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Introduction

The Paper was perceived as being difficult, but the mean was only very slightly lower

than in June 2010. This was in part because the mark scheme allowed a wide selection

of answers, and 0 + 3 on questions 1 and 2. Also the marking of Q9 was made to be
more generous by the use of the mark scheme, in order to compensate for what was
perceived to be more challenging questions. Candidates should attempt to make their
handwriting legible. Candidates are penalised if their meaning cannot be clearly
understood. Q10 attracted almost 70% more answers than Q9. One might guess that a
number of candidates felt more familiar with the market for chocolate than the market for
pharmaceuticals: there seemed little benefit in terms of the quality of their answers, after
adjustments within the mark scheme.

GCE Economics 6EC03 01
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Question 1

Candidates recognised characteristics of a perfectly competitive industry very well and the
majority knew and could explain the shut down point. Those who included a diagram did
not explain its use very clearly at all. Slightly more than half got this right. Surprisingly,
very few definitions of AVC or AR. Not that many diagrams either (and very few GOOD
diagrams). Hence candidates found it hard to get full marks if they had also not started with
a characteristic of PC.

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 use diagrams in your answers.

1 Firms are leaving a perfectly competitive industry. This suggests that for these firms:
(1)

average revenue exceeds marginal revenue *

marginal revenue exceeds average revenue

A

B

C average fixed cost exceeds average revenue

D average variable cost exceeds average revenue
E

average costs equal average revenue.

Answer C

Explanation o me Nar ]
(3)

AN AUoe o e d haniars . of . erttony. ol ondy. N dd.

LProax s beang. Made .. Nomnan. Profs 8. Neeckact S0
oo fvue b Dusness . so (1S Dok benNg RAL.
Bema vl e the ainaiuotng - e 3navueld 1SNt ...

noemyal. Pofte

ResultsPlus

Examiner Comments

Characteristic of perfect competition, that there are no barriers (1 mark). Firms are
not making normal profit so they Igave (1 mark). Knock out (1 mark). Total 0 + 3.

e
ResultsPlus

Examiner Tip

A common mistake was to choose Key C; however the
mark scheme was accessible for candidates to obtain 3
full marks. Knockouts were commonly used.
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Short answers can be effective!

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 use diagrams in your answers.

1 Firms are leaving a perfectly competitive industry. This suggests that for these firms:
(1)

average revenue exceeds marginal revenue

marginal revenue exceeds average revenue

A

B

C average fixed cost exceeds average revenue

D average variable cost exceeds average revenue
E

average costs equaI average revenue.

Answer D

-~

Explanation
(3)

A S il feave the industey When the AB aveiage revenue Cowld not cover the

otioge vanmmc wost™) [ty fim is Opernting Ok Q. loss. bwk Cowd gy BL

o AVC, it can SEL St i0. the monctk A8 T Gowld. §ive  SOMZ. COMA Nibulvow

B | Y (11 L

ResultsPlus

Examiner Comments

Diagram - 1 mark (shut down point). AR less
than AVC/there is a loss - 1 mark. Making
contribution to fixed costs - 1 mark. Total 1 + 3.

Examiner Tip
This answer shows excellent understanding of why
firms might leave an industry in the short run.
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Question 2

There seemed to be overwhelming confusion between tacit and overt collusion - many
describing the features of overt but referring to it as tacit. A common mistake was to choose
Key A. Some candidates were referring to the conditions in which collusion is more likely,
that is, oligopoly which did at least provide a sense of the interdependence and therefore

collaboration being likely.

2 Firms tendering for a private finance scheme from the government verbally agree
with each other to fix a higher price than if there were independent bids. l%is is an

example of:
(1)

N .
A tacit collusion
overt collusion
symmetric information

\monopolistic competition

Y\ regulatory capture.
Answer m A
Explanation

%e 7&//91: Aczue qﬁrﬁe«c/ ...... MO:"I} %mpefw& .........
7 Al 2. éayf/xixz} 2. L. éw/cm ......... e
QLA m.ym X R O 74/0)77 ....... whe.. /0'7 ke

fmmzfarm% amd Lo mé ........ (zﬁazﬁ b/mm:z}

Bl Ao Lo 2I00e .. a!x]{(! CAAAE.
{Mmmm:h
L ATLD. PUOALEH oo

ResultsPlus

Examiner Comments

Incorrect answer, but...1 mark for the cooperation point (...have agreed
among themselves...")1 mark for rationale of higher prices "to gain extra
revenue"l mark for difficult to monitor.

ResultsPlus

Examiner Tip

Probably more than half got this wrong. Even those with the right answer
struggled with ‘open’ and/or ‘verbally agree’. Some ‘rationale’ and ‘illegal’, but
few answers that managed the full four marks.
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Here is a good example.

2 Firms tendering for a private finance scheme from the government verbally agree
with each other to fix a higher price than if there were independent bids. Iais isan

example of:
(1)

\
A tacit collusion
overt collusion
symmetric information
\
\monOpoiistic competition
Y\regulatory capture.

Answer & A

Explanation

mzfarm% am,sﬁ L. /m{t ........ (z/@a{ﬁ, bmm\/z;

hal. Ao o ol o&,{am&e
‘ COMIMISSLO?
LVALD. POALED oo

ResultsPlus

Examiner Comments

Overt means 'open' not formal, whereas tacit
means 'quiet’ - that is, unspoken. Hence this is
the correct answer.

Examiner T|p

Correct key for 1 mark. 1 mark for definition. 1 mark for
illegal. 1 mark for competition policy power (10% fines).

GCE Economics 6EC03 01
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Question 3

The majority of candidates answered this question well with nearly all gaining marks for

method and/or definition of a concentration ratio.

Usually the method mark would have added value.

3 The following pie chart shows market shares in the UK grocery industry in 2009,

12.4% Other supermarkets

4.0% Waltrose._ 30.7% Tesco

8.0% Co-operative/Somerfield

11.7% Morrisons

15,9% Salnsbury's
Source: adapted from http://www tnsglobal.com/news/news-56F59E8A99CB428989E9BE66187D5792.aspx

Which of the following statements is true in the UK grocery market?
(1)

A It is monopolistically competitive {

. 23 =z
B It has a low level of concentration L7 5
@& The four firm concentration ratio is 75.6 per cent | .é‘-_,%.ﬁ‘—
B Itis perfectly competitive | 2 f;
& The three firm concentration ratio is 60.4 per cent. 6
Answer g

Explanation

\aca PO PR & tle rvevieer | slicm,  oane SYS.
_elosak competitacs. oo, TH - BDE .and. 1S AL
Tvuﬂ-r&f-orf- A s e IALNACRRLAL AN O NS
_____ ot Meace. donuneies  Nowever wet. F‘-’L\M o
I is nex £ cs tHiwe thcee qum Lenceankiay,

Examiner Comments

Total 0 + 1. 1 mark for monopoly. The ‘other supermarkets’ included in calculation.

Examiner Tip
Remember to look out for 'Others'!
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Well answered, knockout for E was often used, but it was not needed.

3 The following pie chart shows market shares in the UK grocery industry in 2009,
12,4% Other supermarkats

15.9% Saimsbury’s
Source; adapted from http://www.tnsglobal.com/news/news-56F59EBA99CB428989E9BEG6187D5792.aspx

Which of the following statements Is true in the UK grocery market?
(1)

A It is monopolistically competitive

B It has a low level of concentration

€ The four firm concentration ratio is 75.6 per cent
D Itis perfectly competitive

E The three firm concentration ratio is 60.4 per cent.

Answer C

Explanation

(3)

ResultsPlus

Examiner Comments

Total 1 + 3. 1 mark for calculation three firm concentration
ratio. 1 mark for definition. 1 mark for monopoly.
Resultst

\
£

Refer to the data. In this case noting that Tesco has a
legal monopoly is worth 1 mark.

us
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Question 4

With questions on this topic on recent papers, most candidates seem to have learnt the
importance of vertical integration, and the forwards/backwards distinction. Nearly everyone
(who answered it correctly) got ‘vertical’ and ‘backward’, often in one phrase: ‘previous
stage of production’. The third mark was often the rationale, and in particular the ‘reliable
supply’ point.

4 Reliance Industries Ltd (RIL) is an energy group which refines oil i in India,
In 2002 it merged with a crude oil extraction firm. What might be RiL's reason for this
merger?
(1)
A To gain from the benefits of horizontal integration 1

B To gain from the benefits of backward vertical integration
€ To gain from the benefits of forward vertical integration
D To gain from the benefits of conglomerate integration

E To avoid diseconomies of scale.

Answer ED

Explanation

_____ g Ot D AN AN ISR 2 ) AR AR _S). R €M)
O A S Hhad,

1 S W T oB - I W - Vo - e S2P2lnof... ot ey S

So. MMM, REEQ Y. Of. CIalot ol erchd.. Rl Shem....

<J\ﬂ ResultsPlus

Examiner Comments

Economies of scale on their own is not enough for the
rationale mark, and needs to be made relevant, for
example by referring to managerial economies.

1 mark for definition. 1 mark for rationale. 1 mark for
application to the oil industry (not that well done, but
overall this is clearly a 4/4 answer).

10
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Some still ignore the 'backwards'.

4 Reliance Industries Ltd (RIL) is an energy group which refines oil into petrol in India.
In 2002 it merged with a crude oil extraction firm. What might be RILs reason for this

merger?
(1)
A To gain from the benefits of horizontal integration
B To gain from the benefits of backward vertical integration
€ To gain from the benefits of forward vertical integration
D To gain from the benefits of conglomerate integration X
E To avoid diseconomies of scale.
Answer B
Explanation

(3)
Verhiaul L kegrasson ¥ merger bebween o fms o0 e same
indushy bub ok duffesent stages of Ao produchon. pross.
Both of thase frms are . Ghe of‘f/ezw%. indusshy. buk....
U'P{j both do dufferent bungs withu the ndushy.
S0me of the benefib of werh'cad uikegrakion inChsote
AN Lnerease. 1. eonomurs of SCake .and Q. wides acess bo.
the raw makenaks i manufackurng .

<J\ﬂ ResultsPlus

Examiner Comments
o sense of backwards. Vertical ( 1 mark).
Economies of scale not justified, but access
to raw materials is valid for a reason for the
integration (1 mark).

p :
X\ Resultslus

Examiner Tip
Use every word in the question.
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Question 5

Very few candidates gave a clear answer as to why the answer was zero. They understood
the definition of marginal costs and most explained fixed costs but answers tended to be
muddled regarding the increase in marginal costs linked to fixed costs. A top level answer
can use a diagram to show the answer in an efficient way.

5 If afirm's fixed costs increase by 20 per cent, marginal costs will increase by:
(1

A zero
B 10%
C 20%
D 100%
E 200%.

Answer /q

Explanation

| F@ad Ccosls ace Mesane 1
L M

Ty
o

L / s W ﬁ ' %s.m

};[ XP{,'('C

(3)

hane L [ wanobe ‘
f'7er rzﬁ' %%tm%ﬂf ‘4 marks)

ResultsPlus

Examiner Comments

This collects all the marks.

")\

Draw a diagram. Marking is positive, so you cannot
lose a mark. This one is very effective.

Examiner Tip

12
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Quite a few candidates got this wrong but they often picked up the two marks for definitions
of MC and fixed cost explanation. Even those who got it right often struggled to get full
marks because it was quite difficult to explain without stating the obvious. Only a handful of
answers used a numerical example properly, and many said that if dy/dQ=0 and dQ=0 then
dy/0=0 which was not rational.

5 |Ifafirm's fixed costs increase by 20 per cent, marginal costs will increase by:
(1)

Zero

A

B 10%
C 20%
D 100%
E

200%.

Answer p‘

Explanation

i’jk\.@i kc'&\') AR b-,r\: 254 Fcf_ru\l-f\ ‘Tn.odmj
_____ Qn.. &R\"R \Jm\ A fymlpg\wh - /.
______________________________________ DS Qe

__,...\&‘} . nol— E . LCCMJQ_. ( lqli_g Y T’?M-F:,nﬁn;r\gg

Examiner Comments

Count formula as definition mark - note correct use of
‘change in’ signs. Application is not correct. Knockout

does not offer valid economic analysis.
4 ResultsPlus
Examiner Tip

Knock out marks were not easy to find for this question.
There are plenty of other ways to get the marks.

GCE Economics 6EC03 01
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5 |Ifafirm’s fixed costs increase by 20 per cent, marginal costs will increase by:
M

A zero
B 10%
C 20%
D 100%
E 200%.

Answer A

Explanation

................. M M;J//WWH’%{ Mﬁﬁm"?am-
......... ’//Zd b Al ﬁi&mﬁc;{ zxymu//mfmé

................ HACs7. . lll. Al sV A .. 2 Bl ...
X /4// vl ard ud/miéf 177 ,&W”‘ﬁotalforoucstion5=4marks)

ResultsPlus

Examiner Comments

1 + 3 with key correct, definition of fixed costs,
definition of Marginal cost, link to variable costs.

14
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Question 6

Very few candidates used diagrams effectively, but using TC and TR it could be very
effective. It was challenging for students to explain in words why an increase in FC will not
influence MC. Most candidates obtained full marks by defining MC, explaining FC and giving
an example of FC.

Most candidates got this right, but there was a significant minority who didn’t, and of course
they usually ended up with no marks because it’s the sort of question where once you pick
the wrong key you tend to be going completely the wrong way. Correct answers all had
MC=MR, but often struggled after that. Very few definitions of marginal profit.

6 A profit maximising monopolist operates at the qutput level where:
(1)

average revenue equals average cost

i

A
B total revenue is at a maximum ¢
C the price is equal to the marginal cost AL

D the price is equal to the marginal revenue

E the marginal profit is zero.

Answer D

Explanation
(3)

S pm‘,,} S SORCURIFP-S YO T | FOR Y9 UR |\ Ot (@)
D T L . EUS
Vhae, atenlics. .. Omrresin o W [ R S Y'Y eam B

v N e B L L

%
Results¥lus
Examiner Comments
1 for MR = MC

Q ResultsPlus

Examiner Tip

Few relevant diagrams were given for this question.
The best answers did so good marginal analysis, but
weaker ones struggled to do anything more that.

GCE Economics 6EC03 01
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Here the knock out is wrong so earns no further marks.

6 A profit maximising monopolist operates at the output level where:
m

average revenue equals average cost
total revenue is at a maximum
the price is equal to the marginal cost

the price is equal to the marginal revenue

m o N @ >

the marginal profit is zero.

Answer Eur

Explanation

(3)
.ffﬂ‘l‘:/'! MK:_ﬂ“r."S&..‘HD‘\ e ol S A
n/s,-..rb'tb-m. L, LM B AR M—-»("‘\biuﬁi— st [
MR = Mc..
MR-Mc = 0 . . R
MR~ Mc = Precginad  peetit= O
ﬁ., s ..mfc:j e Camt S VWA oNe s ene Coevetrl

f("J"LC Ve

d;ur—(; PRVE S TP S o Abrse.i5... ttloraiiye c(?‘?aa.i.s

%
Resultstlus
Examiner Comments
1 for MC = MR. 1 for MR - MC = 0 profit.

\
OO ResultsPlus
Examiner Tip
Define MP as it is in the question.
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Question 7

Generally quite well done. Most got the key right, provided a characteristic, and then used
the lack of barriers and profit motive to get the other two marks. About half the time the
candidate spotted the right profit box, so like Q3 there were plenty of ways to get full
marks, so most good answers did so.

Many candidates understood monopolistic competition and its characteristics and most could
identify the area of supernormal profit on the diagram. They almost all recognised that new
firms would enter the market and supernormal profit would be competed away.

7 The diagram shows a firm in monopolistic competition in the short run.

Costs/ W mC
revenues
per unit

AC

Which of the following statements is true?
(m

A New firms will enter the industry in the long run

B Demand for this firm's products will increase in the long run
& Collusion will occur
_D- The supernormal profit level is NKLM

E The firm is producing where demand is price inelastic.

Answer A

Explanation
(3)

Assuaniog Pt B0 s predding ok MOE VAL

PR S\ SRR M s s @ e MR e

ek O A st.anm I o o0 S
XA regar]. . al . Heen  loe. Crnmpebes) S R

Examiner Tip

Supernormal profits = 1. Low barriers to Use the diagram.

entry = 1. Completed away = 1.

GCE Economics 6EC03 01
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D was the most common distractor.

7 The diagram shows a firm in monopolistic competition in the short run.

Costs/ w
eeeeeeee

Which of the following statements is true?
(1)

A New firms will enter the industry in the long run

B Demand for this firm's products will increase in the long run
€ Collusion will occur

D The supernormal profit level is NKLM

E The firm is producing where demand is price inelastic.

Answer D )

Explanation
(3)

menefelishe chfehhcn s Whete. (Nm 0o MGy &moll
fims wilh Qmilar produc/mm@i ol !nowledgb
.m..___lh(_s__fndoj9 Thet 0 (e low DR(110(S to Oﬂhy pd
[hé. ﬁdmhnnMM{ (s ma*be the hutk Sechen 10

Lhe foemad indushy. Supernormet prchls ooé € GowuCh (0
£ 0r Ghive. fue fo ok [ wluhy poving lod baries
to palky End i, iems mo% ontar b ikl (o Melo o
Quck firon ( 'M( nown 050 “Htpodl”

ResultsPlus

Examiner Comments

r—-\

1 mark for the definition.1 mark for the link
between low barriers and gain profits

)F ~
ResultsPlus

Having seen that D relates to MR = 0 not MC = MR,
use this in your answer.
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Question 8

Not many candidates felt confident in answering this question and tried to use the wording
in the question to form their answer - picking up on the “poor service” and “fines” without
adding a great deal more in terms of understanding. Several took it upon themselves to
attack banks in general for their “sloppy service” and unwillingness to lend money to people
who really needed it! Most got it right, but it took some creativity to get full marks. Nearly
everyone defined performance targeting as setting targets (no ‘goals’ or objectives’).

8 On 1 November 2009 a new law in the UK gave financial regulators the power to
impose fines on banks if they deliver poor service to customers. This method of
government intervention in markets is a form of:
(1)

price capping

monitoring of prices

A
B
C public private partnership
D competitive tendering

E

performance targeting.

Answer b

Explanation

(3)

Ahin b a 4O Op Qe Wianic .\f_-\'-'_v_)u,im),_("» __.WL“ quludoly
. .'\f.“'uw.e.h K UK fju”“‘-‘“m AN War Yo (e on
a0y ounty. Yottt \ttenial teduos . bt 00 8.
Mnchead M powedoeet wd\ b able Yo Yan Y Yoes Yo
M. 00 as \\am PONLiA "J(“\j LIl \puxth ol
ms\w {uts,

Examiner Comments

1 mark for correct key. No marks for

explanation. Does not respond to the question.
4 ResultsPlus
Examiner Tip

Knock out the obviously wrong responses, saying 'it's
not A because ...".

GCE Economics 6EC03 01
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Better answers explained the deterrent effect of fines, or some other function of a fine.

8 On 1 November 2009 a new law in the UK gave financial regulators the power to
impose fines on banks if they deliver poor service to customers. This method of
government intervention in markets is a form of:
(m

price capping
monitoring of prices
public private partnership

competitive tendering

m o N @ >»

performance targeting.

Answer E

Explanation
(3)

...... = ﬁ.cﬁoJAJors‘Se,e,kbm;M;cu mnsum..‘...u,.n_(( (8.

_______________ - Pes Fo:ma.nc.c. \r‘uﬁdr Mmjklr be. o cecleve. kss ”«.n.v\
............ Smmmplﬁ.u\bg— obherwisd. }'Ls..t..ul will ke FMM

<J\ﬂ ResultsPlus

Examiner Comments

Key =1
customer welfare/ role of regulator =1
fines an incentive =1

eg of performance target/ improving quality =1
4 ResultsPlus
Examiner Tip

Explain all the elements of the question that you refer to.
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Question 9 (a)

Well answered by most. There is a clear understanding by candidates (from previous
sessions) that 2 marks are allocated for data reference/application. Generally good

understanding shown of patents and the reasons for their use. Most linked to material in the

question but a significant number did not apply the theory to the case study.
{a) With reference to Extract 1, explain why governments allow patents to be granted.
(4)
Grostaan mAts o (Lew {"“-‘:"’*5 e be &C-PJG'-‘\ Lotk — .
reah s o€ met\hj IAVeshpets  ra costot A e,
e ‘&
Of. s fegam—ch foc. exatle by .aa-%c_;: Rech/tt
Besghiser - potert  doc mbyesttm ~tdicue M is.
her [/F&{j A f—‘[f‘é f’k o AL i ves b e
) > [ts [nddsesgron pnedicire.
Nf. . pmece. . .. feseerch WHCA . s o ULSLL'&L\ S
eXienad. LGN At

ResultsPlus

Examiner Comments

2 marks for theory, 1 promotes investment, 1 reap
the benefits of this research, 2 ap, 1 RB will be able
to invest in research & 1 very high external benefits.

\

Examiner Tip

Note that the application can be in any form - initially use the
extract, but then there is scope to relate the answer to other
parts of the specification, and in this unique case, Unit 1.

GCE Economics 6EC03 01
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Most of the theory as well as the application marks are in the data provided.

(a) With reference to Extract 1, explain why governments allow patents to be granted.
(4)

R paseat s wKI(Cathor  pums m g pdushy. cant (a0
e product oc Mo formefa o o pedlt. Loc. mank

e YOS, pact @Y. op owmdl 2O fERA. Aglec.. [4as. Py,
(ar. (Opy. T  produd . S
Covecamont Qlloey Mose  as. (F (s exhemddy  experyie FO.
pond o (€ seacd asd docclopmert. o, produck, Such.as.

o dicndd. ggd.ucﬁs Lot L, S6. fUmS.....cad.. M@n b

L encou@x S gomS Ad acls  ab aa A n'ﬁff ;;
: o : .

k. pmore  anovahye | benefh/p Tho pIOIT c At bo

m o€ (‘ﬁ‘riwdﬁ 515009;.

g\;Z ResultsPlus

Examiner Comments

2 marks for theory, 1 cannot copy (barrier to
entry), 1 timeframe, 1 ap (brief mention of
medicine and research and development).

Results!

Examiner Tip

Perhaps the television programme "Dragons' Den"
helps the average candidate know about patents?
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Question 9 (b)

The most popular economic effects were the fall of prices and increased choice. A lot of
answers included possible reduction in quality. Other economic effects were rarely seen.
NHS was rarely mentioned as a customer, other than when quoting from the text the £40
million could have been saved. Most candidates did not allow for the special nature of
medication as a product when looking at the issue of quality. Instead they discussed it as

if it was any other product bought in the open market. Few mentioned wider implications
and consequences of the government saving the money and spending it on something else.

Most candidates could pick up a couple of points (usually lower prices and increased choice).

Evaluation was obviously not so common, but the better candidates found it quite easy. On
balance, this question was a bit easier than 10b because in the latter they were required
to discuss just one point. It's much easier to do two points less well. Also, it's easier to
evaluate two points rather than one.

GCE Economics 6EC03 01
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(b) Assess the economic effects on consumers of increased competition from generic
(unbranded) products within the healthcare market,

U U
CHovuror e e bumas \Mumm wsts oM

wuwu Sh;rAM\ T quumy _____
g |

W . ol

Examiner Comments
AA - 3, EV - 4, 2 marks for lower price point, 1 mark for ID of
choice point, 3EV (2 for quality issues in paragraph two with a further
evaluation mark added to this in paragraph four) & 1EV for retaliation.

\
OO "\ ResultsPlus
Examiner Tip

Evaluation is 50% of the marks for all questions apart from the 4-markers.

24
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Most candidates were able to present satisfactory arguments and evaluate them - the
better candidates making arguments about allocative efficiency and consumer surplus. Only
the very best candidates thought explicitly to separate the UK market into the prescription
and the OTC markets, two markets where some of the arguments (e.g. about the strength
of brand names) would be different.

(b) Assess the economic effects on consumers of increased competition from generic
(unbranded) products within the healthcare market.
(8)

InCreased. compelahon fom %,Qr\ﬂ!""— produ.cb w‘d:huh the

ﬁmﬂg ther@ wowld be Mo consumer chei, before when
Grawiscon Advan® was the only medeane thax dodon
cowd br pesariotr PRSI whan ey lookad fBrihe
on %m ol procuutk, consumen wee Wmibed and had no Cheice
buk te buy (raviscon Adwana. (Wkh viseased compeshon,
Ehay wou. howe o range of cleffesent produch ko choose fom with

rangmﬁ PO
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Examiner Comments

Examiner Tip

KAA - 4, EV - 2, 2 marks for the choice
point, 2 marks for the lower price point.
One good evaluation point on the effect on
quality. No second EV point.

There is also an understanding of increased
competition, but KAA is limited to 4 marks.
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Question 9 (c)

Many included patent law as one of government competition policies. Very popular were
price capping (of only marginal relevance), nationalisation, subsidies to start-ups, taxation...
but also the 25% market share limit and collusion investigations which at least had some
validity. Most answers included an explicit definition of competition policy. There was not
much evidence of understanding the exact distinct roles and powers of CC and OFT. The
fines for price fixing and predatory pricing were seen often.

Weaker responses tended to describe institutions and their procedures - and, sometimes,
case studies — without actually evaluating the success of government policy in promoting
competition between firms. Amongst these, a large proportion wanted to write about price-
capping often appearing ignorant of the natural monopoly context in which regulators apply
such devices as a proxy for competition. Many candidates failed to understand the ploy by
which RB had successfully denied the NHS the benefit of generic versions of Gaviscon for

8 years, but some of the better candidates were able to use the case study appropriately

in their evaluation of policy success (although none actually compared the potential size of
the fine with the alleged £40m benefit to RB of the ploy). A surprising number of candidates
seemed to calculate 10% of £7.78bn as £80m - a misreading of ‘80%’ in the next paragraph
one wonders.

It was not uncommon for candidates to misread the data and to assert that the OFT had
fined RB 10% of £7.78bn or had prevented the T-Mobile/Orange merger — both assertions
falsified by actual events after the piece was written. Sometimes, it was not clear whether
a candidate was, in fact, writing with knowledge of the outcome of the OFT investigation
into the Gaviscon case (but none cited the £10.2m fine actually imposed). Very few
candidates failed to refer to the data or to their own knowledge and suffered the resulting
4/6 kaa mark cap. A number of candidates were able to draw convincingly on their own
knowledge of case studies. Case studies involved mainly Gaviscon patent situation and the
banking charges failure. Other case studies, i.e. of their own choice, were only seen few
times.

26
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*(c) With reference to the information provided and your own knowledge, to
what extent is the government’s competition policy successful in promoting
competition between firms?
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Examiner Comments

5 KAA, 5 EV, 1 for Role of competition policy, 2 for
deter anti-competitive behaviour, 2 for success of
10% fines, 2 EV for regulatory capture, 1 EV for
risk of failure (also 1 EV for difficult to prove), 2 EV
for whether the fine is big enough.

ResultsPlus

Examiner Tip

You are required to use the information provided AND
your own knowledge. So you will have to know of
some real life examples.
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Average to

weaker candidates saw the question as an excuse to show off everything they

knew about CP without addressing the point on its success. Even the stronger candidates
tended to stray away from the concept of success/failure.

,
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*(c) With reference to the information provided and your own knowledge, to
what extent is the government’s competition policy successful in promoting

competition between firms?
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4 KAA, 2 for colluding/face large fines, 2 for
increasingly aggressive interventions for fear

of fines, 2EV, 2 for if large enough might not
consider the fine.

us

Examiner Comments

As usual on the DR questions, evaluation was not
extensive and rarely stretched to 6 marks.
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Question 9 (d)

*(d) To what extent does the threat of competition affect a firm’s behaviour? Answer

either with reference to the healthcare product industry or to an industry of your
choice.

(16)
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~ (Total for Question 9 = 40 marks)

g\ﬂ Resultslus

Examiner Comments
KAA - 8, EV - 8, Excellent answer. KAA points include
R&D/innovation, advertising and predatory pricing.
EV points include the problems of advertising,
the long run implications of predatory pricing and
the issue of firms NOT reacting to the threat of
competition.
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*(d) To what extent does the threat of competition affect a firm’s behaviour? Answer
either with reference to the healthcare product industry or to an industry of your
choice.

(16)
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Examiner Comments

KAA - 4, EV - 5, 2 marks for the lower price point (repetition at the end). 2
marks for the increased efficiency/quality point. 2EV for the collusion point.
2EV for the loyalty point. 1EV for the long run effects at the end.
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Question 10 (a)

Although some of the candidates found the diagram difficult, the explanation marks were
easy! Most got the non-diagram marks and then the diagrams were variable. The majority
of candidates were able to present an appropriate diagram and related it to the summer
market for chocolate - although a few did fail to take account of the fact that there were
application marks on offer here. A disappointing number, however, were unable to illustrate
the loss area required - some of these even showing a profit — whilst not a few candidates
seemed unable to present an appropriate diagram at all.

(a) Using an appropriate cost and revenue diagram, show why ‘Thorntons usually
records a loss in the second half of the year’ (Extract 1, lines 8-9),

(4)

/ﬁtd Deirey ng. onlu eniaking, fekanor WW@
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alse.. Yl Jlmm MR P ML, The WWOF&!UMQJDQ;*PY& |
&WS From P10 0, Ins sitvotion,, Guerage dotat cosks

AC

A,

ResultsPlus

Examiner Comments

demand falls =1
Nno reason given
Diagram shows AR and MR shift = 1

Examiner Tip

Some diagrams were very hard to read - and it
would be good to have all diagrams with the MC
curve cutting the AC curve at its minimum.
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Here's how to get full marks. You don't need to write too much. Accurate diagrams are the

key.

i@ Using an appropriate cost and revenue diagram, show why ‘Thorntons usually
records a loss in the second half of the year’ (Extract 1, lines 8-9).
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ResultsPlus

Examiner Comments

Fall in demand = 1, reason = 1,
diagram shift = 1, area of loss = 1.

ResultsP
Examiner Tip

Use a different angle for shading the profit and loss, if
you are going to shade both.
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Question 10 (b)

A number of candidates were able to examine and evaluate a factor fully. Cost was the
most popular factor to examine and evaluate. Contrastingly, others looked at the possibility
of price discrimination usually choosing to illustrate the arguments with diagrams - although
not a few attempts at such diagrams were flawed (typically with regard to output levels
and/or profit areas).

There was a sloppy tendency (for which no penalty as such in the mark scheme) when
writing about price discrimination to use the terms ‘price-elastic’ and ‘price inelastic’
instead of ‘more price-elastic’ and ‘less price-elastic’: MC would have to be negative for
a profit-maximiser to price a product at a price-inelastic point on the demand curve. A few
candidates failed to observe the ‘one’ in bold type - and at some opportunity cost in their
answers. Note a few candidates failed to offer anything for evaluation marks.

Some candidates misinterpreted the question and/or Extract 1, and attempted
inappropriately to compare supermarkets with the Thorntons website. A lot of candidates
gave two reasons instead of one. The main reasons mentioned were costs differences but
also the price discrimination with price elasticities. Only several answers included a not very
good price discrimination diagram.

38
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(b) Examine one reason why Thorntons is likely to sell its chocolates at a higher price
in its retail shops than through its website.
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3KAA, 1 for cost differences, 1 for application to retail markets, 1

for application to online markets, 2 EV, 1EV for ‘except packaging
and production.” 1EV for long term changes in behaviour because

of price differences.

Examiner Comments

The evaluation for this question was not well done and few gained
more than 2 marks. The aim is to go deeper in your evaluation.

) ~
ResultsPlus

Examiner Tip

GCE Economics 6EC03 01

39



Similar in fairness to Q9b, except the ‘one reason’ constraint. Not that many PD diagrams
and often done incorrectly, as here. Often the evaluation was missing; because they had
got to the end of the page with the (overly big) diagram and so assumed they had written
enough!
(b) Examine one reason why Thorntons is likely to sell its chocolates at a higher price
in its retail shops than through its website,
(8)
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Examiner Comments

<J\ﬂ Lo Wil Theters anel . (edbany i P mnsia .
w ResultsPlus

4KAA, 2 diagram (incorrect labelling profit areas, no labelling of output or price) BOD, 2 price
discrimination (2 conditions) + application PEDs in diagram, 1EV There might be changes in the long run.

ResultsP

us
Examiner Tip
Those that attempted EV found it quite easy, although as it was discussion on
just one factor, perhaps a little harder than in 9b to get two good EV points.

40 GCE Economics 6EC03 01



Question 10 (c)

A common mistake was to refer to the merger between Kraft and Cadbury rather than a
further policy after the merger took place, or a payoff matrix between Kraft and Cadbury
(not Mars). Most payoff matrices were correctly applied and included a dominant strategy
with clear strategies labelled. Best answers included a payoff matrix and the use of a kinked
demand curve to explain why pricing strategies are less likely to occur.

Further comments:

The concept of market share was generally not understood - let alone any distinction as to
whether share by volume or share by value. In effect, most candidates wrote about sales
revenue, and, fortunately, the mark scheme was generous in this respect.

One or two candidates mistakenly wrote about boosting quoted stock prices.

Only a very small number of candidates recognised that, if firms in collusion (or in a price
war) increase (or decrease) their sales revenue by the same proportion, then their market
shares vis-a-vis each other do not change.

Some candidates recognised that it is unlikely that Kraft and Mars would be the only players
in any market. Hershey and Thorntons did get the odd mention, but Nestle none at all.

10c was a question where most of the candidates had the required knowledge of Economics
but many struggled to put it together into a coherently argued piece.

In this respect, the strongest candidates tended to begin with possible pricing strategies and
then to evaluate their use with game theory before moving on to non-price strategies.

A number of candidates began with game theory and identified collusion as the optimum
pricing strategy but made no link with market share. Only a firm facing a less price-elastic
demand for its brands than its competitors faced for theirs would gain market share (by
value) by colluding with them to raise price.

When candidates considered price-elasticity of demand, they tended not to distinguish
between the price-elasticity of demand for equivalent chocolate products and the price-
elasticity of demand for a particular brand name.

A number of candidates described at length the different markets in which Kraft, Cadbury
and Mars dominated coupled with an assertion sometimes backed by argument as to how
this would increase Kraft's share in competition with Mars.

Only a few candidates suffered a 4/6 KAA cap for failing to refer to game theory. The most
popular reference to game theory involved a pay-off matrix. These were often well applied
and explained, but some were inherently flawed whilst others seemed to be to be verbatim
reproductions of exemplar material barely related to the context in question and/or without
an explanation in answer to the question.

More than one candidate wrote about a firm called Mars.Refer (sic)! Perhaps the dot.com
revolution has something to answer for here.

This question was similar to Q9d, although the Game Theory element gave the candidates
something on which to *hang’ their answer. Some candidates had clearly prepared a matrix
for this question; the weaker candidates stuck in down and struggled to use it well in terms
of the question; the better candidates wove it well into their analysis and got 6 KAA easily
(and then went on to advertising, etc., without getting further KAA marks). Evaluation was
better than in most questions as there was lots to say about the problems within the Game
Theory set up (although that was often part of the GT analysis rather than separate EV) and
it was easy to evaluate the other points. In fact, often the 12/12 answers did struggle with
GT but picked up the EV marks criticising the other points made.
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*(c) Assess how the newly combined Kraft and Cadbury food company could increase
its share of the chocolate market in competition with Mars. Refer tggametheory =
in your answer.

(12)
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Examiner Comments

ere are a large number like this. They concentrate
on who has large market share and where, they don‘t
really get down to ‘ways to increase market share’.
2KAA - 2 for combined firm might be more competitive
which may result in reduced cost and synergies. 4EV -
2 for clash of cultures, lack of synergies & 2 for deal is
financed by debt.

gp\z ResultsPlus

r—re:
/| ResultsPlus

Examiner Tip
Use a pay-off matrix in the context of the question.
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A lot of pay-off matrices were seen but the comments on them were poor in most cases.
Most understood that the price was would lead to mutual destruction and that collusion is
more likely. The main way the newly combined company was going to increase the market
share was by taking advantage of each other’s respective markets. This sometimes led to
confused discussion half way through. Non-price competition was popular.

*(c) Assess how the newly combined Kraft and Cadbury food company could increase
its share of the chocolate market in competition with Mars. Refer to game theory
in your answer,
(12)
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ResultsPlus

Examiner Comments

Game theory and price competition =5 (3+2), non price =2, Max 6KAA marks awarded.
EV 6 (Max), debt issues =2, brand loyalty =2, cost of advertlsing =2. There are more
evaluation points if needeg but just award the best three.

O ResultsPlus

Examiner Tip

Best answers included the clash of cultures, the cost of financing
the debt and the legal consequences of collusion in evaluation.

GCE Economics 6EC03 01




Question 10 (d)

This question was answered very well. EOS were the main factors, especially marketing and
management EOS. Good efforts were made to define allocative and productive efficiencies.
On the other side, DOS and the lack of synergy whilst quoting the extract were the main
ways to evaluate. X inefficiency was seen in few answers. Overall the provided information
was used well here.

There was a pleasing number of candidates who were able to write well, often with
appropriate diagrams, about different kinds of economic efficiency although weaker
candidates would sometimes muddle the definitions of each and a few mistakenly
interpreted the question as asking whether the merger would prove profitable for Kraft. A
few candidates failed to refer to the data and suffered a kaa cap of 6/8. Many candidates
referred to the minimum efficient scale of output in their answers but few understood the
concept properly the others seeming to believe that to produce any quantity above this
output immediately involved rising unit costs. It was good to see some candidates showing
an understanding that economies and diseconomies of scale (caused as they are by two
quite different sets of factors) can both occur simultaneously and that the issue is which
at any level of expansion is the greater. Only a few candidates had allowed themselves too
little time for this 16-mark last question.

1. There was a pleasing humber of candidates who were able to write well, often with
appropriate diagrams, about different kinds of economic efficiency although weaker
candidates would sometimes muddle the definitions of each and a few mistakenly
interpreted the question as asking whether the merger would prove profitable for Kraft.-

2. A few candidates failed to refer to the data and suffered a kaa cap of 6/8.-

3. Many candidates referred to the minimum efficient scale of output in their answers but
few understood the concept properly the others seeming to believe that that to produce any
quantity above this output immediately involved rising unit costs. -

4. It was good to see the odd candidate showing an understanding that economies and
diseconomies of scale (caused as they are by two quite different sets of factors) can both
occur simultaneously and that the issue is which at any level of expansion is the greater.:

5. Only a few candidates had allowed themselves too little time for this 16-mark last
question.

46

GCE Economics 6EC03 01




*(d) With reference to the information provided, evaluate whether Kraft's takeover of
Cadbury is likely to increase economic efficiency. —
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Examiner Comments

5KAA, 1 id of EoS , 1 definition (below the diagram), 2 bulk buying EoS, 1 marketing EoS, 2EV -

1EV synergy (conflicting workforces) & 1EV effecting quality of goods (but not linked to efficiency).
ResultsPlus

O
Examiner Tip

A fairly easy question but as well as "economies of scale" there were quite a few other
points from the text, so basically quite easy to get 8 KAA. The evaluation was reasonable
as well, although the weaker candidates always struggle to get 4 EV points out.
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A good response here.

*(d) With reference to the information provided, evaluate whether Kraft's takeover of
Cadbury is likely to increase economic efficiency.

(16)
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7KAA - 1 identification productive and allocative
efficiency, 2 EoS, 2 synegies& 2 consideration allocative
efficiency/new products, more chose. 7EV - 1EV job

insecurity, 2EV DoS, 2EV reference to minimum efficient
scale & 2EV divorce of control and ownership.

Zﬁ ResultsPlus

Examiner Tip

Economic efficiency was usually referred to in terms
of allocative, productive and dynamic efficiency. The
question was accessible to many candidates since
the extract provided guidance on some ways in which
efficiency could be gained.

Paper Summary

Although an intellectually stimulating paper, most notably on the Supported Choice
Questions, it was a very effective discriminator. Questions were perceived as 'new' although
many had been adapted from very old sources.
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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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