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Introduction

The June 2014 6EC03/01 Business Economics and Economic Efficiency exam was the
penultimate paper in the 2008 Specification, and it followed the same patterns and
expectations as in recent papers. Students did not face any particular problems and most
could complete the paper in the time available. There were very few rubric errors, and most
students have grasped the exam technique that is expected. The standard of language

and understanding were high, and the students had been prepared well for the paper, but
there were many problems with illegibility of handwriting and the increased use of pens
which showed through to the reverse side of the exam paper making them very hard to
read. There were no reported errors on the paper, and the rubric was adhered to by almost
all candidates. The main comments from the team leaders were that students that use
standard theory and apply it to the context given can earn the marks efficiently. There is
not a great deal of asymmetric information when it comes to what the students know and
what the examiner is looking for.

The most popular optional question was 9 over question 10 by a ratio of 2:1. This proved
to be a centre specific choice, however, as revealed on the scripts which went onto extra
pages, and those centres which were well rehearsed on price discrimination were strongly in
favour of question 10, and a good knowledge of the theory and evaluation on specific areas
helped candidates to perform well.

The mean at 52.4 was up 5.7 raw marks on June 2013 (46.7). The two main explanations
for the rise in the mean are that there was no January 2014 exam for England and Wales.
In previous years more than half of the entries were in January, and the percentage
retaking in the June session was high (approximately 20%). In this session the number of
retakes was below 1%. The second explanation is that the supported choice questions were
far more accessible than in June 2013 and June 2012, with a mean of above 3 out of 4 on
all but two questions, and on these the mean was almost 3.

The standard deviation of the paper fell by 1.4 to 10.4. This may be explained largely

by the relative accessibility of the supported choice questions, and also the lack of a ‘tail’
on the 16 mark questions. Most students could perform well on the high mark-based
questions, meaning that there was not the usual spread of marks at the bottom end of the
range. This reasoning explains the significant rise in the E grade from 27 in June 2013 to
34 in June 2014.

In terms of context the paper was extremely accessible with some observant and interesting
answers being given. There was much evidence of past papers being used as a guide,

and many very informed answers on PFI (question 8) and patents (9(b)) were particularly
well answered by those who had prepared rigorously. There were no questions explicitly
demanding game theory, but many students used this effectively in their extended answers.
The mean mark on the supported choice was higher than at any other time on the 2008
Spec., with a mean score per question of over 3 out of 4 marks.
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Question 1

The opening question on integration was clearly liked by candidates, although a significant
number of candidates did select C (forward vertical merger).

Mean score out of a total of 4 marks 3.18
Standard deviation based on 4 marks 1.21

Some candidates chose A, because both firms are involved in production involving milk,
but the careful reading of question and basic understanding of the fundamental area of the
specification did obviate most problems on this question.

The misapprehension seems to have arisen from the word 'seller' in the description of
Proper Welsh Milk, as these candidates thought that any seller must be a retailer, i.e. stage
of production immediately before the consumer, rather than a primary product producer. It
is important to observe that on a paper entitled Business Economics the centrality of the
concept of inter-business trade.

1 Dairy Crest Group Is a British food producer which uses a large amount of milk in
its production processes to make dairy products, In March 2013, Dairy Crest Group
bought Proper Welsh Milk, a firm which specialises in selling fresh milk. This takeover
could lead to advantages of
(1)

horizontal integration
backward vertical integration

A

B

C forward vertical integration
D conglomerate integration
E

external economies of scale

C

Explanation

Answer

(3)

A
Plus Q ResultsPlus
Examiner Tip

Examiner Comments

Here the score is 0 + 1, for the sense For a second mark the answer could
of vertical integration only. have knocked out A or D with this level
of understanding of the question.
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The most secure way to score a third mark was to explain a benefit of the merger to Dairy
Crest Group, for example that they could gain secure control of milk supplies, or cut the

cost of milk.

1

Dairy Crest Group is a British food producer which uses a large amount of milk in

its production processes to make dairy products. In March 2013, Dairy Crest Group
bought Proper Welsh Milk, a firm which specialises in selling fresh milk. This takeover
could lead to advantages of

{1
horizontal integration

backward vertical integration

A

B

C forward vertical integration
D conglomerate integration
E

external economies of scale

Answer E

Explanation
(3)

BerctusCd ol AMA, UMM ... 1. IO CL. U COUGRD... AT, QLARERA.....
oo ok )5 A8 tleser YR e (A 00ouenods.  CF Be fDdM o, ............
Dawny st gooag. woutd. peod by bauaey... o0, o) el oteo......
PO 0SS, Qe CON. PIAts. SotesSs. dod.... et w0 loany ...
TR S o T2 S | 17 V0 RO,

g’ﬁmt n:!’f Mow. g0l M on. FTCLIS.. ARGE. ..

N—

ResultsPlus

Examiner Comments

A good answer, efficiently picking up 1 + 3 marks.

M. (S (Al s ko

A
@ ResultsPlus
Examiner Tip

Many candidates were able to secure knock-out marks through
giving correct definitions of horizontal (A) and conglomerate
(D) mergers, but it should be observed that knock out marks
are only awarded if they offer new economic analysis, and they
are never earned for simply reversing a key.

GCE Economics 6EC03 01
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Question 2

Candidates who chose the correct key were generally able to secure two explanation marks
by giving a characteristic of perfect competition, and by drawing a diagram for a firm,
illustrating a perfectly elastic demand/AR/MR curve. Very few mistook the market structure,
and almost all could give at least one characteristic of the model, although many wasted
time by writing everything they knew.

Mean score out of a total of 4 marks 3.16
Standard deviation based on 4 marks 1.03

Many drew a short run diagram for one firm, which was a good way to start the question.

2 Acherry grower finds it impossible to influence the market price of her produce.
Which of the following conditions would most clearly indicate that she operates in a
perfectly competitive market?
(1)

A 5She produces at an output at which marginal cost is less than marginal revenue X
B Marginal cost is equal to total cost at every level of output D4

€ Marginal cost is equal to average cost at every level of output o

D She produces at the same output in the short run as in the long run ol

E Average revenue equals marginal revenue at every level of output /
Answer

Explanation

{3)
ST LT lﬁclus"‘f‘jsla“mj . homegensas paduch Thew  fomr
5 - anh\m(& e
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ﬁ ResultsPlus

Examiner Comments

This candidate crossed out the long run diagram, which
could have earned another mark. This gets 1 + 2, for the
characteristics of perfect competition (1) and the diagram
showing the horizontal AR=MR.

A\
Q ResultsP
Examiner Tip

It's best to draw a diagram showing the firm and the
industry as a whole, with the changes that occur in the
long run.

us

A small number of candidates also drew an industry diagram showing how the price was
set, and this was an effective way to show the changes in the long run (and thereby also a
knockout of D). Candidates found it difficult to secure knock-out marks for this question.
The most popular option to attempt to knock-out was D, but explanations for this tended to
be incomplete, and often assumed that firm output would be lower in the SR than in the LR,
when it could be lower or higher, depending on whether the firm was earning SNP or a loss
in the SR. A minority of candidates earned an application mark by, for example, explaining
the homogenous nature of cherries, for example saying that the cherry seller might not be
able to identify her own cherries if brought back to the market.

GCE Economics 6EC03 01
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<D/ Resultslus

perfectly competitive market?

m Qo N @ B

Answer C

Explanation

\N-N UB\‘D
?agm <m""fﬁj'jjﬂjfﬁ

C@Wﬂw hon. .
/

2 A cherry grower finds it impossible to influence the market price of her produce.
Which of the following conditions would most clearly indicate that she operates in a

She produces at an output at which marginal cost is less than marginal revenue
Marginal cost is equal to total cost at every level of output

Marginal cost is equal to average cost at every level of output

She produces at the same output in the short run as in the long run

Average revenue equals marginal revenue at every level of output

(m

(3)

hdn 15 toangsied  (obhere Yherf G*’"
a5 sf sz bo ey csnch SUAAES  odh Wi anr}n.c,hf
lf\wamftr:kjf . wcrﬁ D beeriens R evxhb ol enis....

Neok M Sy NGTWM {)(L:Wf AS._ DAGeAe  un {)Q{S&Q}‘,
Qunh. MC <MK .=

= Sepemeraed

B AT

Examiner Comments

This diagram is not adequate as there is no
AR extrapolated and indeed AS and AD are
used rather than S and D. The key chosen is
incorrect, showing real misunderstanding.

@ ResultsPlus

Examiner Tip

Make sure the knockout gives some precise

economics, not vague use of terms as in the
example here. This just earns 0 + 1 for the

characteristics of perfect competition only.
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Question 3

Candidates found this a slightly more challenging question, both in terms of selecting the
correct key, and gaining explanation marks, although there was a great deal of interest in
talking about football and share prices.

This is a good example of how to score the marks.

3 The management at a famous football club aim to promote the firm's success in
matches as their primary objective. The firm's shareholders indicate at a meeting that
they will accept low dividends on their shares on the condition that the club invests
in new players. This indicates that the
m

management is aiming for short-term gains in share prices

management is profit satisficing

A
B
! € management is profit maximising in the short run
D firm cannot make supernormal profits in the long run
E

average variable cost of players is equal to the marginal revenue gained from
their employment

Answer % *

Explanation
(3)

?ox.:;,é,wb\‘ "j\m.@u\ NN mmmm‘@
\‘?qut.;k&-‘i}}xt\ p N < O '&Q\\)ﬁs&ﬂ&_‘._.i_ht& ____________ b T\ Ly SR

NS RRERL.. m \".im&ﬁ#-‘ . t\x-k.x BTN S N & ‘\1}5..,

@ ResultsPlus

Examiner Tip

Examiner Comments

Explanations of profit satisficing were

Pursue other objectives -1 saying simply that it meant that firms
did not profit maximise, rather than
referring to the level of profits which
would be minimally acceptable to
1+3 shareholders. This is @ much more
effective way to achieve two marks in
just one sentence at the outset.

Knock out of C with explanation - profit maximisation
raises share prices/new players will eat into profits - 1

Just enough to keep shareholders happy - 1 often too vague to be awarded a mark,

GCE Economics 6EC03 01

9



10

Very few candidates seemed to be familiar with the ideas of the principal-agent problem,
or the divorce of ownership and control which leads to it. In terms of achieving knock-out
marks, candidates found it very challenging to explain the expected relationship between

dividends and share price when trying to knock-out option A.

3 The management at a famous football club aim to promote the firm's success in
matches as their primary objective, The firm's shareholders indicate at a meeting that
they will accept low dividends on their shares on the condition that the club invests

in new players, This indicates that the

Neneie | Caans K

(1)
A management is aiming for short-term gains in share prices
B management is profit satisficing
C management is profit maximising in the short run
D firm cannot make supernormal profits in the long run
E average variable cost of players is equal to the marginal revenue gained from
their employment
e e VoAa\R a3 - ol cod  Aha
Answer | g S Vo es  OJ o HQ PSR o Y
. Oaxrqul
Explanation ¥ MNiwed cony
. - . Coxx Adoesng (3)
& Progny SV 3K RN - eoACER ek d\r-qc"-\_.‘.:, wan Yan E-...LJ:-(-_.“
Qﬂf{’-’ A . NI 6&. o ‘r% e m&m«c:}et\ﬂi}sﬂ e
S
PR Liten.  Eeoesaldess. .. hg.gpu..h,m B
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<d\ Hved Cody OF bﬂht:_?
ResultsPlus

Examiner Comments

This answer gives over too much to
definitions and knockouts, with a
maximum of 0+2 marks because the key
is incorrect.

GCE Economics 6EC03 01
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Q ResultsPlus

Examiner Tip

A diagram is often the most effective way to pick up
marks, and the space does not have to be filled with
text. There is usually a maximum of one mark for a
definition.




Question 4

This question was well answered, as candidates were able to earn marks for giving the
condition for sales maximisation and for illustrating this on a costs/revenue diagram, even if
they could not complete all three columns correctly.

AR was the column most often completed correctly, while TC proved more challenging.
Candidates should remember that they can take a calculator into the exam, as a notable
number did seem to struggle with the long division calculation that didn't result in a whole
number result.

4 The table gives weekly information about the possible short run output, costs and
revenue of a firm making military equipment. Some cells have been left blank for
your own workings.
Output per Total Average Total cost | Average cost Marginal
week revenue revenue (Emillions) (Emillions) cost
(Emillions) (Emillions) (Emillions)
0 0 - 10 - -
1 40 40 25 15
2 60 9
3 78 18
4 96 44
5 105 54
Which level of weekly output would mean that the firm is sales maximising?
(1)
A
B 2
Cc 3
D 4
E 5
Answer Q
Explanation
(3)

o Ry e W A Y- e P PR, > S PW AN s S

r'- r -11 /
i ahns . et l  a  cnd oA oo i et 0 e R Ot ®

”

<d\ A
ResuitsP 2@ sultsP

Examiner Comments

Very few entered no numbers at all in the
table as seen here, there is no negative
marking if the numbers are wrong, so an
attempt should always be made.

This was one of the few answers that scored
zero. Note that the definition of sales
maximisation does not have the sense of a
normal profit constraint.
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Most candidates correctly calculated the Average Revenue column of the table and full
marks were often obtained by completing the table alone. This was a high scoring question.

4 The table gives weekly information about the possible short run output, costs and

revenue of a firm making military equipment. Some cells have been left blank for

your own workings. < C'\' FLAVC ﬂf’& g_‘i’_{%a
Output per Total Average Total cost | Average cost Marginal
week revenue revenue (Emillions) (Emillions) cost
(Emillions) (Emillions) (Emillions)
0 0 - 10 - -
1 40 40 25 25 15
2 60 30 34 | 9
3 78 76 52 | 7. 2 18
4 % 24 96 24 a4
5 105 21 HO e 54

Which level of weekly output would mean that the firm is sales maximising?

e A

m g N @ »
T I N

Answer D

Explanation
. (3)

%6 o 1S .’1‘[': !Hz
hich IS ok ol of 4ufs.

............ ﬁmsﬁf_._.frfu’,:,f[’fy
Tl (eSk T P +%c

aﬂe (hr "1{/{9 _
Va2 555

ResultsPlus Q ResultsPlus

. Examiner Tip
Examiner Comments

Identification of sales maximisation as AC=AR gained
one mark for the majority of students whichever key
was selected.

143 scored on the first page alone.
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Question 5

The majority of candidates were able to select the correct key, and offer some definition of
oligopoly and/or explain that firms were interdependent in oligopoly. An effective approach
was to draw and explain the rationale behind the kinked demand curve, although this is just
one of many possible models to use. Doing so provided candidates with a useful framework
for their responses, as otherwise many candidates referred simply to other firms 'changing’
(or not changing) their prices when one firm 'changed' their price; this was obviously
insufficient, as the asymmetric responses of competitors is the basis of the kinked demand
curve.

Most candidates started off with a description of oligopoly and included the interdependence
trait to gain two marks. An explicit knockout of Option E gave the third mark although a
correctly labelled kinked demand curve or pay off matrix was also used to gain full marks,
as seen here. Very few candidates selected an incorrect option.

5 Supermarkets selling freshly baked bread are operating in an oligopoly. They tend to
keep prices stable for a popular, frequently compared product, an 800 gram white
loaf. One reason for this might be
(1)

A supermarkets know that the pricing decisions of one supermarket will impact on
those of other supermarkets

supermarkets are independent and base their prices on costs alone
there is heavy regulation in the industry to prevent tacit collusion

supermarkets are unable to engage in non-price competition

m O N @

if prices were cut by one supermarket then the others would leave prices
unchanged

Answer P\ t

Explanation

(3)
AN cfuﬂcpch., DAL D, atre . feua. FO0As. .. ACOALAGIE., Mad... MDOALY. .

Do contoIA M. LIIAD A8 AR O

T 00 Q%%WMMWWBD

Hus ()

Examiner Comments O

Examiner Tip

Kinked demand curves - even very simple ones
such as this - can illustrate the sticky prices
effectively.

Labelling the elastic and inelastic parts of the
demand curve is very effective.

GCE Economics 6EC03 01
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A few answers were based on the choice C. The question seemed to confuse candidates in

the use of the negative 'prevent’, and there was clearly a belief by some that the concept of
tacit collusion would be one that could earn marks.

Supermarkets selling freshly baked bread are operating in an oligopoly. They tend to

keep prices stable for a popular, frequently compared product, an 800 gram white
loaf. One reason for this might be

(1

@supermarkets know that the pricing decisions of one supermarket will impact on
those of other supermarkets

B supermarkets are independent and base their prices on costs alone
@there is heavy regulation in the industry to prevent tacit collusions
B supermarkets are unable to engage in non-price competition

e<if prices were cut by one supermarket then the others would leave prices
unchanged

Answer |

Explanation

O\L\%wp:km Ak,
Toot  Nuslos B 0N uRSoecken  Cx

pnca | _\ea&%w L Occers. b O Wheefh . Qg
LA B ST S - pm@k _

Bibingarfen‘cmE\fmécok\tw)v@‘“mtlﬁ?mj
e fmiAn ‘ 3

™ 18 Tcerved  on wm‘:"“] {Totalforﬂuestlons 4 marks)

A
ﬁ ResultsPlus @ ResultsP
Examiner Comments Examiner Tip

us

This did score 0 + 2, although there | | T cancidate hadrit ujed out A2 e see
is more than one way to earn the the question would have ;11ade this an eagier
marks. Remember that the score is h 4

capped at 0+2 with the incorrect key. choice.
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Question 6

Despite a correct definition of contestability many candidates referred only to competition
when developing answers to this question. The role of the regulator was a common mark
but distractors were weak and rarely scored marks.

6 Barr and Britvic are two of the three largest soft drink firms in the UK. In February
2013, the proposed takeover by Barr of Britvic was referred to the Competition
Commission for investigation. There were Tikely to have been concerns that the
takeover would lead to

(1)
\b\ economies of scale
B anincrease in consumer surplus
C adecrease in contestability
(D) a reduction in external economies of scale

E asignal for more firms to enter the industry

Answer %F.-

Explanation
(3)

QD\m@Eh\L\u&. . uﬂ\uj\sﬁ-\-i\\“\" E"K.'Wf N..L\ - E%um\% ‘Jf"bmg R
U ¥ Y - IOV T X' I \“':] LY ..,La..-.'.ﬁ.l_q.f}fe...99.:...'..5,.. . ‘tyc,ic MG
e SN R A D2 g A A A 2 S D e STVTT\ S
\Mfthx(_ B WP & ot v S.wb.'!,l.,"!} el the marker Sty gYimiag 1.1;..3._._.__.
._.,.,.,._..,...w.k.;u.m......'.f.?f_.‘),.,..u.u':.__.m\..tu........,r.c.nu.k& ....... Lo O AALoase.. emr e SOV

%M"!‘\‘-Lf\]trji.\:f'“‘“c}q.tl‘\fr M. S Tv\*‘WMIM\l%He{.QW

....................... AL LS. 8. Labayice Mo t\"a Ak s Ykl

SRR ¥ S U VT TN S 4 o= ____rf.‘.cm___fgx_an.s_._._ . (—frh“auk-hufuq CAYE e

U\EU’lt%lutvm*} ___________ i-hz,_f?”-’-nff&h\s_"\tu)\?om‘z,ﬂv‘:

Qs s\ ZLunOMey g SL “‘ L. (Total for Question 6 = 4 marks)

ﬁ ResultsPlus

Examiner Comments

Economies of scale, whether internal or external, do seem to
attract most interest as incorrect answers. There is a case to be
made that economies of scale can act as a barrier to entry, but in
the context of this question it is most unlikely to have been the
reason to prevent a takeover, unless linked to contestability, which
is indeed the better answer of C.

GCE Economics 6EC03 01 15
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Question 7

This question proved to be an accessible question and tested a wide range of skills and
concepts. Only a few answered the question as if for a profit maximising firm, and the
majority read the question and applied it effectively to sales maximisation. Unlike previous
years, very few candidates now confuse sales maximisation with revenue maximisation, and
indeed most could rule out this key and apply the concept effectively either by using the
diagram or the formula MR=0. The question had one of the highest means.

Mean score out of a total of 4 marks 3.14
Standard deviation based on 4 marks 1.16

Surprisingly few candidates annotated the diagram and a correct knock-out of Option D was
very rare, but illustrated here. Marks were gained by most from the definition of allocative
efficiency and explanation of monopoly with a correct knock-out of Option C being a popular
way to gain full marks.

7 The diagram shows the costs and revenues for a firm with monopoly power.

Costs/ w

revenues

per unit
F
U
K

T vV Z Qutput
\mn p

Which of the following statements is true?
(n

\
A At output T the firm is revenue m}g‘mising Te M, ME=0

p
At output V the firm is allocatively efﬁf/ien’t

C Atoutput Z the firm is Droductj;lély efficient

D At profit maximising output the supernormal profits are KLMN

E Atoutput Z the price is zero

Answer _ﬁ }
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Explanation
(3)

Mooy, St axaus ales sose. mouar o dagled fo
hw&;ﬁmﬁa&@m%@dwmwmww _________
b Mapun - odeie piw eguod  wosined wnk aod e
m@tuwml.mﬂﬂ( ad Ao e m;\tgemumﬂ
ﬁpawﬂmwsbjjbemuummmmmﬁmmw
poseand U MRGIW a0 S R Wl :menus’ru“i@ﬂ;&te\-\-

ResultsPlus

Examiner Comments

This scored 1+3, although there is far more than required here
for the full marks.

2@ ResultsPlus

Examiner Tip

Annotation of the diagram, in this case a line through
FGH and a new line adding in the SNP for a profit
maximising firm, and the identification of P=MC, are
effective ways to score marks.

GCE Economics 6EC03 01 17



Candidates found it very difficult to achieve full explanation marks for this question without
giving one or two knock-outs. The majority of those who selected the correct key were also
able to give the condition for allocative efficiency, although far fewer were able to link this to
what it meant for consumer/producer/societal welfare.

7 The diagram shows the costs and revenues for a firm with monopoly power.

Costs/ w MC
revenues
per unit
AC
F
1 . N "SI SO
K

Y .

A" Output
\MR p

Which of the following statements is true?
(1)

X A Atoutput T the firm is revenue maximising
9 At output V the firm is allocatively efficient
*9 At output Z the firm is productively efficient
b D At profit maximising output the supernormal profits are KLMN

¥"E At output Z the price is zero

Answer ‘ C

Explanation

‘,;tk?vh"pn{\wﬂ'wi‘-g/ﬂiouwlf 1% P v T

Pkt by thoguen dmuht o - emcne by s A il
poluctd ony @nu ouprd, MR L becore

Mot o Whoo MREQ.

ﬁ ResultsPlus /O\

Examiner Comments

Examiner Tip

C was also a common distractor, along with A and E. Annotate the diagram, and if notes are
made, e.g. MR=0 at point Z, this can earn a

mark.
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Question 8

This was the lowest scoring supported choice question, although the mean was much higher
than questions of a similar type in previous sessions.

Mean score out of a total of 4 marks 2.90
Standard deviation based on 4 marks 1.27

The main discriminator is to use the concept that the projects are leased or rented to the
government once built by the private sector. A sense that the projects last 25-30 years also
adds marks to questions such as this.

Candidates found it challenging to secure knock-out marks for this question, as they often
did little more than negate the incorrect keys, for example writing that 'B is incorrect
because the public sector can borrow more cheaply than the private sector can' without
explaining why this is the case. Candidates should be reminded that they do need to
provide adequate justifications for their knock-outs.

Explanations of the PFI were often too vague to be awarded a mark. Many candidates
thought that the private sector either only financed, or only constructed the project, rather
than both. Many candidates also thought that the government repaid the private sector
firm over the contract term, or had to repay the cost with interest.

8 In March 2013, the government agreed to a £288 million Private Finance Initiative
(PFI) hospital contract, to replace the Alder Hey Children’s Hospital in Liverpool.
What is the most likely reason that a PFl hospital contract was used? ]
1
A This method would not lead to an immediate increase in government borrowing
B Private borrowers can borrow at a cheaper rate than the government can <
C PFl contracts increase x-inefficiency -
D Itis easy to get out of a PFl contract once agreed -
E The government has no experience of large-scale building projects
Answer C
Explanatio;“m
(3)
WX -Peﬁlq'lr@j ECTY (Y = .. SNRRCD 'y 7 T I ol = VA oYX S
r*e:.om-‘&.mmfauizf*u“mufjw’ .....{?H.iﬂp.'@......ﬁ....pmm.ﬁ "
_____ ThRe..... EIRAOORIN....... RIASRA o SoABE 50t O KM

- N\
Resultslus

ResultsP

Examiner Tip

Examiner Comments

As with earlier questions, although it
might be true that C is a consequence of
PFI, this would not be a reason for PFI.

Careful reading of the question is key.
This earns zero marks.
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Here is an effective answer.
I 8 In March 2013, the government agreed to a £288 million Private Finance Initiative

(PFI]ME@_t_r_ag, to replace the Alder Hey Children’s Hospital in Liverpool.
What is the most likely reason that a PFI hospital contract was used?
(n
A This method would not lead to an immediate increase in government borrowing
/B/ Private borrowers can borrow at a cheaper rate than the government can
& PFl contracts increase x-inefficiency
B It s easy to get out of a PFl contract once agreed
E The government has no experience of large-scale building projects
Answer ﬁ
! e s ro  geesruna vt & f ey
Explanation U 3
for e Qo e @Rpen Sk grofe (3)

o td (- o prvata Companie
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e Q.%m,ﬂ.d 47@"\0:5 ""L—L ao\rtrnnu.n.l "tﬂ'{‘-'-‘ L‘lﬂi‘f'-
'iL*- lnosprtal  on. wa lease.

An€ecert. catrs then ok e prvets Lo

_ ) ) e lenawn JU-" lawie ;""V“f}'“mﬂ
ANSutr € fy g sine prvast inm Q¢ R e stion 8 = 4 marks)

ému- tLui ore %,'gt‘n-r. { hor ? Publie §&e<sm

ResultsPlus

Examiner Comments

There is some value in the knock out, in explaining why the
government can borrow more cheaply than the private sector.

OO ResultsPlus

Examiner Tip

Try to use the word lease or rent in PFI questions, and
know who leases to whom.
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Question 9 (a)

With a mean score of 3.65/4 this was the highest scoring question in any session for some

years.

The majority of candidates were able to identify the market structure from the figure,
and define/explain this to receive a second knowledge mark. For candidates stating that
the global chewing gum market is an oligopoly, we were really looking for candidates to
calculate an n-firm concentration ratio, rather than simply state market shares from the

figure.

Here is a good, and fairly typical response.

(a) Using the data in Figure 1, explain the market structure in the global market for
chewing gum.

ér:?fzrem[m?lsﬁn

 Asodin kmﬁ@:th?wmw

‘Q’I'C(ﬂew‘f”j mm&mm.g“yﬁ{'w{ ma.{/zgl[ _Stnaeckore. .
0{.7.:‘,?0!?%&:!5%@@ R [ ATE zQM$o&9mwn»/}¢
the micket. and. cach. of fhﬁéf'l{}fmé}lﬂ}’&ﬁ;llyh

T‘u:mw?!mf.mm%l;mpfﬁ&L}(ﬂrgﬁ,')#fmsﬂfms .............. _

=

.......... m?wﬁjmﬂ,ae#gaé/fx&/-w/w/
ﬂsw-@w&'m&fﬁ#r r"{t;ﬂm ffnﬁd}and‘fm&éﬂ?rsofcamm}

mf'mefffmafdmﬂ?{émﬂm J;m /D/clwcjgmw:”
!’*ﬂr’ﬁﬁih!mﬂﬂ ...0n /f’e (/.:',:,5 ions. of_ofner Alons.

(4)

2y

ﬁ ResultsPlus

Examiner Comments

Oligopoly identified - 1
Explanation of oligopoly (few large firms) - 1
Calculation of concentration ratio - 2

us

A
J/OO ReSultS

Examiner Tip

Use a concentration ratio wherever possible. Make
sure you do not include 'others' in the calculation,
however.

GCE Economics 6EC03 01
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Some still forget to use the data, which is an ineffectual approach on a data response paper.

(a) Using the data in Figure 1, explain the market structure in the global market for
chewing gum.
(4)
Ohamf’ﬁlg mosret. . . Js . ewen... Pew | lovge | Hems
Adominate . the  marked - They . owe intesderendent. A

L Conge of in a fiem ol offeck  tan Ohaav Prmy.

o Bccorching 4b v Giguve), Wy i Shews

Ldhat LB Bress eee | Sesam W05 Sn OUQORGY.

eBteange  here  ove  onug o Few | BE L Fems A8

ﬁ ResultsPlus

Examiner Comments

Oligopoly - 1
Explanation of oligopoly - 1
No use of data

OO ResultsP

Examiner Tip

2 marks for theory and 2 marks for application, on all
9(a) and 10(a) questions.
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Question 9 (b)

Candidates generally seemed to have a good understanding of what patents are, and were
able to explain one or two benefits of them, but some were confused by the subsidies also
mentioned in the passage, and also the concept with government grants or production.
We allowed very broad interpretations of the question, so awarded marks for benefits of
patents to firms, to other stakeholders, or to the economy in general. Some candidates
did not appreciate the need to evaluate their responses to this question (it was a 'discuss'

question).

Here is an effective example.

(b) Discuss two benefits of awarding patents to new products developed by

scientists.
(8)
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Aaother benefi} to apatent, ls dhak compunies..
_wno ave  holdets of pdents wih as monopolies, ...
e making by e....gonormal piofils which they anvie
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Examiner Comments

Definition - 1

Provides return on investment & time/so creates incentive
to invest - 2

Risk of x-inefficiency/creating a monopoly/leading to higher
prices - 3e

Will lead to cross subsidisation/further R&D elsewhere - 1
Depends on the length of the patent - 2e
Total 4 + 4e = 8

Examiner Tip

Remember that 4/8 marks are evaluation, so make two
evaluation points.

GCE Economics 6EC03 01




This answer illustrates a very common mistake made by candidates, in that they answered
simply about the specific patent given to Rev7 and merely repeated the data about the
benefits of non-stick gum and longer lasting nicotine gum. While some credit could be given
for the concept of innovation and externalities, this would usually only run to one benefit

(b) Discuss two benefits of awarding patents to new products developed by
scientists.

(8)
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ResultsPlus

Examiner Comments

This is too much of a repeat of the
text, and lacks economic analysis.

OO ResultsPlus

Examiner Tip

Watch the BBC's 'Dragon's Den' for the
reiterated importance of patents.
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Question 9 (c)

A notable proportion of candidates misinterpreted the evidence presented and argued that
Revolymer had shut down because the one-off cost to exit the market was less than the
annual cost base. While it is true that in the SR, a firm will shut down if AR<AVC, as in this
case the fixed costs that equate to its losses will be less than its losses if it were to stay

in the industry, this is not the same thing as was being referred to in the extract. Without
any information on revenue, candidates were unable to correctly say that shutting down
immediately would minimise Revolymer's losses, and so this was not a valid argument.
Rather, we were looking for candidates to discuss the various reasons for falling demand in
the US market as a whole, the high competition, challenges to Revolymer's patent or the
apparently high cost base of operating in the US market.

Two marks were reserved for a diagram in this question. A good proportion of candidates
were able to show a correct shift in the curves, but far fewer were able to show the firm
making a loss after these shifts. Many candidates illustrated a fall in demand as a pivotal
shift of the AR/MR curves, rather than a parallel inward shift. Although a mark was awarded
for this, it often meant that the equilibria drawn did not illustrate what the candidate wanted
or expected them to show.

Candidates found it difficult to evaluate their responses to this question. We did not award
evaluation marks for simply suggesting other reasons that might have been behind the exit
from the market (for example, 'it might have been because costs had risen, rather than
demand had fallen..."). Additionally, many candidates failed to appreciate that the marks for
this question were equally split between KAA and evaluation. This meant that responses
tended to be unequally balanced, giving far more weight to KAA than to evaluation, and
hence not attaining full marks.

The main discriminator on this question was the evaluation, for which 6 marks were
reserved.

There was so much to write in terms of KAA from the passage and the required diagram
that many answers did not provide enough evidence as critical judgement. It is advised to
make two solid or three well explained evaluation points for a 12 mark question.
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*(c) Using a cost and revenue diagram, discuss two reasons why Revolymer is to stop
selling its Rev7 confectionery gum in the US,
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ﬁ ResultsPlus

Examiner Comments

Diagram (correct loss area only, but no shift) - 1
AR does not cover AVC (1) with use of data (1)
Market is shrinking (1) leading to lower demand (1)

They may be able to cross subsidise lossed (1) and could lead
to higher market share in the LR (1) - 2e

Other factors may be changing outside of the information given
- 2e

The last point is a very weak point at evaluation, but the
previous ev marks are also slightly generous

5/6 KAA + 4/6EV = Total 9/12
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Examiner Tlp

us

need a shift and a

new profit/loss area. There
are normally two marks
reserved for diagrams on these
questions.




This is a very effective answer which scored full marks.
*(c) Using acost and revenue diagram, discuss two reasons why Revolymeris tostop = -
selling its Rev7 confectionery gum in the US.
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Examiner Comments

% ResultsPlus

The shift and new lower profit area is effectively shown
for two marks, and there is plenty of evidence using
the passage. There are three solid evaluation points.

OO ResultsPlus

Examiner Tip

A clear diagram showing the shift with arrows and
labelling the areas with letters is a very effective tool.
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Question 9 (d)

Candidates seem to be relatively familiar with this style of question, and as long as
candidates had managed their time successfully, they tended to be able to produce decent
answers.

There is, however, a good deal of confusion between predatory and limit pricing, and many
candidates either confused them entirely, or lumped them together as one strategy. It
would be beneficial for candidates to be clearer on the differences between the two.

Generally, discussions of pricing strategies allowed candidates to earn more marks than
discussions of non-pricing strategies, as candidates were able to integrate more economic
analysis into the former, while the latter tended to be very descriptive and un-technical.

The most successful candidates either grounded their analysis of non-price strategies very
securely in economic theory, or made sure to thoroughly apply the strategies to the chewing
gum market. For example, when suggesting that firms could invest in R&D to develop new
and/or improved products they wrote about inventing new chewing gum flavours, chewing
gum with added vitamins etc.

Students who wrote about the kinked demand curve, and what it might imply about the
likely effectiveness of pricing as opposed to non-pricing strategies in oligopolies tended
to do so fairly well, and it does seem that this part of the specification is increasingly well
understood by candidates.

However, references to game theory, and in particular drawing pay-off matrices was not
so well done, and a good number of supposed representations of the prisoner's dilemma
did not actually have this structure. Many candidates wanted to write about collusion as
a possible strategy, but were unsure as to how this could be used as a response to new
entrants into the market (usually collusion would aim to raise prices/joint profits in the
SR, whereas candidates appreciated that here higher prices would make it easier for new
entrants to join), so explanations often became rather confused on this point.

This is a weak answer, not giving clearly defined theory.

*#(d) Discuss strategies that could be used by existing chewing gum manufacturers in
response to the entry of a new competitor such as Revolymer.
{16)
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ﬁ ResultsPlus

Examiner Comments

Collusion & explanation - 2

Predatory/limit - 1 (as techniques not distinguished)
Advertising - 1 (not sufficient explanation)
Competition Commission may investigate - 2e

New firms could still enter if cross subsidising - 1e
Total -4 + 3e =7

Give four strategies, at least one price and one non-
price. Make sure that they relate to contestability not
competitiveness or revenue, for this question.
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This answer is far better.

34

*(d) Discuss strategies that could be used by existing chewing gum manufacturers in

response to the entry of a new competitor such as Revolymer.
(16)

Ope.scatequii-et mau be used. btc}df—a_r Qe
manbfactores. 15 praa. Hredator pn.ccr\%‘rh*)tb
when Monufacturers CLE . prices belew averogr costs.
of Prdudtienin. oder te hawe lowel (ees . Thas.
meons thod os e modd 15 o0 cligopoly, people .
O coMUMels 0@ \kalu & Studch to. 1o cheogel

oy ietore qum v en

L oS wgmmm m& e oble Lmpee. msﬂiagj_,
Co0CE Prodice. nbdeed e this.
towever this. Maymt bete case as P have. .
entered Amarket there oy ore fle only cres Lol
e dispes able guna. Pty veams that Rov Qe iofbct
A0 0tk mochek - Thry. iveansy Ared en W ater
fioms, lowar e pfu:e.;. e mmpe:hfwmqﬁct
e pudhed ot 0s flegy. have. Tie _pawer\ntle

sonoller e mochet . Bs o reslt pradofel mem,g

S
Preller afm{e% & e vou_tdhe ploce ¢ Colusion.
G Tes 1S cpen Of Spoken cotlusian, (F.gum

manvfectue s daedeto | ACcwer
prces Thas. wll \nerzase. prcu“fts Portte LEM‘\PMH

as shown by fiqure 2 in tle doqram @ bef.

GCE Economics 6EC03 01




picfts CFEO-Qen et RavT conne compete wﬁk,
05 consume(s. ge. for. e dewet plice  Thts
heans compentes hhe Reulynec wil be.puELed ab of
Howeve 'Unt% xS \lle.gq\ e reoms f He o
au&onf:g heag abcuf € fug %

s O puc:.e

cm.acmemm Pl

ich Leads Yo anclec r&al s may
Quse Rovlyer do. leoe H og ’Le% e
Inabe pl:béufs um\ sl e

Msamt-

GCE Economics 6EC03 01

35



36

However @empontesaun only cedlice tet(paees.
« medh be?ommg mahtny 0o Poht. Thetefote
£ e toke paft i ds. .
tetalicblon”ass. ey, bl nck . Maha Profets - fea,
fesult Fums. Su:h as Revlyaec. wLS[Lsz ffoae
Melled as will nd:be U oot f
n. 09 fle lost  pu wm

fima. ore clfeady dhove
one anal thng ad e competiters deuid doto
msL,ﬁLama,t (&.nen -price Coonpeftion. Pwsts
e advetising efe ke biands Geeobledo
QO8N CCN3Lmes. oy Lty Pats: Fhes neoas fi ...
08Tl ege ndt ghlete
) _ Gl sunh costs e
vos —prtoe compaltion Emes will-
Arotter Steatayy 1S, P[C,G Timkengy. T s, wlen pomm-u___

el prefi€

Examiner Comments

% ResultsPlus

Predatory pricing & exp - 2

Niche market - 3e (focusing specifically on the text and points
out that the strategy may not be appropriate where the
entrant operates in a different segment - hence not in direct

competition)
Collusion & pay off matrix -2 (though a confused explanation
with a matrix showing them worse off at low/low price)

Illegal & may break down - 2e

Price war & explanation - 2 (though very similar to the first
point)

Some may not participate - 1le

Advertising & explanation - 2

Total 8 + 6e = 14

Examiner T|p

Use four distinct paragraphs and evaluate as you go
along, in depth and in different ways each time.
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Question 10 (a)

A diagram is effective in the question, to illustrate the difference between AVC and AC, and
their importance for shut down.

The use of data here is actually relating to variable costs (camera parts) and a figure is
given.

Most answers did not achieve any application marks, and the mean was 1.86/4.

(a) Using examples from the data, explain what is meant by a ‘shut-down point’

(Extract 1 line 4).
(4)

Sh%daamfp;mgwwm
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s pRl@ns... %Jf&.&:,ﬂ&dhﬂ.&dm‘ﬁ} .................. _
A
= Y RN of S SO G0 SO £ o U= WS =10 (.3.'3:(“1‘ R

OO ResultsP

Examiner Tip

(:}« us

Examiner Comments

Choose the data carefully when so much is
provided.

AVC exceeds AR - 1
Diagram 2 - AVC above price + loss area

Could not cover variable costs of cameras - 1

Loss of 12million - 1

This earns the max 4, and is one of few that
did so.
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The data required for the question was not why there is a loss, but what the loss is. The
why element is in question 10(b) and the candidates often found themselves repeating
factors.

(a) Using examples from the data, explain what is meant by a’shut-down point’

(Extract 1 line 4),
(4)

Casbmﬂﬂ%t&n@ddbmpommﬁmxammmnﬂcm
e e B NCHGOIIAR.... CLOSED. CCLACA | LIS
Revenis - Exoace 1 Stares. .

& thak Fessops... Racned. Shat dawn

Ko b0 o resulk......... .

R "“M’“E W}

€5 Chou,

Flus
Examiner Comments
No longer able to cover the VC = 1
Diagram 0 (as no actual price/output is identified)
Make sure you annotate MC=MR and find the loss area.

2 marks for theory and 2 marks for application, on all
9(a) and 10(a) questions.

Read the next question to ensure the 10(b) part is not
given in part 10(a).
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Question 10 (b)

Candidates seemed to understand the mark allocation of this question, and what was
expected of them clearly. The vast majority were able to give one or two likely reasons, and
at least attempt to draw a diagram to illustrate the effect of these.

Shifts in curves were better done than the resulting loss area, although as for question 9(c),
candidates tended to draw just the AR shift (not MR) and failed to find the new MC=MR as a
result.

Many also shaded the loss area using a horizontal line from the MC=MR node - always to be
avoided. Candidates seemed to understand the need to evaluate their responses, although
were sometimes unable to interpret the information given in the extract clearly enough to
support them in this.

This is an example of good KAA, and a reasonable attempt at evaluation.

(b) Using the data in Extract 1 and an appropriate diagram, discuss why Jessops was
making a loss before it went into administration,
(8)
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Examiner Comments

Diagram 2 marks - on the first page it is 'size of loss' (incorrect)
but on the second there is a correct loss area given. The data is
used effectively so maximum 4 KAA awarded.

Costs are used to show that the magnitude is not as first
considered, and this was a typical effective approach for 2
marks. Just stating that costs had risen was KAA, but here it
is clearly used as a magnitude point, and therefore counts as
evaluation.

4+2e=6

OO ResultsPlus

Examiner Tip

Spend time considering evaluation points. You can find
lists of evaluative approaches in any good exam guide.
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This is a good example of diagrams that do not work - there is no MC=MR, and no loss area.

making-a loss before it went into administration.
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(b) Using the data in Extract 1 and an appropriate diagram, discuss why Jessops was
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ResultsPlus

Q Examiner Tip

Learning shifts in AR/MR and AC/MC earns marks many
times over on this paper.

Always find MC=MR for the quantity - but NOT for
anything on the vertical axis.

{w

) "-'ﬂahm}

ResultsPlus

Examiner Comments

There are just 2 marks given here, for
use of the data.
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Question 10 (c)

This proved to be a very challenging question, which candidates struggled to achieve

high marks on. The key to achieving good marks for KAA seemed to be defining price
discrimination and including a diagram to illustrate third degree price discrimination, as

up to 3 marks were awarded for these. We were then looking for candidates to explain
whether or not the conditions required for successful third degree price discrimination could
be met for a firm that was selling both online and on the high street. The better candidates
were able to explain why customers in the two different places might have different PEDs,
but even the best struggled to give much relevant analysis beyond this.

Less able candidates tended to misinterpret the question entirely, and explain possible
reasons for different prices being charged online and in shop (e.g. different costs of
production). Alternatively, candidates explained whether or not online OR high street
retailers could successfully price discriminate (e.g. offering student/OAP discounts in store
etc.), but did not really engage with the central idea of the question, that was to what
extent selling both ways affected the firm's ability to do so.

As the question referred to price discrimination broadly, some more able candidates were
able to get good mileage out of a discussion of which forms of price discrimination might
be more or less possible (first, second or third degree). However, simply describing these
forms were of no value to the answer.

Evaluation tended to be even less well done than analysis. Only the best candidates were
able to expand on the point that likely cost differences between selling in store and online
meant that this didn't really qualify as price discrimination, or were able to discuss how

it might not be possible to prevent market arbitrage, and/or the effect of the internet on
reducing asymmetric information generally.

This is fairly typical for 10(c), as a long answer with almost no relevant content.

*c) To what extent is price discrimination possible for firms selling products both on
the internet and in high street shops?
(12}
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ﬁ ResultsPlus

Examiner Comments

1 mark for the concept of price discrimination

1 mark given for application, but there is really no economic
theory and very little context from the passage.

A
2/ OO ResultsP!

Examiner Tip

us

This answer could have been drawn out from
basis knowledge of the three conditions of price

discrimination, and clear reading of the helpful
passage.

GCE Economics 6EC03 01
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This is one of the few good answers.

*(c) To what extent is price discrimination possible for firms selling products both on

the internet and in hi ops?
< ipteret and in high stigetsh .
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Examiner Tip

us

%Examiner Comments

The definition and diagram alone earn 1+2 KAA marks Evaluate your own evaluation if

unsure of what to say.

The passage is well used, and the conditions for price
discrimination are applied.

The only real weakness is brevity of evaluation (4/6
marks).
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Question 10 (d)

The main issue here was that candidates did not take note of the fact that this question
was asking about strategies which would increase profit. Therefore candidates did need
to explicitly explain how a strategy would have this effect to earn good marks. The most
common area where this was a factor was pricing strategies that involved price cuts. We
were looking here for candidates to say that either price elastic demand would mean an
increase in revenue following a price cut, leading to increased profits (although as one of
many evaluation approaches either the game theory matrix or the kinked demand curve
model might suggest that this is unlikely in an oligopoly), or that once a competitor had
been knocked out of the market, the incumbent firm would be able to raise prices back up,
increasing profits in the LR.

Comments on the relative strength of explanations of price/non-price strategies, and the
use of the kinked demand curve model, and game theory as for 9(d) above.

There was a repeated mistake in that many descriptions of the powers of the competition
authorities said that the CMA or its predecessors could fine firms up to 10% of profits

rather than revenue, and many thought investigation is automatic for firms merging if they
reached 25% or more market share. Clearly there are many cases where investigation does
not even begin.

A further point to note for teaching in the future is that while the newly formed CMA
(Competition and Markets Authority) had replaced the CC and the OFT at the time of

the exam, this information was not required for the exam. It did, however, make for
interesting reading for those who did mention the recent development, and the sense of
the new powers the CMA could wield. In future years both the old and new institutions will
be recognised by the examiners, but it would undoubtable benefit students if they have
knowledge of recent changes.

This is an effective answer, using the pay off matrix to demonstrate problems of advertising,
when trying to reduce contestability.

*(d) Discuss strategies, apart from price discrimination, that high street retailers might
use to increase profit in the face of greater competition from online retailers.
' (16)
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ﬂExaminer Comments

This earns 8KAA + 7eval - it clearly is a strong
answer, but the evaluation on the second page after
the pay off matrix is very brief ('advertising is a sunk
cost') and needs more development.
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Examiner Tip

Pay off matrices can be very effective, for
pricing or non-pricing policies. Note that
numerical values do not have to be given,

although they can be more efficient for the
candidate.




This demonstrates a typical weak response. There are no paragraphs, and hence the points
come across as undeveloped points. The answer strays into issues of unemployment, which
are not relevant to the question. The student has also run out of time.

*(d) Discuss strategies, apart from price discrimination, that high street retailers might

use to increase profit in the face of greater competition from online retailers.
(16)
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% ResultsPlus @ ResultsPlus

Examiner Comments i -
Examiner Tip

Three points made 1 + 2 + 1 and two On a 16 mark question, the QWC marks are awarded in
attempts at evaluation le + 1e the sense that a clearly set out answer with paragraphs
Total 6 marks and structure can earn marks efficiently. This is a good
example of the opposite.
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Paper Summary

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

write legibly, and use continuous prose
aim to develop arguments rather than making lists

predatory pricing and limit pricing are not necessarily going to raise profits for a firm -
in fact, quite the reverse in the short term. Also consider the fact that limit pricing is
sometimes advised by the government, and is not therefore automatically illegal

the CMA has replaced the CC and the OFT. While not needed in this session it would be
wise to know this in the future

firms sell to other firms. This is not retail but wholesale.
use a calculator

use a diagram if provided

draw a diagram if possible

a minute a mark is a good rule of thumb for timing.
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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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