but this is not developed). The two points
are evaluated, so can earn 2+2 KAA and 2 + 2 eval.

Examiner Tip

Make four distinct points, and develop them in unique
ways, applying your economic theory as well as the
data provided.
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*(d) Assess the reasons why a few large firms dominate the food retailing industry but
not the hairdressing industry.
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Examiner Comments
This scores 7 + 8 evaluation.

It is an impressive answer, with three good points
made, developed and applied, followed each time
by evaluation. For a secure 16 marks, 4 points
should be attempted, however.

OO ResultsPlus

Examiner Tip

Short answers can be effective, but ensure you develop the points
deeply, and you have enough breadth in your range of responses. 4
good points are recommended, although 3 can get you to full marks.
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Paper Summary

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

Learn the meaning of important words like monopolistic;
Annotate your diagrams correctly so that they are made clear;

Check the breakdown of the marks for each question so that you do not waste time on
questions;

Use diagrams if this can help you to explain a concept;

Always read the question thoroughly, so if you are asked for two pieces of data, give
two;

Remember to allow time for evaluation if this is part of the question - there are valuable
marks here;

Well laid out answers make it clear to read what you are writing about.
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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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