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Introduction

General observations

The paper was accessible in particular in the data questions, but much evidence suggested that the
SCQs were more demanding than in earlier papers, and testing previously untested areas meant that
there was little ‘repeated’ material.

In general, the performance did not appear to be as strong as January 2010 and although exam
technique was largely strong, basic economic understanding was lacking in answers below 32/72 and it
is not felt that the E grade should go far below this. Even the weakest answers scored 16/32 on SCQs
owing to the knowledge and knock-out marks, and a further 16 marks on data could be earned easily
because of the extremely accessible data.

The A grade similarly should not go below 55/72 because at this level there are serious flaws in
understanding the essential diagrams and concepts, and evaluation is fairly superficial.

Popularity of questions

Online, the ratio question 9:10 was 2:1 and the mean for questions 9 and 10 were very similar.
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Question 1

This was a good ‘opener’ and many candidates could use the explanation to demonstrate a high degree
of knowledge. A good approach is to explain the role of the regulator, and apply the concepts of
increasing competition to the context, for example the possible increase in competition and consumer
surplus, or a possible decrease in prices. The most common distracter was D, and many candidates
assume that limit pricing is illegal.

~

Section A: Answer all the questions in this section

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

1 In March 2009 the UK Competition Commission required British Airports Authority to sell
off three of its seven airports, starting with Gatwick and then Stansted.

The most likely reason for the Commission’s decision was the

(1)
A increased competition from foreign airports
X B monopoly power of British Airports Authority
XC high level of contestability in the airport industry
> D limit pricing used by the airports
"ME falling average costs resulting from horizontal integration.
Answer ;Z\
Explanation 3)
LS .. DO COMNMAUSSION. S A LYY LS
O onore b CONSUALLS. ... A0 fr LLhode.bnd. !';}'*.. bl
AEDeSEs.  AS o TSN o f SELTROG.. LA FHL.....
Bobsn. et Ao K .c;.p.Js;.mS. _________ U
dhe.  roaochak. Lol .. oonpe LS. A OUOD..... WAL
TR e ol > TR A e TS VAYH o VA M S CCSVLE.... AR Lax [l
O AN RECACICANF......

ENEEI NG

Examiner Tip

Role of CC (1) Always explain the role of the competition
More competitive (1) authorities, and be careful to note context - be it
NB Max of 2 marks as wrong key selected. CC, ECC or Federal Trade Commission.
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Examiner Comments

Role of CC (1)
More competition (1)
Lower price (1)
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Question 2

The diagram was useful in many cases, demonstrating that many assumed the ZYWX area was

profit (distracter A). The other options also attracted many respondents, and the question was
clearly effective in revealing misunderstanding of the concept of profit maximising and equally loss
minimisation. In the context of worldwide pressures on businesses, this question seemed particularly
apposite.

It is useful in questions that mention profit maximisation to start the answer with MC=MR, and to
identify the corresponding output level on the diagram.
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2 Costs/

revenues AC

(£)
4 AVC
X
'
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H AR
0 R >
Quantity
MR

The diagram shows the costs and revenues for a profit maximising firm in a market.
The most likely outcome for the firm, assuming no change in costs or demand, is to
(1)

continue in business and make supernormal profit ZYWX
continue in business and raise the price
continue in business and cut the price

continue in business in the short run but shut down in the long run

m O N @ »

shut down immediately.

Answer D

Explanation
(3)

Thren ﬂ?i..a]c?f"t’ﬁvw'cc/b ”WMQV:%» CenneM L, D ?’t\:rj Wl et
13. SR Ao, oo A }\Tﬂbrwr\ B, a/lfasc?f ....... nm)urrj }C‘ft}(,_, kosen.

Examiner Comments

Plus

Here MC=MR is found, and there is an explanation that the firm
covers AVC. The long run scenario is identified, when all costs
are variable - in which case the firm would not remain in business
if all else remained equal.

Examiner Tip

Use the diagram!
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The diagram shows the costs and revenues for a profit maximising firm in a market.
The most likely outcome for the firm, assuming no change in costs or demand, is to

(1)

A_continue in business and make supernormal profit ZYWX
B continue in business and raise the price
C continue in business and cut the price
D continue in business in the short run but shut down in the long run

E shut down immediately.

Answer D

Explanation

(3)

The Srm vl orfiane %Mm%\:\e dork

Govers  Nerade ok, rere there \S o omount
ot conttltion o 'H(IC Hfixed cost, X ovea ZYVV.
Jee e B ol (olihue '\)h&mdyo. cad ‘&EH{%“(

n the loy wn. The dof v i vhee ok
one. fedor %?W’Gunm*&)(ec‘ e |

Plus

Examiner Comments
Examiner Tip

Firm is covering its variable costs (1)Firm
is making a contribution towards fixed Be careful to shade the area of contribution correctly
costs (1) - this exemplar demonstrates how not to do it.
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2 Costs/

revenues
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The diagram shows the costs and revenues for a profit maximising firm in a market,
The most likely outcome for the firm, assuming no change in costs or demand, is to

m
continue in business and make supernormal profit ZYWX ’\(
continue in business and raise the price
continue in business and cut the price x

continue in business in the short run but shut down in the long run /

m oD N @ >

shut down immediately. ¥

Answer P | D A conn, becaune e Lot T
Q-'\A\K-l«h < “D‘SS‘

Explanation
(3)

Crelil cee iancvm i 0. 0Gess. G M CmM €. Me—AE—

Peblr W T
AC o Ae (5.d~e  locy s Al (e
AL Bron aalls. The €icen imaill s dhaag. da.tbs shsnk oo
13 Macel {‘?...ps..j..a €f Ho Cixcast (4t arllslort Ao M Aoe

Lerg . cun. ot Tk b e\ b e 085

E. (i wnrb \a.c. Comanct "‘L\ '(\tm‘ {?ﬂ‘ f" Ol aal SN 1}.‘.‘...‘lf\!d‘.uc.ﬂs...........
at B ulue M(=pME. {Total for Question 2 = 4 marks)

Plus

Examiner Tip

Examiner Comments
Knocking out incorrect options scores a mark, but
1+3 you must be specific about the item knocked out,
An effective answer. and give a reason using economic analysis.
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Question 3

A good deal of elimination and guesswork was employed in answering this question. A surprisingly
large number got the correct key but could not find an economic rationale.

MR=0 is a good way to start a revenue maximisation question.

3 Atthe end of a day’s trading a flower seller cuts the prices of all the stock that has
reached its ‘sell by’ date. This pricing strategy is most likely to be
(1)

fixed cost pricing

limit pricing

A
B
€ revenue maximisation pricing
D predatory pricing

E

productive efficiency pricing.

Answer c

Explanation
(3)

REVENPE. MAXIMISATION, OIS w Ue MR ZO . H 1o |ikely thodt e

trode( vanll slash ples \norder o sell all Spafe. stock. regardliess

combues

us

e, R . . "
f b Examiner Comments

There is a sense, in the explanation, that not selling
the flowers incurs a cost. While this was not necessary
for the full marks, this was an acceptable approach.

Examiner Tip

This diagram earns an automatic two
marks, because MR ties up with TR max.
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3 At the end of a day’s trading a flower seller cuts the prices of all the stock that has

reached its ‘sell by’ date. This pricing strategy is most likely to be
(1)

fixed cost pricing -
limit pricing X
revenue maximisation pricing v

predatory pricing K

m o N @ >»

productive efficiency pricing.

Answer C

Explanation

(3)

35 equal o 0. This euswes ek [ foral reusnse
NS akiks ughast. ﬂ%e Howad . Sllen . Cuks PrIG. Thon ba
Con %l o his grodinets Wuvot ’wac,cu% Ye, (uashe.

Price M€

Twe omur o not O

oA Dhare (s no. ot him
Lianst Priwng. s Sefnag

| dowr . prie... below) . Qadaed.
| . W/G Qulpuk cost. Of Me  ONwr

_ bcm

| The ousier £ ot 0 25 ke 15 pot neceas senly

| ek ﬂ(j bedow. has AT [Pneda.bry pmu}g) becaune.
Wes @ Owon IS Ior {0 nmeal A Couapsbitor , T 1S
Josd 10 Sel Offp hb flowusss

Plus

Examiner Comments

A

Examiner Tip

Definition (1 mark) Diagram shows AR and MR the wrong

way around (0 marks) Knock out of D predatory pricing When discussing predatory pricing, it is
is valid although not very thorough and only scrapes this advisable to stress P<AC in the short run,

mark (1 mark). and the long run rise in prices.
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Question 4

The main distracters were B and E, with many answers confused by the negatives. Some thought the
demand for stamps was price elastic so a fall in price would increase sales which contradicted the ‘£3
million items a day’ reduction in the stem. Many crossed out the correct answer (D) and replaced it
with E, again confused by the negatives in the question, perhaps.

4 In December 2009 the Royal Mail announced that it had made a 4% increase in profits
compared to 2008, despite a fall of 3 million items a day in the amount of post being
sent. The most likely reason for the increase in profits was

(1)

an increase in contestability in the postal market
a fall in the real price of postage stamps
a rise in nominal wages of postal workers

a fall in employment in the Royal Mail

m o N @ >

external diseconomies of scale in the postal industry.

Answer D

Explanation

(3)

wow LU A {)fu'“;ﬂ 7.
e ovpleye Jo M/’WM/ Y.
f%’( WWJ‘—VL’U}\ Bl gﬁ Ao

Examiner Comments

Total costs fell (1)
Nothing else in the answer is helpful, and it is unwise
to make comments that are not relevant.

Examiner Tip

Use all the parts of the question - the fall in revenue,
the increase in profits of 4%, and link these to what
must be an outweighing fall in total costs.
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4 In December 2009 the Royal Mail announced that it had made a 4% increase in profits
compared to 2008, despite a fall of 3 million items a day in the amount of post being
sent. The most likely reason for the increase in profits was

(1)

an increase in contestability in the postal market

a fall in the real price of postage stamps

A
B
C arise in nominal wages of postal workers
D afall in employment in the Royal Mail

E

external diseconomies of scale in the postal industry.

Answer D

Explanation

(3)

Examiner Comments

1 for definition of profits
1 for firm reduces costs
1 for costs fell more than proportionally

Examiner Tip

Here the information in the stem is
useful very effective.
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Question 5

The question was effective in drawing out good knowledge of the RPI-X + K application in the water
industry. Many answers started with a good understanding of the role of the regulators, their aims and
ultimately their effects.

An effective answer here.

5 On 26 November 2009 the water regulator Ofwat announced that water bills must be
cut by an average of £3 a year per household over the next five years and that there
must be an extra £1 billion investment by water companies. The most likely reason for
these decisions was

(1)

A toincrease producer surplus

B toincrease the returns to investors in water companies
C toreduce contestability in the water industry

D to force unprofitable firms out of business

E toincrease efficiency in the water industry.

Answer E

Explanation

éava)f ot aﬂfbm (el ')'\ N I |7
e ok ('Ji'_"f» [{) t»“‘-”.tﬂ - /Z\j _ _
Wt o e e//swjr o ey
ek yvrffd/) har& e xdd Menipihy ﬁ‘“
U’\‘Jﬂ w/i and . K.e:t_.?z_« fr\c}d PR (YRR 70 S
wold f; b w_jﬁ KD A /
A }CJ\AO sci 'y M{NM eflicttinn
Uos T

/r"l

Examiner Comments

1 for RPI - X
1 for become more efficient
1 for investment
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5 On 26 November 2009 the water regulator Ofwat announced that water bills must be
cut by an average of £3 a year per household over the next five years and that there
must be an extra £1 billion investment by water companies. The most likely reason for
these decisions was

(1)
to increase producer surplus

to increase the returns to investors in water companies

A

B

C to reduce contestability in the water industry
D to force unprofitable firms out of business

E

to increase efficiency in the water industry.

Answer E'

Explanation i
{(3) |

N Wm% ........ cuaad.... oy A nguudoton

........ %WA&’ . aa. Mle e ROT-W —

Moo I Qe % S .\m\{ﬁ: P T ’r\mwex i O

MGAM 0 sonaa.. Y OhOna . I A %\,-M_ B S '

?Qa‘;ma/ - ~__ (Total for Question 5 = 4 marks)

Plus

Examiner Comments

RPI - K has sense of investment but not the X for price Examiner Tip

cap (0)

Sense of K for investment (1) For water regulation, remember there is
Role of Ofwat (1) a -X and a +K. These separate concepts
Total 1+2=3 ) earn marks individually.
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Question 6

This was clearly seen as an easy question, and there were many extensive answers, most with a
calculation of the CR, and other effective use of the data.

6 Web browsers: market share based on number
of users in Europe

Internet Explorer 62,0%
Mozilla Firefox 28.4%
Apple Safari 4.3%
Google Chrome 2.8%
Opera 2.2%

Others 0.3%

Source: http://www.atinternet-institute.com/en-us/browsers-barometet/
browser-barometer-september-2009/index-1-2-3-180,html

The chart shows the usage-based market share of internet web browsers in Europe.
In 2008 the Microsoft computer software company was fined €1.68 billion by the
European Competition Commission for pre-installing its browser, Internet Explorer,
on computers running the Windows operating system. In December 2009, Microsoft
agreed to allow consumers to choose their web browser on setup.

The most likely impact on the market for internet web browsers is
(1)
A anincrease in the five-firm concentration ratio in the web browser market

B anincrease in profitabllity for Microsoft
€ anincrease in advertising revenues for Internet Explorer web space
D a worsening of the quality of the browser products offered in the market

E adecrease in market share for Internet Explorer.

Answer E

Explanation

(3)

A

Examiner Comments Examiner Tip

1 mark for knock out of C acceptable Use the data! Here you can calculate
1 mark for role of competition commission the concentration ratio.
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Web browsers: market share based on number
of users in Europe

Internet Explorer 62.0%

Mazilla Firefox 28.4%

Apple Safarl 4.3%

Google Chrome 2.8%
Opera 2.2%
Others 0.3%

EECODEN

Source: httpy//www.atinternet-institute.com/en-us/browsers-barometer/
browser-barometer-september-2009/index-1-2-3-180.html

The chart shows the usage-based market share of internet web browsers in Europe.
In 2008 the Microsoft computer software company was fined €1.68 billion by the
European Competition Commission for pre-installing its browser, Internet Explorer,
on computers running the Windows operating system. In December 2009, Microsoft
agreed to allow consumers to choose their web browser on setup,

The most likely impact on the market for internet web browsers is
(1)
an increase in the five-firm concentration ratio in the web browser market

an increase in profitability for Microsoft

A

B

€ an increase in advertising revenues for Internet Explorer web space

D aworsening of the quality of the browser products offered in the market
E

a decrease in market share for Internet Explorer.
F 4

Answer E

Explanation

(3)
..fmq)&:cu ______ Compelion., Camossion. = lme‘gg;,m UDOwr. Canpehca....

QUALCONLTHRR.0RERS. ) LR NG . _ SO
_____ WEk € - |6 OONSRSOrt s allowing. Canswmes. Yo, chocse then ok

O cONSWMES Nane onoic€
‘..MW\\)\W& AL 00OKNCLE Mrahh. WIIREERS Dt wd;oduuj \adZ chonk. Mo .

NOHS’ ___________ '!E UG ﬁo(‘F‘L K.anaoe, lo Suoapliy.. ) Stqﬂ !ﬂk’mef €J1;0/¢re.c/ loy
Pohs. e eky fo. deaease. Spaaally OSG’Elije Juned E1:688. .

Examiner Tip

Examiner Comments

Knocking out answers is an effective policy,
but you must be specific about which letter
you are knocking out, as here, ‘Not D - etc’.

Reason for IE market share will decrease is convincing (1)
B and D knock outs are valid (2)
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Question 7

The concept of tacit was not firmly understood. Many answers include a pay-off matrix, but the top
right and bottom left boxes were often incorrect, or there was insufficient labelling to ascertain a
collusive strategy, e.g. both charge a high price.

7 Game theory can be used to illustrate which of the following examples of competitive

behaviour?
(1)

A Price leadership in perfect competition
B Revenue maximisation in monopolistic competition
C Limit pricing in monopolistic competition

D Tacit collusion in oligopoly

E Price discrimination by a monopolist.

Answer D

Explanation

(3)
AN Ousapok-u:*. VIECUATN (8@@ A oA T \c:fcu'nc.uc.k.., \\%\
Yoochesa. da &‘..4\\\»..,\\ '%\em. :u'a».. On. OO, QSG £ JLQ@.L ........................... : ‘

ﬁ&mw \Q C,cu.ﬁ._‘r ..'\_k TN T Y PR S
GL %m Joc. s G;m@c«u«.n_\Qﬁ: S TN Qewduace . o% ‘

- Yo dwe. RokA. . Gons Moy B Hha PIMNCOALL...

‘ WANA.. Q&m’r-—\\\c& IV VS A Mo \oeak ‘
&\ro\.@“ﬁ. TN CS: '&y Box. AL beccuss A

IR VUL ST *VUUR = TSV P e CRP -\ WUPRSY - ooy i ©
OSMiadern... ek c@q‘f R SVRED Pl WONIIVIE W\ [
é_’ﬁm;imnM,_%. VR PO VUL V2 W SR = T - 8- T =
Anch . Na  wapae i a2 ok B . Ao Mota. Coumnewii

57 “{7“‘ ~
F=SeSN &Jﬂa/@: ehe

B2k ] Pacin of ol agmn M @Qz’;nmlfort)uutlon?:-‘mrbl

Examiner Comments

Examiner Tip

1 for definition of oligopoly
1 for long run equilibrium (prisoners dilemma)
Pay-off matrix does not show strategy

This pay-off matrix does not show the price
strategy for the firms. Detail is so important!
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7 Game theory can be used to illustrate which of the following examples of competitive

behaviour?
(1)
A Price leadership in perfect competition v
B Revenue maximisation in monopolistic competition >~
C Limit pricing in monopolistic competition «
D Tacit collusion in oligopoly
E Price discrimination by a monopolist. <
Answer D
Explanation
(3)

Qame (RO A5 AAINOC LN LA ML oS
. i 1 e Hrans
docids...onsThot b collude  and.. pox. pnies WaTs

Osa. el deminant... Sarg...aed oth inchogendodd S
[ .15 maSE. . commaaty... found. in alf'jcu-k'ff"-ﬁj (o ?

Hat®... 8082 ... f ) C"cl.ff‘i.fftt&fly {coAS... he. Ieand. Tho.. madkat
Thds. ﬁcww (Ae o L5 oSt ety fo Sl o,

tacif. . callusion un O!\\jg.(:)(',\lk.j/ aakdr. (S .4 !ff’j(.‘tf

PALUT o fOLNNY. . pU1L8 readgcshvg

us

Examiner Comments

1+2

Tacit collusion can be described using the ideas of price
leadership, but this is only part of the story. Tacit means
‘'unspoken’, and there are many forms it can take, some of
which are legally acceptable, and some of which are not.
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Question 8

The understanding of PFl or PPPs was rarely convincing, and often thought to be privatisation or a
cost-saving measure! Question B was often knocked out as the incorrect answer.

This is a good, efficient answer.

8 Areport by the University of East Anglia into the Private Finance Initiative and the
Norfolk and Norwich University Hospital in June 2009 argued that the hospital was
costing £20 million a year more than if it were run in the public sector,

Source: http://www.uea.ac.ulk/polopoly_fs/1,116276[Three%20page%20briefing%20-
%20NNUH%20report%20-9%20June%202009.pdf.

Which of the following Is a reason why the government has encouraged Public Private

Partnerships?
(1)
A It is easy to accurately forecast the future costs of projects
B The government has a fiscal surplus
C Toincrease x-inefficiency in the public sector
D Performance targets have never been set in the public sector
E To make use of private sector finance to fund major projects.
Answer E
Explanation
(3)

LPavet  fRom

LhakiveS | owe
cofanaly o sedkey ek ST SRR T | U T
PONRE L Sk VWS A e Compe e pmielt  gor Si\daesy

PV, S R 3 V16, NS O U-T VLS (Y1 W V0 =T 2 W

ECTTICENIN~ S < TI L.Y S N UV | WA U S —

Examiner Comments

Definition of PFI (1)
Defers government payment (1)
By charging them rent (1)
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8 A report by the University of East Anglia into the Private Finance Initiative and the
Norfolk and Norwich University Hospital in June 2009 argued that the hospital was
costing £20 million a year more than if it were run in the public sector.

Source: http://www.uea.ac.uk/polopoly_fs/1,116276IThree%20page%%20briefing%20-
%20NNUH%20report%20-%20June%202009.pdf.

Which of the following is a reason why the government has encouraged Public Private
Partnerships?
(1)

A Itis easy to accurately forecast the future costs of projects =
B The government has a fiscal surplus ¥
€ Toincrease x-inefficiency in the public sector x

D Performance targets have never been set in the public sector ¥

E To make use of private sector finance to fund major projects.

Answer E

Explanation
(3)

WMMQmwmesagw AN LALD S S Pris 0l AONOC... OITIEANY
Al g publie L hooda 3R okore,.wocuud. ke g Ehe qoueramd ¢

UL, ... DRAK... 0. Dk ML i Kb fran0 o Gonn. S

SPOOOLR. . SRR QAL EAE. . PP LASADL .. O ... QAL S RLIDA..,.

Examiner Comments

More money to spend on other activities (1)
Repeating the key does not add any marks
and the efficiency of the public sector is not
justified.
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Question 9(a)

Most could identify they type of integration, but the use of data was very weak.

(a) Using the evidence, explain the type of integration involved in the agreed merger
between BA and Iberia.

(4)
*’f L ZC fl J’J({ ... /( f/ f/lf ___________ ./M..f_ 2.0,
\'Ey J . ._‘)1:1.11..1 > }u. MAa_..ad. J! e QUL ,J)L(J{/k /
_I;'_"'r;:L__‘_:L.L.L.u_’..L 10 4
| . JJ;f f””xﬂxu NN OF....0n%.... ﬂﬂ.k."{;?}' 5 }ﬁtj CAERS

1!

0P, U A M UK. 00epn a:s(.'l Jhal.. e - Qe Il V),
" ) E . N J - - p .
SLMNRL..LC n-l:}.'c’?h‘jt..l_}. e }c,.-..'..zj.‘)... basecs... P )Lju 1 N T IS 1~

/,::)W,&m_af? . . . . P . e

Examiner Tip

You must make as much use of the data as
possible in the part (a) of the data questions.
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Examiner Comments

Theory 2 marks
Application reference to flights and cutting costs 2 marks
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Question 9(b)

Many candidates scored 4 marks or fewer out of a possible 8. The majority of candidates were able to
provide two suitable reasons and wrote about them at length (although only two marks were available
for providing the reasons). Most candidates considered the demand side and the best candidates
described and illustrated both demand and supply impacts. Diagrams were mostly provided, but many
candidates simply drew a loss being earned and ignored the demand/supply shift, and a significant
minority used simple supply and demand diagrams. Some used economies of scale diagrams, which
could earn a mark for showing the fall in costs, but were ineffective in showing the loss area. Many
candidates described the analysis in detail but failed to provide any evaluation. Those who did
evaluate often only provide one evaluation point worth two marks.

This is a typical answer, in that the majority of the answer is focused on identifying reasons, and the
evaluation is left until the very last line.




GCE Economics 6EC03 01

(b) Examine the likely reasons why Iberia made a loss during ‘the usually profitable
summer months; (Extract 1, line 7). Use a diagram to support your answer.
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Examiner Comments

Examiner Tip

2 reasons
1 diagram mark - loss area shown, but no shift Remember that 50% of the marks are for evaluation, for
1 evaluation attempt at the end all the data response questions (except the 4-marker,
Total 4/8 marks where 50% of the marks are for application).
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The better answers wrote succinct answers that identified more than one reason (for 2 marks),
included a diagram showing a loss-making shift in AR & MR and/or in AC & possibly MC (for 2 marks),
and went on to incorporate some valid evaluation (for up to 4 marks).

Common weaknesses were failure to include a supporting diagram (although specifically required
by the question and for which 2 marks), and/or spending too much time and space explaining likely
reasons (for which only 2 marks) at the expense of any evaluation (for which up to 4 marks).

Although the costs of negotiating the merger might reasonably have been cited as having increased
Iberia’s costs, not a few answers confused the timeline and assumed the merger had already taken
place, thus incorrectly arguing that post-merger integration problems, diseconomies of scale, or BA’s
existing losses were the cause of Iberia’s loss.

It was disappointing that many of the answers who did offer diagrams seemed unable to do so
accurately and clearly. Although this did not directly affect the marks, MC often failed to cut AC at
its minimum. More worryingly, output was not drawn where MR=MC, and profit and loss areas were
commonly misidentified.
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(b) Examine the likely reasons why Iberia made a loss during ‘the usually profitable
summer months; (Extract 1, line 7). Use a diagram to support your answer,
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Examiner Comments

Here there are two evaluation attempts, but they are very brief.
Total 6/8
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Question 9(c)

Generally, this question was answered well. The concept of contestability was understood well,
with very few candidates confusing the term with competition. A range of factors were considered
demonstrating a good understanding of the concept. Few candidates described limit pricing.
Evaluation was strong for this question. Candidates made use of the text (landing slots) and their
general knowledge of the airline industry (more planes available to lease).

There were many sound answers that correctly defined ‘contestability’ (whether explicitly or
implicitly) and, mostly, - although some found other valid lines of argument - explained and evaluated
the likely effects on contestability of increased economies of scale and of the possibly increased risk
of collusion.

Arguments as to increased market share / market power were not always convincingly related to
contestability.

A few - even some who had parroted an acceptable definition of contestability - disastrously confused
contestability with competitiveness and, so, generally earned very few marks if any.

Mostly, the parts of the text referring to the possible BA/Iberia link with American Airlines were
carelessly read and/or poorly understood, and few were able to use them to develop convincing
arguments - although some did correctly identify that, if BA were to accept a requirement to give

up slots at Heathrow, that would represent an increase in contestability. Although clearly flagged

in the text as an American protectionist stance, the 25% limitation on foreign ownership of an
American airline was commonly confused with the 25% market share guideline of the UK Competition
Commission or of an American equivalent: mostly, such answers were writing about competitiveness
rather than contestability anyway.

A few answers, including some who had reproduced acceptable definitions of ‘contestable’ and who
did show some understanding of the concept and arguments involved, still had difficulty in deploying
the terms ‘contestable’, ‘not contestable’, ‘more contestable’, ‘less contestable’ reliably - sometimes
(though rarely consistently so) giving them the exact opposite of their correct meanings.

Although not usually to any detriment in terms of marks, a number of answers mislabelled differing
economies of scale - financial and commercial economies being the labels most commonly confused.
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*(c) Assess the likely impact on contestability of the airline industry resulting from the
mergers and agreements referred to in the evidence.
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Examiner Comments

KAA 6 - 3 fair points including a definition
Eval - 3 attempts are valid 2 + 1+ 1 - two
for low costs airlines, one for brand
loyalty and one for the cost of merging.
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*(c) Assess the likely impact on contestability of the airline industry resulting from the
mergers and agreements referred to in the evidence.
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Examiner Comments

Market share and consequently market power (2)
Economies of scale (2) application of types of
economies cannot be awarded because answer
refers to ‘'more contestable’ not less

Eval using kinked demand (2)
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Examiner Tip

Note that Sweezy’s kinked demand curve can earn
marks, but it is not necessary for full marks - game
theory is always sufficient, if used correctly.
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Question 9(d)

This question was answered well. Candidates drew upon points in the text for analysis and
evaluation. Most candidates provided four separate benefits and some provided more analysis than
what was required. Candidates indicated a strong understanding of the benefits/costs of mergers but
did not always develop points sufficiently and/or provide a sufficient number of points.

Although a few answers had run themselves too short of time, most were able to identify, explain and
evaluate a sufficient range of benefits.

Many successfully identified benefits to the merging firms themselves - usually in terms of one or more
economies of scale, of rationalisation, of market share, and of possible collusion - but others equally
successfully considered benefits to a range of stakeholders.

[The first of these approaches is likely to have involved not a little overlap between answers to 9¢)
and to 9d).]

Again (as with 9¢), although not usually to any detriment in terms of marks, a number of answers
mislabelled differing economies of scale - financial and commercial economies being the labels most
commonly confused.
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*(d) Evaluate the likely benefits of the agreed merger between BA and Iberia.
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Plus

Examiner Comments

The evaluation is condensed into the last 10-12

lines, and while valid, it does need to go further
and deeper.

Examiner Tip

Spend 16 minutes on the 16 mark question
- and remember that half the marks are
evaluation so don't cram this in an off
minute at the end, as in this answer.
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*(d) Evaluate the likely benefits of the agreed merger between BA and Iberia.

(16)
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Examiner Comments

KAA 8: best four

2 buying power

2 lower prices

2 able to compete with low cost
2 more access

2- save on transatlantic routes

No evaluation awarded
. J/
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Question 10(a)

An effective question, with only a few not being able to identify a trend and use the data to back this
up.

(a) Explain one possible reason for the trend in newspaper sales as shown in Figure 2.
(4)
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Plus

Examiner Comments

The trend for falling sales is 1 application mark
The sense that not all newspaper saw falls in sales
from 2005 to 2009 is 1 application mark

Reasoning is 2 out of 2 marks
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(a) Explain one possible reason for the trend in newspaper sales as shown in Figure 2,
(4)
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Examiner Comments

1 application mark for decreasing sales
1 +1 more people going online to read articles for free

Examiner Tip

Use the figures in the data.
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Question 10(b)

This question proved difficult for many candidates suggesting that candidates did not really understand
which concepts to apply to the answer. Most candidates argued that the newspaper firms would leave
the industry. The best candidates described the shut- down point in the short run and drew a suitable
diagram. Many candidates, however, did not describe this point and often diagrams were drawn to
illustrate a loss with no AVC curve present. Evaluation was not very strong. Evaluation points were
often insufficient in number and insufficiently explained.

A few strong answers analysed the market trends and assessed whether they might lead to subnormal
profit often supporting the analysis with appropriate diagrams.

Better answers sometimes identified the fact that falling circulation would likely lead to a loss of
advertising revenue as well as to the loss of sales revenue.

Also, better answers were able to identify that the decline in sales volume documented in Fig. 2 was
slowing and with the FT actually showing a small recovery.

Some answers shrewdly sought to distinguish between the stronger and weaker printed papers, but
several amongst them had some unconvincing prejudices concerning which were which - often at odds
with the data in Fig. 2.

Most answers chose to show some awareness of P_“AVC issues and usually attempted relevant diagrams.
However, very few were clear that P<AVC requires immediate shutdown but that ATC>P>AVC still
requires continuing production in the short run in both cases to minimise loss / maximise subnormal
profit - and contribution was a concept very rarely mentioned. Similarly, very few seemed aware that
all costs are variable in the long run, and that, even if P>AVC, P<ATC means failure to earn normal
profit and will still lead to shutdown in the long run.

A few answers seemed to think that only supernormal profit would be enough to keep a firm in
business in the long run.

It is a limitation of the basic economic model that it considers only profit or loss whereas, in the real
world, it is cash flow not profit or loss that determines whether a firm can remain in business in the
short run. Those studying Accounting or Business Studies as well as Economics ought to have been
aware of this, but none seemed to be thinking outside the box for the subject examined here.

As with 9b), it was disappointing that many of the answers who offered diagrams seemed unable to
do so accurately and clearly. Not usually disastrously so, MC often failed to cut AC at its minimum.
More disastrously, output was not drawn where MR=MC, and profit or loss areas were commonly
misidentified. Contribution areas were not attempted at all.
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(b) Assess the possibility of some printed newspapers shutting down as a result of the

trend in newspaper sales.
(8)
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Examiner Comments
Full marks here.
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Examiner Comments

apess as “thuj qre, t‘wao‘mr*.

The following KAA marks are for arguing that the firm will not

shut down

2 for firm can cover AVC ,1 for diagram showing contribution to Examiner Tip

fixed costs

Evaluation marks are for arguing that the firm will shut down A diagram can add marks even when not
AND other evaluative comments, 2e long run shut down, 2e for specifically requested. Make sure you
kthe switch back to printed newspapers ) use AC MC AR and MR, not D and S.
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Question 10(c)

The concept of contestability was understood but suitable analysis points were not always identified
and developed sufficiently. There was little reference to the data and often the relevant data piece
was identified but no explanation of what the data indicated was given. Candidates struggled to
provide a sufficient amount of evaluation, while many candidates provided no evaluation. Overall,
this question proved difficult for candidates.

As with 9c¢), there were many sound answers that correctly defined ‘contestability’ (whether explicitly
or implicitly), and, here, these mostly assessed set-up costs sometimes including branding.

Fewer answers than with 9c) made the disastrous mistake of confusing competitiveness with
contestability.

A number of weaker answers mistakenly took the data on advertising in Extract 1 to refer to sunk
costs rather than revenues. The data on willingness to subscribe online and on brand loyalty online in
Extract 2 were commonly misunderstood. It was not uncommon for answers to lose sight of whether
the data referred to online or to printed newspapers with damaging consequences for their line of
argument.

b

As with 9¢), a few answers, including some who had reproduced acceptable definitions of ‘contestable
and who did show some understanding of the concepts and arguments involved, still had difficulty in
deploying the terms ‘contestable’, ‘not contestable’, ‘more contestable’, ‘less contestable’ reliably -
sometimes (though rarely consistently so) giving them the exact opposite of their correct meanings.
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*(c) To what extent might the contestability of the markets for online news and

rinted differ?
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Examiner Comments

KAA
1 for the definition, 2 for higher sunk cost for printing,
2 for ease of entry for online firms
Ev 1 ev for online news firms require costly technology
/

Examiner Tip

Crossing out work is not always advised - the
marker will mark positively (adds marks, not
taking away) so you will not lose marks if you
make a mistake.

Try to make your answer tidy, and avoid asterisks
and non-sequential answers. It makes the
kargument hard to follow.
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*(c) To what extent might the contestability of the markets for online news and
printed newspapers differ?
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Examiner Comments

2 KAA costs of printing machinery
2 KAA managerial efficiency

2 KAA for low costs of on line entry

ev 2 ev high costs for on line entry employ specialists
2 ev BBC brand loyalty
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Examiner Tip

The terrible spelling in this answer is off-putting
for the marker, and from all the crossings out, it
clear the students writes before thinking. The
answer would earn the full KAA allocation on a
shorter response, and if there had been more
thought involved the full evaluation marks might

well have been awarded.
\
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Question 10(d)

This question was answered well. Candidates demonstrated a good understanding of the available
price and non-price strategies, but sometimes failed to develop explanations. A number of errors
were made such as the explanations of predatory pricing and limit pricing being the wrong way round,
and a number of candidates did not link limit pricing and revenue/sales maximisation to increased
profitability. Most candidates provided some degree of evaluation, but some resorted to undeveloped
comments, straying away from the concept of profitability. A significant number of candidates
considered the kinked demand curve theory and game theory in reference to both price and non-
pricing policies, but more often the analysis used to develop non-pricing policies was weak and could
have been produced without having read an Economics textbook.

Only a few answers had run themselves too short of time, and most were able to identify, explain and
evaluate a sufficient range of strategies.

Very few answers failed to consider both price and non-price strategies and suffered the marking cap
involved.

However, not a few answers unthinkingly rehearsed limit pricing, and/or revenue and/or sales
maximisation - all strategies which reduce profitability in the short run and, at least with limit pricing
and, depending on motivation, with the others too, in the long run as well - but without giving any
indication of how the strategy might increase profitability in the long run or, say, with limit pricing,
increase profitability compared with what might otherwise have been the case, and, so, without
actually answering the question set.
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*(d) Evaluate price and non-price strategies newspaper organisations may pursue to
increase profitability.
(16)

Pl N e a\if"a},m(_.g,

Moess, -R Srtegis. Veed. oy tetspaac  ommncehess veld vay...

Cvf_'vt- T.L_xggrg_)_m _______ ANNS... [w:a, alnsFa¢ Rrend... ... PO Vw“cnge.ﬁ

. vesdhe | domand | PAL..... TG CamE: 0, GU“%LIQA Moy (esdes
howe o cecde kadd. (ma_lm_...._a«_{._._f.--*eue_ Ve wonllvg. b hese, .o
heage, .. vv%f‘lk@ s b\ﬂ&t.hhw\i\'w/}t’f‘” Howssh...dfes twe.
[ﬁ@t’f’, SRS SNSNE. PR A [ndeprmdet..relthews. try.. o2, esseibals
ty sore orvseoen Hawver Fas. &, /ﬁ%*%&w*ﬁ”tmwhf

2 ,D\ﬂmf Wsuﬁ =SS ) le A

___‘P?g__'%ez'm...@_c;.vg Skegies.. f«‘uc sccr  grlog, Q. 5“*"1‘-1 dov}-e),

Ao Amences | nstepes e Yoned et S o e Svbscha

- 12 Free masosee |
Firm 21 |20 Al 'é"ff e L Jr\,«u“\, bsc (m\

"-\lllu"\

...................... B T S8 T T

b Vree '.:,?,;T?_ -"-\'l.(’lu1 1% millea / j;ees “
‘tc“’- ey QH ...... oK. Jemensietes | T !

fﬂ. Q,Wg ‘:"r&!-\#'ea/) A(*‘wj\.,\
o Wy e s

.




GCE Economics 6EC03 01

e o ee sevia o orled cesders Tls. i

1}-&@@ e F avalusher s S e cmvenve G RA ...
,E C\AWJ—LQM\Q cevenu®... ... net P"ﬁd 9. pf"(a bnas
W%bw g e o Ttlnee p’?{.ﬂl\s Jfaﬁ;e}

e \nked g, S0 G .. Al SE 1D G

o Nea poces. IIBies. . (o k.. nend..... xy.. s
ué;otash vt Ok o s £ DIW&L"HB MJ, @\S‘E: ________ L'wnef ______

G om v J{( Pofu& Co Sonple  om e Cotant
whéh Hey o{Jcr ' :

=

o -ﬂ"u?\ ﬂﬁ*—JL(k{U’ %’ pM‘(:eA PR L0 qf}w— EJWHO«&
o...cleals. . o Comphhas. 5. eder b e

.JGO.) e, ofv(ﬁr .. AMACarr.. nEeaé  Sales. Yonewes Hae
. ety taee . Commen - letloit

aet elafe. Ko reddaet . o lacal. eopcs i foo

D\,ok\rc/‘.havx{ seatber ‘vamk + t.’z(euﬁuﬂ ,,l\awvsh. Y S




GCE Economics 6EC03 01

f

w‘wl‘/ g '\nfq‘ta . n:\—, W}u‘"ﬁ, . k(-; A R grmanan. .R’_Q‘U“’C “{J’

) 'L_f‘-'.“ﬁfl.’.\.f rl-‘r.’ ;h"‘“\’ 5. 6P 1o ")l’*(’”ﬁk oAt dng,

hgu&f@/ "IT'{’\L S S WO ><:-. o ll"”“’r‘C.Qll " ’H"— I - T i'-'h,r;/ “,a.{.» !]“}.‘.""T}

wky 15 ﬁ; (.f e NP .M.Lj\lfd’ (date.. G np@ Arane
!Al S A (o Qc:v-\(ﬂef Hvx' ’rkt Crnforg it LD I
. 1_/_\,;- _[ue/_\tu, \ H’\m \_JH'U rJ—D (I c(}r . (/ka‘uf\ -

’ Plus

Examiner Comments

This is an exceptionally good answer, 16/16. There is evaluation
all the way through the answer. The pay-off matrix is used well,
clearly showing the price options and the consequent outcomes
for firm A and firm B. If anything, the answer goes too far into
game theory, and only simple game theory is required.

Examiner Tip

Only use a pay-off matrix if you can refer to it, and
show the short-run advantages of non-collusion.
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This answer has many ideas, but only one of the six concepts suggested properly developed. Only four
factors are awarded in a 16 mark question, at most.

*(d) Evaluate price and non-price strategies newspaper organisations may pursue to

increase profitability.
(16)
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Examiner Comments

5 KAA: 1 mark for quality, 1 mark for advertising, 2 marks for
branding, 1 mark fo lower cost (BOD lower price)

3 evaluation marks:1 ev difficulty to build up loyalty, 1 ev
branding might not work, 1 ev not covering cost of production

Examiner Tip

The allocation of marks is now very standard and there is a clear
pattern in the way marks are awarded. Long lists of points are not
going to do well. Stick to at most four points, and develop them fully.




GCE Economics 6EC03 01

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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