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Introduction
This final paper in the Curriculum 2008 model followed the same patterns and expectations 
as in recent papers. Candidates did not face any particular problems and many could 
complete the paper in the time available. There were very few rubric errors, and most 
candidates have grasped the exam technique that is expected.

There were 7609 entries for the exam this marking series (2015 was 6500), and marking 
was completed on time.

There were no reported errors on the paper, and the rubric was adhered to. As in 2015 
and 2014 there were no questions of game theory, but many candidates used game theory 
concepts effectively in their extended answers, and many candidates clearly wanted to use 
price and non-price strategies, and again although this was not examined directly, there was  
an opportunity to use strategic decision-making as reasons for why firms might dominate an 
industry.

The most popular optional question was 9 over question 10 by a ratio of almost 3:2. This 
was unexpected, in that 9(a) and 9(b) covered monopsony and 9(c) was on problems that 
regulators face (a uniquely difficult question), and the overall mean for question 9 was 
25.96 while it was marginally higher on question 10 at 26.09.

The quality of answers in terms of economic knowledge seemed similar to 2015 and 2014 
but it must be remembered in awarding that in years previous to 2014 there was a January 
paper which ‘creamed off’ the most able, domestic candidates. The reason for the fall in the 
mean was the fall to the longer term average on the supported choice questions, after a 
higher mean for these in 2015. 

The main comments from the team leaders and markers were poor quality of handwriting, 
good understanding of what was required in terms of how to answer the longer questions, 
and that candidates that use standard theory and apply it to the context given can earn 
marks efficiently. There were increasingly formulaic answers and it was therefore felt that 
the move to a new assessment system would be useful in terms of reducing the learning of 
exam technique at the expense of economic concepts.
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Question 1
Most candidates found this question accessible. The mean score was 3.8 out of 4, and with 
a standard deviation of 0.62 this was the highest ever scoring supported choice questions. 
While this made it fairly ineffectual as a discriminator, it was a welcomed 'warm up' 
question.

The most common error was to misread the question and assume the integration was 
forwards, or equally to think that the two firms are producing cars and engines which are 
therefore in the same industry. 

The favoured knock out was B, horizontal integration, and E conglomerate, and there was an 
effective way to gain up to two marks by illustrating that these forms of mergers could not 
be correct, with a valid reason why in each case.

This answer illustrates the common mistake as described above, but equally how to gain two 
knock out marks effectively.
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Question 1_688685_0408_003971033_002.png

Incorrect key 

Vertical integration – different stage of 
production – 1 

They have confused backwards and forward 
integration

Knock out of B and E are valid – 1 + 1

Maximum 2 marks if key is incorrect 0 + 2

Examiner Comments

In a three mark question, even in the new 
specification, it is essential to find three 
separate marks – valid pieces of economic 
analysis, application of context, or steps in 
a process.

Examiner Tip

Correct key

Same line as production (vertical) – 1

Further away from the consumer – 1

Benefit – stop supplying other firms – 1

Knock out of E is also valid 1 + 3

Examiner Comments
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Question 2
There was a wide range of answers to this question, in terms of choosing an option, but 
those that did choose correctly tended to score highly for the explanation.

The use of diagrams tended to be imprecise, and incorporated a generic AC/MC/AR/MR 
diagram with no specific part highlighted (the portion where AC was falling and MC both falls 
and rises).

The mean was 2.0 and the SD 1.42, effectively compensating the low SD on question 1.

The main distractor chosen was B, the law of diminishing returns has not set in, which was 
stark evidence that candidates do not really understand this concept.

However, it was very pleasing to see answers where marginal analysis was used effectively. 
An answer that explained that the very fact that MC is below AC is the reason why MC was 
falling was extremely welcome to read. When this was accompanied by a diagram (which 
could earn up to two marks in itself) the answer was extremely rewarding to mark.

This answer explains the most common approach given.
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Key incorrect (1)

Definition of Law of diminishing returns is not 
accepted because this is only valid if used as  
a knock out (0)

Concept of short run & fixed factor (1)

Knock out of A is correct (see mark scheme 
example) (1)

 0 + 2 = 2

Examiner Comments

Specialising your resources in revision on the 
law of diminishing returns will increase your 
'marginal product'.

Examiner Tip
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By contrast, this is the answer to maximise returns.

Key correct (1)

Definition of MC (1)

Diagram (1+1) showing the area concerned 
and the relationship between the two 
(supported by text MC rising, AC falling)

Knockout (1)

1 + 3 = 4

Examiner Comments

The diagram is extremely effective in showing 
the regions of the curves being discussed.

Examiner Tip
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Question 3
This was a fairly testing question, and some candidates that could fill in the table correctly 
could not identify the correct key, as there were two points where MC=MR. Clearly the one 
making a loss, where MC meets MR from above, is hardly a profit maximising output.

Most candidates however could not calculate the TC from the MC, which was disappointing 
to see.

Some answers contained a constant AR and MR but this was not enough to trigger in their 
response the concept of perfect competition, and a surprising number chose monopolistically 
competitive as the market structure.

This is a fairly typical answer where the candidate has earned the marks several times over.
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This is a typical answer and the level of confusion is clear from the amount of crossed  
out work.

Key correct (1) 

3 table columns correct (1 + 1 + 1)

MC = MR (1)

Straight TR (1)

Firm is a price taker (1)

AR = AC (1)

1 + 3 = 4

Examiner Comments

For three marks you have to do three discreet 
pieces of economics – and this will be true in 
the new specification too.

Examiner Tip
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Key incorrect (0) 

Sketch on page 1 AR = MR (1)

AR/MR column in table is correct (1)

C is wrong – true that they are making a loss (1)

MR = AC incorrect (0)

"They will operate at 4 units..." incorrect (0)

Diagram showing long run perfect competition is 
not given additional marks because AR = MR has 
already been awarded (0) 

0 + 2 = 2

Examiner Comments

Although using the table is an effective 
way to earn marks, there are other ways, 
so if the arithmetic lets you down, resort 
to other knowledge.

Examiner Tip



14 GCE Economics 6EC03 01

Question 4
Most candidates found this fairly accessible, with a mean score of 3.37. There were 
two common errors: misreading the question (changing from profit maximisation to 
revenue maximisation rather than the reverse) and confusing MR=0 with AR=AC (sales 
maximisation).

The key is to read the question carefully and use a diagram for an efficient way to earn 
marks.

This was a typical, confident and efficient answer to this question.
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Correct Key 

Diagram 2 marks – both objectives output and 
prices shown correctly

Rev max (MR=0) – 1

Profit max (MC=MR) – 1

Total 1 +3

Examiner Comments

'A picture saves a thousand words' – in 
this case the diagram earns two marks so 
there is little more needed to find the third 
explanation mark.

Examiner Tip
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This is one of the few low scoring answers.
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Incorrect key 

Diagram scores 1 mark (as revenue 
maximisation is correctly shown) 

0 + 1

Examiner Comments

Read the question carefully and don't cross 
out diagrams if possible to use – it is not 
about tidiness but answering the question. 
There is no clear improvement by redrawing 
it, but the opportunity cost is the careful 
reading of the question.

Examiner Tip
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Question 5

Another very accessible question, with a mean of 3.58.
The very few candidates that chose the incorrect key had selected an answer involving 
monopolistic competition (A or B) and there is still a significant problem for some candidates 
in seeing the gulf between monopoly and monopolistic competition in terms of the 
characteristics of these firms.

Some candidates very effectively explained the interdependence between firms and the 
meaning of a price war by using a payoff matrix, although not required in this answer. It 
could efficiently pick up two marks, but it was not awarded where the payoffs didn't work 
logically, so candidates must be careful to check the numbers correlate with the decisions 
made by  
each firm.

Here is a good example of an answer which fails to pick up the fourth mark, owing to a basic 
misunderstanding of market structures.
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Correct key 

Definition of oligopoly – 1

Explanation of price war – 1

Knock out of A is wrong as they have confused 
it with monopoly

1 + 2

Examiner Comments

Learn the difference between monopoly and 
monopolistic competition.

Examiner Tip
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This is a typical, strong response.
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Correct key 

Definition of oligopoly – 1

Use of 4 firm concentration ratio – 1

Reaction from other firms is a price war – 1

Knock out of D/Interdependence – 1 

1 + 3

Examiner Comments

A logical, well-rehearsed answer picks 
up the marks.

Examiner Tip
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Question 6
With a mean score of 3.6 (90%) this was clearly a popular and accessible question.

Most answers correctly observed that this was an example of price discrimination (1 mark) 
although there were other ways to earn the marks. The best answers included two diagrams 
showing the higher price in the relatively price inelastic sub-market and lower prices where 
elasticity was higher.

A huge number of answers incorporated a reason why people are prepared to pay more for 
food in the evenings, and the application was of great variety and interest to the examiners. 
Examples included that most people are working or studying during the day, and there is a 
limited substitute for eating in the evening when everyone is hungry.

The most effective knock out was to discount E with a discussion of the conditions of price 
discrimination – low or no arbitrage. Another common knock out was B saying the cost 
would be the same whatever time of day, but this needed a little more than just saying costs 
are the same – application to the context e.g. the fixed costs made this a more effective 
way to find credit.

This is an efficient, commendable answer.
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Correct key

Identification of price discrimination/PED 
formula – 1

Different elasticities required – 1

Knock out of E – 1

1 + 3

Examiner Comments

The formula written in shorthand like this 
is perfectly acceptable.

The use of market seepage as a knock out 
is very effective.

Examiner Tip
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This is a less successful answer.

Correct key 

Price change would not affect D that much – 1

Identification of price discrimination – 1

The diagram does not gain marks as it does 
not identify the 2 sub-markets 

The last sentence has no reasoning which adds 
to the answer – it would have been possible to 
develop this through the concept of inelastic 
demand or using the diagram. 

1 + 2

Examiner Comments

Diagrams are useful, but they must 
be made to work for you. For price 
discrimination always draw at least 
two sub-market diagrams.

Examiner Tip
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Question 7
This question effectively discriminated between those who could distinguish external from 
internal economies of scale. There were many candidates who could identify the correct 
key but could not relate the benefits arising from the industry growth as a whole. Some 
answers were extremely vague, failing to attribute the cost changes to factors related to 
industry size. For example, the cost changes a whole industry might benefit from are a cut 
in corporation tax, but this clearly is not an economy of scale.

Many answers incorporated a diagram, but without the external concept (e.g. a downward 
shift in the LRAC) this was not credited.

The best answers included a benefit that might apply to the Tech Companies in the question, 
for example superfast broadband.

External economies of scale could be attached to an industry or a geographical area suiting 
a particular industry.
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Key correct (1) 

Definition has a sense of geographical area (1)

Application to infrastructure (1)

Barriers to entry reduced (1)

Knock out allowed (1) 

 1 + 3 = 4

Examiner Comments

Examples which are related to the 
context (here, infrastructure) are 
particularly effective.

Examiner Tip
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This is a typical answer where internal and external economies of scale are not 
distinguished.

Key correct (1) 

No mark for definition of economies of scale, 
because this is awarded elsewhere on this 
paper (0)

Definition of external economies of scale 
is incorrectly applied to bulk buying and 
therefore we are not convinced this is external 
rather than internal economies of scale (0)

1 + 1 = 2

Examiner Comments

Use the context and be precise in theory.

Examiner Tip
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Question 8
This question proved almost as taxing as question 2 (mean 2.04, SD 1.35) and revealed a 
huge level of misunderstanding about real and nominal values. This question proves that 
economics involves thinking through concepts, not just rote learning.

For those who correctly identified D the rest of the marks were easy to find, usually though 
explaining what a price cap is and the distinction between real and nominal values. Most 
also went on to explain the reason for a price cap, for example as the need for regulation of 
the privatised utilities.

The main distractor was E, and this was rather worrying. It seems to be a basic economic 
skill to explain a change of 1% to 0% as a cease in rises rather than as a fall.

The second most common distractor was C. Conflating the concept of nominal as 'including 
inflation' and RPI + k as 'including inflation' seems to be the cause of the problem.

This was the most common erroneous response:



GCE Economics 6EC03 01 29

This is an effective and efficient answer.

Key incorrect (0)

Role of regulator (1) 

Function of a price cap "Rail fares will fall to 
RPI" (1) 

0 + 2 = 2

Examiner Comments

Think carefully about what a 0% price 
change means.

Also consider that C or D must be correct 
as they are so similar to RPI + 0%.

Examiner Tip

Correct key K is the extra capital investment 
required/allowed – 1

Explanation of nominal terms – 1

Price cap is a limit on their ability to increase 
prices – 1 

1 + 3

Examiner Comments

This was a straightforward question for 
a well prepared candidate. Although 
largely testing a Unit 2 concept (real and 
nominal values) this is effective in getting 
candidates to apply their understanding of 
economics as a whole.

Don't forget to learn RPI – X and RPI + K.

Examiner Tip
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Question 9 (a)
As a part of the specification which had not yet been examined, it was pleasingly surprising 
how well the question was answered in some centres, but the mean overall was fairly low 
2.44.

The main reason for monopsony was 'small number of buyers' provided alongside analysis 
of a 'large number of sellers'. In the specification the example given is of supermarkets, so 
many candidates felt confident enough in applying this in that way.

However there were the candidates who confused monopsony with monopoly and earned 
few marks.

Many gave a purely textbook answer, despite the clear instruction to relate the answer to 
the data (and two marks were reserved for application).

Theory 

One/few buyers – 1

Significant negotiating power – 1

Able to get the lowest prices – 1 

No application 

Total = 2

Examiner Comments

Just saying 'bananas' isn't enough 
for application marks. You need to 
say which firms have buying power 
(supermarkets or distributors) and how 
this power has been acquired e.g. there 
is no substitute firm to whom to sell the 
bananas in such large quantities.

Examiner Tip
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This is a model answer.

Theory 

One buyer – 1

Force them to sell at lower prices – 1 

App

They have to absorb cost increases – 1

Shrinking profit margins – 1 

Total = 4

Examiner Comments

It is always useful to say what happens 
to price. For a monopsony they are lower, 
for a monopoly they are higher than they 
would be in a competitive market.

Examiner Tip
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Question 9 (b)
It was interesting to see so many answers incorporating a diagram, although this was 
not requested nor required as part of the specification. Clearly it can earn marks, as with 
any question where a relevant diagram is used. Note however that the question asked for 
effects in plural, so answers which just stated that prices would be pushed down and drew 
a diagram to show prices being pushed down were rather limiting the opportunity to gain 
marks.

Most answers quoted effectively from the passage that distributors would face lower prices 
and would have to 'absorb cost increases' from poor harvests, would merge (as Chiquita and 
Fyffes were planning) or leave the business. Many used the passage to discuss the need to 
diversify into melons and pineapples, as the text indicated.

This is an answer which uses the passage extremely well, but devotes none of the response 
at all to evaluation. There are four marks reserved for this.
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Decreasing profit margins & data to support – 2

EV – customer may benefit from lower prices 
does not answer the question as not linked to 
distributors – 0

Forced to absorb cost increases & may have to 
shutdown in the LR – 2

Supermarkets buy direct from producers/reduces 
their revenue/lead to loss of jobs – 2

Last EV paragraph does not make sense (is not 
about distributors) – 0 

Total 4 (as max KAA) + 0e = 4

Examiner Comments

Look at the assessment objectives and 
their weightings very clearly for the new 
spec. These are fixed in stone and cannot 
change from one Paper to another.

Examiner Tip
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This answer earned full marks. Notice how large and clear the diagram is, and although 
there might be some questions over it (discussed below) it adds value to the answer.
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Prices will fall, owing to competition for 
contracts (2)

Revenue and hence profits will fall, with data 
to support this (2)

The diagram supported the reasoning and 
there is therefore a clear 4 KAA marks here.

For evaluation, the firms may collude (2) or 
act to cut costs so that profits do not fall (2)

4 + 4 EV = 8

Examiner Comments

We have not been extremely fussy about the 
AC line not changing in the new profit area. 
Similarly, the AR/MR points joining mid-air 
is mathematically problematic, but using a 
diagram to support an answer can only ever 
add marks – we never take marks away.

Examiner Tip
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Question 9 (c)
This was undoubtedly the most challenging data response question for 6EC03, probably for 
some years. These questions are satisfying in terms of discrimination and ease of marking – 
the precise wording of the question quickly reveals the range of ability.

The weakest answers focused entirely on whether the merger should be allowed to go 
ahead. There were some cases where the answer written for c and d were almost identical.

Most answers could identify the role of the regulator, and many were aware of recent 
changes to the now CMA increasing the powers and scope of the regulators (which was a 
useful route to earn evaluation marks).

The main obstacle for candidates was identifying problems that regulators might face, 
such as the international nature of the firms, under the jurisdiction of different regulatory 
authorities. This was the most commonly identified, along with regulatory capture and 
information asymmetry.

It would have been hoped that having identified three problems the answers would go on 
to say why these were not problems. For example, the supranational nature of competition 
policy, the penalties for collusion with the regulators and information symmetry. Many 
candidates examined whether the merger should be allowed to go ahead (which was 
credited as having at least some validity), discussed the increased powers of regulators, 
and commonly the damage that might be caused to international brands such as Chiquita if 
found to be acting against the public interest. However this approach was extremely rare, 
and the evaluation attempts tended to go off course.

This is certainly a commendable answer, and well above the mean of 5.97, but to gain more 
of the marks available it needed more problems and solutions regulators face – one at least 
– to give a broader answer.
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Role of the regulator implicit – 1

Based in different countries argument – 2

EV – authorities could work together – 1e

Asymmetric information & lie about value of 
assets & profits – 2

EV – must publish accounts – 2e 

Total 5 + 3e = 8

Examiner Comments

Evaluation points need to be developed to a 
deeper level – one sentence is rarely enough. 
Take a point and examine it from many angles. 
Ram the points home, putting pressure from 
different viewpoints.

Examiner Tip
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This was a far more typical response, with swathes of irrelevant material.
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Role of regulator – 1

Next 2 paragraphs do not answer the question

Lack of information – 2

Hard to judge/measure consumer welfare – 1 
No Evaluation

This answer does not address the question 

Total 4 + 0e = 4

Examiner Comments

The key is to stick closely to the question.

Examiner Tip
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Question 9 (d)
The enhanced difficulty of question 9(c) was balanced out by a very accessible and well 
answered 9(d). The mean was 11.58, over 2 marks above the equivalent question 10(d). 
10(c) was over 2 marks over 9(c), so a very satisfying balance was achieved between 
questions 9 and 10 overall – the overall mean for question 9 was 25.96 and for question 10 
it was 26.09.

The reason that this question was so well answered was the opening up of the question 
to any benefits to any stakeholders, and the evaluation as any costs to any stakeholders. 
Furthermore it was permissible to talk about various types of economies of scale as separate 
points, and we allowed a wider range of diagrams (although still not allowing demand and 
supply in their simplest form).

Most answers gave three or four valid points, and a similar number of evaluation points, 
however the weakness tended to be that the evaluation points were not fully developed or 
applied to the context. It must be remembered that the skill of evaluation is higher order, 
and incorporates all the other skills such as application in order to reach the highest level of 
marks. This will be particularly useful to know in the new specification.
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Greater monopoly power & supermarkets may be forced to pay more for their bananas – 2

Diagram – AR/MR shift right + new profit area shown – 2

EV – risk of x-inefficiency occurring – 2e

Economies of scale + use of specialist equipment – 2

Ability to use pricing strategies to reduce contestability in the market – 2

EV – illegal – 1e Total 8 + 3e = 11

Examiner Comments

We have not been extremely fussy about the AC line not changing in the new profit area. Similarly, 
the AR/MR points joining mid-air is mathematically problematic, but we have been very clear in 
our marking as follows:

For one mark, draw the correct change or movement. This can be AR and MR as shown here. 
Or it can be a shift in costs, either AC (if a fixed costs change) or AC and MC (for a variable cost 
change). On an LRAC curve it is the rise in output corresponding with a fall in cost. It must be in 
the right direction, correlating with the shifts described in the answer given by the candidate.

For the second mark the impact (benefit or cost) must be shown. This tended to be the new profit 
area, but we allowed changes such as leaving the industry.

Examiner Tip
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A systematic answer with a good range of points is likely to score well. The particular benefit 
of this answer is that it uses the passage again and again in making the points.
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Technical economies of scale & use of new/advanced 
machinery – 2

EV – diseconomies of scale – 2e

Diagram showing economies of scale – 2

More power & less likely to be exploited by 
supermarkets – 2

EV – not a significant change in market power – 2e

Reduced costs boosting efficiency – 2

EV – higher costs due to redundancy – 2e

EV – language barrier between workers from different 
countries (not developed to say what the problem will 
be) – 1e 

Total 8 + 7e = 15

Examiner Comments

Develop the evaluation points, using 
data and supplementary analysis 
wherever possible.

Examiner Tip
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Note that the diagram marks can be awarded as part of the KAA (benefits) and also the 
evaluation (costs).
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Note that the diagram marks can be awarded as part of the KAA (benefits) and also the 
evaluation (costs).
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Economies of scale achieved (technical – see note on top of page 2) + explanation linked to lower 
costs & higher profits – 2

Increased market share & less likely to be exploited by supermarkets in the future – 2

Purchasing power to achieve better deals (purchasing economies) – 2

Diagram – lower AC + extra profit area shown – 2

EV – diseconomies of scale – 2e

EV – redundancy and the negative impact on staff – 2e

EV – bad for the banana growers – 2e

EV – The risk of a cartel forming – 1e (we felt this was an attempt to show the negative impact on 
the consumer) 

Total 8+7e = 15

NB: LRAC diagram at top of page 1 would have only been worth 1 as it only shows a movement 
not an impact (this is irrelevant for this candidate as the diagram marks are fully awarded at the 
bottom of the page)

Examiner Comments

If in doubt add another diagram, and don't cross out diagrams unless 
contradicting earlier ones (cancelling out rather than evaluation, that is).

Examiner Tip
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Question 10 (a)
The mean at 3.37 on a mark base of 4 makes this a question that candidates found very 
accessible.

The theory for this question was confidently explained by almost all candidates. Most said 
that demand was inelastic, there is no alternative, or explained monopoly/market power.

The data was rich in terms of evidence, and candidates clearly relished in the opportunity 
to quote from the passages. Most observed that the driver returning from Germany would 
get lost or gain extra miles, and therefore had no choice but to stay on the motorway. Many 
quoted this 15p extra per litre, and the distance between motorways.

The main weakness was that when asked to explain 'briefly', many candidates were far too 
brief in their application. There was so much information in the text and in some cases it 
was felt the data had not been read properly.

Many candidates provided far more information than required for a four-mark question.
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A market structure was not required, but some theory on elasticity and discrimination here 
were very effective in scoring theory marks.

Numbers or quotes from the prose are equally valuable in terms of gaining application 
marks.

Theory (Total 2 marks available)

Oligopoly (1) 

Price setting power (1)

Inelastic demand (1) 

Application (Total 2 marks available)

3 firm concentration ratio CR 87% (2)

Application to motorway, having no choice (1)

'Driving extra miles, etc' (1)

Captive market (1) 

2 explanation + 2 application = 4

Examiner Comments

Never feel that you need to use all the space 
available. In this case there was a blank half 
page left available for those who wanted to 
draw a monopoly diagram (there were many 
of these) but it is certainly not a requirement 
to do this, and the full marks can be achieved 
in a very small number of lines, let alone 
overspilling into the white space as here.

Examiner Tip
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Theory:

Price discrimination (1)

Little choice (1)

Demand is inelastic (1)  

Application:

Higher price calculation (1)

Gaps between MSAs (1) 

2+2ap=4

Examiner Comments

The use of numbers in your answer 
makes it very easy for the examiner to 
award application marks.

Examiner Tip
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Question 10 (b)
This question had almost exactly the same mean as 9(b) (5.6) even though there was a 
clear requirement to give two points. Also in a very similar vein there were many diagrams 
offered although not required, but a diagram could not replace a reason and just support it 
as part of KAA, so was not going to earn 2 marks per se.

Most answers discussed firms losing profits or going below shut down. Some impressive 
answers discussed short run contribution to profitability as a reason to stay in business as 
part of evaluation.

This is a very strong answer.
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As with many 8 mark answers, there is a distinct lack of evaluation.

Shut down point argument – 2

Shut down point diagram supports the above 
point (can now earn 3 KAA) but note two 
reasons must be given for the 4 full KAA 
marks.

EV Reducing price could bring in more revenue 
so they do not have to shut down – 2e 
Debt burden – 2

EV Investment may lead to improved services 
and therefore long run profit – 2e

4 Max KAA + 4e = 8

Examiner Comments

A strong approach is to use some textbook 
theory, such as P<AVC. This can then be 
developed for evaluation as described above.

Examiner Tip

Extremely high costs & application to support 
point – 2

EV – revenue made should be able to cover 
costs – 1e

Aggressive behaviour of the dominant firms 
can force other firms out – 2 

Total 4 + 1e = 5

Examiner Comments

The most effective evaluation is to turn the 
question around – why firms might not leave 
the industry.

Examiner Tip
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Question 10 (c)
This question was interesting to mark because of the wide variety of thoughtful responses. 
For many candidates it was hard to find two separate points on the impact on profitability. 
The most effective way was to discuss the impact on demand and the impact on costs, but 
there was limited information on the cost of the motorway signs in the data, so other ways 
to do this was to consider the impact on different firms, those with the monopoly power and 
those which had been more competitive.

It was successful in terms of discrimination and ease of marking – the diagram question 
quickly reveals the range of ability.

On the diagrams we have been very clear in our marking as follows:

For one mark, draw the correct shift. This can be AR and MR as shown here. Or it can be a 
shift in costs, either AC (if a fixed costs change) or AC and MC (for a variable cost change). 
It must be in the right direction, correlating with the shifts described in the answer given by 
the candidate.

For the second mark the impact must be shown. This tended to be the new profit area, but 
we allowed changes such as leaving the industry.

This is a strong answer with good analysis and diagram, with three evaluation points. 
However the impact on profitability amounts to just one small point, worth 2 marks, which is 
in essence what the question is asking.
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Fall in profits due to greater awareness of 
prices – 2

Diagram – 2 (shift & new area)

EV Will not necessarily happen if there are no 
nearby alternatives – 2e

EV hard to measure by how much demand has 
fallen – 1e

EV Consumer loyalty argument – 2e

4 + 5e = 9

Examiner Comments

Answer the question as fully as you can.

Examiner Tip
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A model answer.
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This example is included to show that fixed cost changes are also fully acceptable, but many 
candidates did confuse fixed and variable. The 'pay to advertise' is seen as an overhead.

Decrease in demand and lower revenue – 2

Diagram (falling AR/MR and new profit area) – 2

EV – a car cannot wait if it needs petrol – 2e

Lower prices & lower profits – 1 (bit repetitive)

EV – firms may collude – 2e

EV Correct use of payoff matrix – 2e

Could benefit if their economies of scale show them to be 
the cheaper provider – 2

EV – unlikely they would be much cheaper based on the 
data (15p above average) – 2e 

Total 6 + 6e = 12

Examiner Comments

It is super to see clear diagrams, 
and a valid payoff matrix.

Examiner Tip

Costly to advertise prices, which increases 
costs and decreases profits – 2

Diagram showing higher AC and new profit 
area – 2

EV – firms with lower prices could see 
revenues increase – 2e

Price wars will develop and revenues fall – 2

EV – long run firms will exit due to aggressive 
strategy/predatory behaviour – 2e

Total 6 + 4e = 10

Examiner Comments

If fixed costs change don't shift the MC. 
If variable costs change then do shift 
MC as well as AC.

Examiner Tip
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Costly to advertise prices, which increases 
costs and decreases profits – 2

Diagram showing higher AC and new profit 
area – 2

EV – firms with lower prices could see 
revenues increase – 2e

Price wars will develop and revenues fall – 2

EV – long run firms will exit due to aggressive 
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Total 6 + 4e = 10

Examiner Comments

If fixed costs change don't shift the MC. 
If variable costs change then do shift 
MC as well as AC.

Examiner Tip
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Question 10 (d)
Well-constructed essays stand out easily from the poorly related lists-of-points. This is not 
an area well rehearsed by candidates, which largely explains the lower mean score (by over 
2 raw marks) when compared to 9(d).

The better answers used the data available, for example by relating debt issues to entry 
barriers and also the use of the evidence to show that the firms could operate perfectly 
well whilst holding onto debt in the longer term. Other good answers used the evidence 
that there were high entry barriers in terms of regulations, but also observed that there are 
niche markets and things might change when regulation changes.

Weaker answers listed economies of scale without relating them to entry barriers, or 
repeated 10(a) on why monopolies can charge high prices. Some candidates used this 
question as an opportunity to talk about pricing and non-pricing policies at length, and 
although there was scope on the mark scheme for awarding this as a factor, it was too 
narrow a point to offer for the whole 16 marks

You can see from the plan that the candidate has rephrased the question as one on barriers 
to entry. It is unwise to narrow down a question.
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Initial cost of the investment as an entry barrier – 2

Regulations deter new entrant – cost – 2 

Time to comply with regulations – 2

Restriction of supply – 1 (overlap with regulation points)

High running costs – 2

Problem of servicing high debt – 2 

No evaluation 

Total 8 Max KAA + 0e = 8

Examiner Comments

This answer has no sense of 
discussion. The answer comes 
across as a shopping list.

Examiner Tip
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This answer confuses sunk costs, and is too narrow. However it is one of the better  
answers seen.
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High sunk costs is applied to rent which is 
incorrect but we award high start up costs – 2

Brand loyalty to established firms – 2

Overheads and debt make the market less 
attractive to new firms – 2 

EV – debt will not discourage all as there is 
plenty of cash in the market – 2e

EV – price is an important factor – 2e

Although the last paragraph looks like 
evaluation, it is just a summary. Sunk costs 
are not the strongest argument because the 
concept has been misunderstood – 0e 

Total 6 + 4e = 10

Examiner Comments

The conclusion is not a summary or a repeat of 
points. It should be a chance to go back to the 
question, answer it and weigh up the issues.

Examiner Tip
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Paper Summary
Based on their performance on this paper, candidates are offered the following advice:

• Read the question carefully. Missing a key word can change your mark by several 
grades.

• Time yourself carefully. There were many instances of candidates scoring the 4-mark 
questions several times over, then running out of time on the high mark-based 
questions.

• Choose the questions by the theoretical content of the questions, not the source 
material. In the new exams you will only have to choose on the essay questions, but in 
this paper the huge amount of data has clearly been a distraction for those candidates 
trying to make a choice.

• Try to avoid crossing out answers. If you are wrong it won't lose you marks, but if 
something is partially right it will score some credit. This is especially true when drawing 
payoff matrices and filling in tables.

• The data contains the answers. Use it. 25% of the marks are for application. We spend 
hours trying to make the data interesting and accessible to you, so are disappointed if 
you ignore it.
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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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