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Introduction
General Comments

This was the fourth 6EC01 exam paper from the new specification launched in September

2008. The structure of the paper require candidates to answer eight supported multiple choice
questions, each being worth up to 4 marks (and so totalling 32 marks). Candidates then select a
data response question from a choice of two, totalling 48 marks.

Most candidates completed the paper in the time available but a minority appeared to struggle
developing their answers towards the end. Consequently, future 6EC01 papers will have just five
sub-questions (instead of six) within each data response section. The maximum mark base for an
individual sub-question will also rise from 12 to 14. This should make it easier to complete the
exam paper in the one and a half hours available.

Overall, the paper appeared accessible to the vast majority of candidates and differentiated
effectively between the qualities of responses. The mean score was 46.3 (compared to 45.3 in
June 2009) and the standard deviation 13.9 (compared to 14.0 in June 2009).

It was pleasing to see a good standard of responses and there were a significant number of
sophisticated answers which scored very high marks. There were very few candidates who could
not answer some of the questions on the paper.

The performance on individual questions is considered in the next section of the report and there
are two examples of candidate work for each one. These examples act as a guide as to why a
question was well answered and also on how to improve further.

Section A: supported multiple choice questions

Most candidates find this method of testing highly accessible. The mean score for the supported
multiple choice questions was 20.32 out of a total of 32 marks (compared to 20.0 in the June
20009 series). As with the previous papers, candidates found the 3 market failure questions (Q6-8)
more challenging than those covering the operation of markets.

The key to success involves defining the main concept(s) in the question (awarded 1 or 2
marks) and applying appropriate economic theory and analysis (usually awarded up to 2 marks).
Annotation of the diagrams provided in any question is a good strategy, for example, Q4, Q5
and Q8. In addition, Q1, Q2, Q3 and Q6 offered scope for candidates to introduce diagrammatic
analysis as a means of demonstrating their knowledge and understanding of the issues at hand.
One should remember that the foundation of this paper is the understanding of the price
mechanism model and its limitations. Any opportunity to demonstrate this model should be
taken.

In order to maximise candidate performance it is possible to achieve the full three explanation
marks even when selecting the incorrect option. This happened occasionally, suggesting that
either an accidental mistake was made in placing the incorrect letter in the answer box or that a
good understanding of the issue being examined was held by the candidate.

Some candidates attempted to gain marks by eliminating incorrect options. Up to three marks
are available for successfully eliminating three incorrect options (providing that three separate
reasons are offered). However, mixed success was achieved here. It requires candidates to
explicitly state the option key being rejected and then to offer an appropriate explanation. It
was surprising to still find a significant number of candidates failing to identify the incorrect
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option key and so not alerting the examiner to their rejection.

Several examples of how to successfully eliminate incorrect options are provided in the following
candidate responses. A certain skill is required for this and it is important to practise the
technique. The mark scheme also offers guidance on how to reject incorrect options.

Note, it is perfectly acceptable to use a combination of techniques for securing the three
explanation marks, for example, explaining the correct answer, diagrammatic analysis and
eliminating one or more incorrect answers.

Section B: data response questions

The data response questions have a substantial weighting for evaluation marks (16 out of 48
marks). Consequently, it is vital that candidates make evaluative comments when required by
the question as these may comprise up to half the marks available for the higher mark tariff
questions.

In future 6ECO1 papers, a 14 mark question will include 6 evaluation marks and a 12 mark or 10
mark question will include 4 evaluation marks.

Attention should also be directed to the quality of written communication (QWC), especially in
those questions identified by an asterisk in the question paper. Here, candidates should attempt
to develop a coherent argument and take into account grammar and presentation. Although no
explicit marks are awarded for QWC, it forms part of the overall impression that examiners take
into account when awarding marks.

Both data response questions were accessible to candidates. Question 9 (Rising food prices) was
a more popular choice with 59% of candidates selecting this, compared to 41% choosing Q10 (The
motor vehicle market). The mean score for Q9 was 26.28 and for Q10 25.88 out of a total of 48
marks. These scores suggest the questions are highly comparable in terms of the demands placed
upon candidates and in the marking process.
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Question 1

Overall, this question was answered well. The vast majority of responses selected correct option
C (1 mark) and many offered suitable diagrammatic analysis, which involved movement along a
production possibility frontier. Since two key concepts were involved in this question (opportunity
cost and production possibility frontier) it was possible to gain two marks by defining both of
them.

Relatively few candidates attempted to gain marks by rejecting incorrect options and this

was not done very well. Some responses stated that option D was wrong since a production
possibility frontier does not show equilibrium price - and then failed to develop further. The
obvious development would be to mention that a demand and supply diagram is required to
show equilibrium price or, that a production possibility frontier only focuses on supply potential
whereas an equilibrium price requires both demand and supply curves.
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Examiner Comments

3 out of 3 explanation marks awarded.

Like many sound answers, the candidate starts by defining the key concepts of production
possibility frontier and opportunity cost (1+1 marks). A further 2 marks are achieved
through explanation of opportunity cost by diagram. Reference is made to a movement
along the curve from B to B1 which involves an opportunity cost of A to A1. (Note that a

maximum of 3 explanation marks are available here).
. J
1 A production possibility frontier can be used to illustrate the concept of:

(1)
A External cost

B Producer surplus
€ Opportunity cost
D Equilibrium price.

Answer C

Explanation
(3)

Frodwohon podcibilidy fronh o Showe the. wmoim e outp uf combinafions of Avo -
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Examiner Tip

Be prepared to draw a relevant diagram and make sure it is accompanied
with suitable explanation of opportunity cost - otherwise no marks would
be awarded for it.
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Examiner Comments

2 out of 3 explanation marks awarded.

The candidate achieves 2 marks for defining a production possibility frontier and
opportunity cost. The next step requires suitable application, for example, explaining
how an increase in production of one good might involve the reduction in production of
another good since scarce resources have to be reallocated from one to the other.

" J

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

1 A production possibility frontier can be used to illustrate the concept of:

A External cost

B Producer surplus
C Opportunity cost
D Equilibrium price.

Answer C-

Explanation
(3)

Lo .0 Good wwids o countvy com proomct if WL reSourcis avy
_fwlly_whiised: Oppovkuniny oot s a cost of an octien wt asured

o tawh of A wagt best altervotivl foregont s Tl curve on
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Examiner Tip

There are 3 explanation marks available and so think about how these
can be achieved. It should be obvious that 2 explanation marks have
been gained from the definitions and that some further development is
required.
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Question 2

Overall, this question was answered well. The vast majority of reponses selected correct option
D (1 mark) and many offered suitable diagrammatic analysis, automatically scoring 2 explanation
marks in the process. It was most pleasing to see so many candidates recognise the importance of
a supply and demand diagram for explaining their answer.

This answer is a typical example of those candidates who achieved full explanation marks.
Remember that 6ECO1 focuses on the price mechanism and so be prepared to use it whenever
appropriate.

Examiner Comments

3 out of 3 explanation marks awarded.

Full marks are achieved by identifying that a decrease in the cost of machinery will lead
to lower cost of production (1 mark) and then offering a relevant diagram which depicts
the supply curve increasing and price falling (2 marks).

2 Which of the following factors is most likely to cause the price of gold to fall without a
shift in the demand curve?
A Anincrease in national income %
B A decrease in the price of silver
€ Anincrease in the wages of gold miners ¥

D A decrease in the cost of machinery used in gold mining.

Answer D

Explanation

A Cscreoma. v Ao SN d'(‘ RN IE ST e
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Examiner Tip

Try and add an explanation to the correct key rather than just
repeating the sentence. For example: a decrease in the cost of
machinery used in gold mining 'will mean the cost of production
is less'. It is the last part which scores the mark rather than the
repeat of the sentence in the correct key.
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Not all candidates offered diagrammatic analysis. Nevertheless, it was still possible to achieve
full marks by referring to production costs falling (1 mark), greater incentives to produce (1
mark) and an increase in the supply of gold (1 mark). However, in this example the candidate
achieves two explanation marks.

’ Plus

Examiner Comments

2 out of 3 explanation marks awarded.

One explanation mark is gained for stating that the supply (of gold) will increase and
so lead to a drop in price. A second explanation mark is achieved by rejecting option
B. Note that reference is made to silver and gold being substitutes and that a fall in
the price of silver would cause a decrease in the demand for gold. This is the correct

way of rejecting an option.
L J

2 Which of the following factors is most likely to cause the price of gold to fall without a
shift in the demand curve?

A Anincrease in national income
B A decrease in the price of silver
C Anincrease in the wages of gold miners

D A decrease in the cost of machinery used in gold mining.

Answer J

Explanation
1, o | ¥ _'
(e (@._*“”.’3‘9. wied ! jaerace / J “}"/”L;’
r;"-v"°h [+ A LT g 6 Fin l;, ot l/ C G o
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Examiner Tip

Always state the option key which is being rejected
so that the examiner is alerted to consider the
response.
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Question 3

Most candidates selected correct option B (1 mark) and understood consumer surplus. However,
a significant number of answers selected incorrect option A, confusing the buyer of the holiday
cruise with staff on the cruise who gained a wage increase.

This was another question which offered scope for diagrammatic analysis. Up to two marks could
be achieved by showing the original and new level of consumer surplus through a demand and
supply diagram (where the supply curve is shifted outwards).

A pleasing number of responses successfully rejected option C, stating that an increase in the
price of the holiday to £3000 would eliminate Neringa's consumer surplus completely.

P

3 Neringa is prepared to pay £2,500 for a luxury cruise to the Caribbean. If the current
price is actually £2,000, which of the following might cause her consumer surplus to
increase?

(1)

A Anincrease in wages paid to cruise holiday workers by £500 per year
B A decrease in value added tax placed on luxury cruise holidays
C An increase in the price of the cruise to £3,000

D A decrease in the number of companies offering luxury Caribbean cruises.

Answer 6

Explanation

MConnckna ¢ e

@ On unredas .
n ham. pmce
Chuanss Lkl

M&O AL sl C Ouls 0-1‘ Frqwhcn s O
cecrense cswaiy sorpid (Total for Question 3 = 4 marks)
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Examiner Comments

3 out of 3 explanation marks awarded.

This is an excellent answer and there are various ways full marks are gained. The definition of consumer
surplus (1 mark)is supported by diagrammatic analysis showing the effects of a decrease in tax - shifting the
supply curve to the right; both the original and increase in consumer surplus is depicted (2 marks). Then the
candidate calculates the original consumer surplus at £500 (1 mark). Finally a successful rejection of option
A is done by mentioning how an increase in wages will raise production costs and so reduce consumer surplus

(implicit price rise of the holiday).
.

Examiner Tip

Be careful in rejecting incorrect options and make sure some value is added to
the answer. The candidate does not quite reject option C properly. The increase in
price of the holiday to £3000 would actually eliminate Neringa's consumer surplus.
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Examiner Comments

2 out of 3 explanation marks awarded. The examiner is always trying to mark in a positive way. In this
response 1 mark is gained for defining consumer surplus and 1 mark for explaining how a decrease in
tax on the luxury cruise would cause price to fall and so raise Neringa's consumer surplus.

The rest of the answer is incorrect yet no marks are deducted for this. The candidate shifts the
demand curve (rather than the supply curve) and incorrectly identifies the area of consumer surplus.
Even the final statement about Neringa being prepared to pay more than £2500 for the holiday shows a
\lack of understanding.

J

3 Neringa Is prepared to pay £2,500 for a luxury cruise to the Caribbean. If the current
price is actually £2,000, which of the following might cause her consumer surplus to
increase?

A An increase in wages paid to cruise holiday workers by £500 per year

A decrease in value added tax placed on luxury cruise holidays
An increase in the price of the cruise to £3,000

C
D Adecrease in the number of companies offering luxury Caribbean cruises.

Answer ’ PZ)

Explanation
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(Total for Question 3 = 4 marks)

Examiner Tip

Ensure you can distinguish between the factors which shift supply curves from those which
shift demand curves.

Also, make sure you define consumer surplus properly - some responses mistakenly omit ‘the
difference between' and so do not secure the mark.
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Question 4

Overall this question was answered well. Most candidates selected correct option C (1 mark) and
proceeded to define a subsidy (1 mark) and show the relevant calculations (2 marks). Various
definitions of a subsidy were accepted, the main idea being that it is a grant given to firms to
increase production and so reduce price of a good. It should encourage more consumption.

A significant number of answers selected incorrect option B, believing the subsidy is only offered
to the extra output of 50 rather than the whole output of 150 goods.

4 Price (£) Examiner Comments

3 out of 3 explanation marks awarded.

The candidate defines a subsidy (1 mark) and then
shows the correct calculations (2 marks). 1 mark
is also awarded for identifying and shading in the
subsidy area on the diagram (however, maximum
marks are already achieved here).

|\ J

0 100 150 Quantity

The diagram illustrates the effect of a government subsidy on a good. The total
government expenditure on the subsidy will be:

A £100

B £150

C £450

D £1,050. Examiner Tip

Answer C Always show the workings in numerical questions as

marks are often allocated to this.

Explanation

f\&wj:uﬁ e by o Mw@ulm.mmtmm
A ‘mml'd[{ mewubﬁm% LMWM&W/&U
k. pt (o dewrconr . Bt ity e, Mariok
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Wkﬂwwwwuﬂmwmw Lol o
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Plus

4 Price (£)

Examiner Comments

2 out of 3 explanation marks awarded.
The candidate recognises the unit subsidy is £3
>: [ and multiplies this by output of 150 to obtain

10 P™g----=---
! the total government spending on the subsidy
8 f------3 . of £450 (2 marks). No definition of a subsidy is
7 ¢ . offered nor annotation of the diagram.
! : - J
| | D
0 100 150 Quantity

The diagram illustrates the effect of a government subsidy on a good. Thetotal
government expenditure on the subsidy will be:

£100
£150

£450 Examiner Tip
£1,050.

O N @ »

Be prepared to annotate any diagrams in the
Answer C question. By shading in the total subsidy area and
labelling it 1 mark would be scored.

Explanation

Ao -1 =3 Area cxk( Dox__abowe S,
1S0. xR.24S0. e = T g suisidsy

.. totel.. ao 0\ Yo (Qd‘r.‘mc@Q above Y
&«m Qupply. .. SR s e Spneomend fbtkhs'.(-{‘J c@«,;:en

o Aa . groduer

(Total for Question 4 = 4 marks)
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Question 5

Most candidates selected correct option C (1 mark) and recognised that the complementary
relationship between goods X and Y. This was usually supported by a definition or formula of cross
elasticity of demand.

However, the number of candidates who gained full marks was not as high as expected, perhaps
reflecting the lack of application to the diagrams. In particular, some candidates failed to
mention how the fall in price of good X has caused an increase in demand for good Y.

A significant number of candidates selected incorrect option A, believing the goods X and Y to be
substitutes. It appears they became confused between a positive cross elasticity of demand and
the idea that demand rises for both goods.

Plus

Examiner Comments

s

3 out of 3 explanation marks awarded.

This is an excellent answer. The candidate defines cross elasticity of
demand (1 mark), states the goods are complementary with a negative
correlation (1 mark) and correctly applies to computer games consoles
and games software (1 mark). On top of this, marks would also be gained
for rejecting options A and B (except that full marks have already been

attained here).
. J
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5 Market for X Market for Y

Price of X Price of Y

D

:
| D
0 Qe Q, Quantity of X 0 Qe _Q, Quantity of Y

The diagrams show the effects of an increase in supply of good X on the demand and
price of good Y. Which of the following is most likely to be represented by good X and
good Y7

A Lamb and chicken
B Bus travel and potatoes
C Computer games consoles and computer games software

D Leather and beef.

Answer ] C l

Explanation

Cross. QR elos e \'%ti WO Olj.'. MO LS. 0 I"\)‘_spof '15-"1’(73{7
A We 1Y% Yo 22 O o' = YOA_ B2 T oMo 10 G ( horge.
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decheosa s, e domooot. &C < tockease S . TS
A cates oo 1-"\.Q.g;5u._..?t.-_{_vr:‘_ corfelatton. el EhaéEce
arnplemectc.. Qo . A _foM (0 prse.. OF compudts
ARMRD. .eansales.... CAL Se@d olemacoll. o GKeRR

o0 L. comP AR AAMRD soft wane. . ALSLWIR

ardl hae a. . positve.  xEp. B.(S..ooneck e
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= O arct Bl f ¢ (Total for Question 5 = 4 marks)
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Examiner Tip

When rejecting an incorrect option, try and explain the economics behind it. This is
done successfully here. For example, Option A is wrong because lamb and chicken
are substitutes with a positive XED (1 mark) and option B is incorrect because bus
travel and potatoes have no relationship so a zero XED (1 mark).
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Plus

D ENEECI N nE IS

2 out of 3 explanation marks awarded.
The candidate shows the formula for cross elasticity of demand (1 mark) and then identifies
a complementary relationship between the goods (1 mark). No application is offered.

5 Market for X Market forY

Price of X Price of Y

D
0 Qe Q, QuantityofX 0 Qe Q Quantity of Y

The diagrams show the effects of an increase in supply of good X on the demand and
price of good Y. Which of the following is most likely to be represented by good X and
good Y?

A Lamb and chicken

B Bus travel and potatoes

C Computer games consoles and computer games software
D

Leather and beef,
Answer ‘ c ]
Explanation
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Examiner Tip

Be prepared to apply to the context of the question. For example, 1 mark
can be gained by stating that a fall in price of computer games consoles
would cause an increase in demand for computer games software.
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Question 6

A wide variety of responses were recorded for this question. The best answers usually started
with a definition of tradable pollution permits and then offered diagrammatic analysis to show
that by reducing supply of allowances, the price would be driven up and so encourage firms

to cut back on pollution emissions. In effect, firms have greater incentive to introduce clean

technology that would reduce carbon emissions and might even enable them to sell on any spare
pollution permits.

6 Tradable pollution permits would be more effective in reducing carbon dioxide
emissions within the European Union (EV) if:

(1)
A There is an excess supply of pollution permits

B Major polluting industries such as air travel are excluded from the carbon trading
system X

€ It is difficult to monitor and prosecute firms for exceeding their pollution permits ,

The EU is prepared to decrease the supply of pollution permits if the price falls too
low.

Answer D

Explanation
(3)

Lodrestable o oesltunva  parmbe  ace . pemake gﬂ\m ot b frme

Fropollutva.. porod may fodl foo low f Hhere 1w ok exeds sufply
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. e (votal for Question 6 = 4 marks)
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Examiner Comments

3 out of 3 explanation marks awarded.

The candidate explains pollution permits by referring to the idea of a quota and the tradable
nature of them (1 mark). Diagrammatic analysis is offered depictng a decrease in supply

of permits and an increase in their price (2 marks). Note the inelastic nature of the supply
curve for permits since these are determined by the authorities.

Examiner Tip

Be prepared to use relevant diagrammatic analysis. 6EC01 focuses
on the price mechanism model and so often there are marks to be
gained in its application.
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Examiner Comments

2 out of 3 explanation marks awarded.
The candidate understands tradable pollution permits (1 mark) - in particular, the idea of
limits imposed on pollution and that these can be bought and sold between firms.

A good explanation is given of the effects of a low price for permits in terms of enabling
firms to purchase additional quantities to increase their pollution levels (1 mark).
L

6 Tradable pollution permits would be more effective in reducing carbon dioxide
emissions within the European Union (EU) if:

(1}
A There is an excess supply of pollution permits

B Major polluting industries such as air travel are excluded from the carbon trading
system

C Itis difficult to monitor and prosecute firms for exceeding their pollution permits ,

The EU is prepared to decrease the supply of pollution permits if the price falls too h
low.
Answer O
Explanation
(3)

T pormIRE A aked dradable  betwasn e as e b dont foms
MAY e buy  permits o e efficion | firms. Hewsdvo fowaris, pdct

forpolluten. papnidy may fod feo low S hert 7 ok exedt sufply
Spopemit of f Ve B very Uil bmard | by phess . pemik h ke

Ldradadd . Maaw faede  poutd  readtr Y permilt aull ard  wid of s
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Examiner Tip

Be prepared to extend the correct option statement with economic analysis. For
example, with regards to the last sentence, the candidate should mention that a
decrease in supply of permits would increase their price and so give an incentive
to firms to reduce pollution levels. This would secure a further mark.

L _—  [(Total for Question 6 = 4 marks)
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Question 7

Overall, many answers got off to a disappointing start by selecting incorrect option B. Taxing the
consumption of public goods will not work since people are still able to consume them without
making payments - this is the nature of the free rider problem (consuming without paying once it
is provided).

It means the government should provide public goods and not attempt to tax according to
individual consumption. Instead, funding could come from a system of general taxation. The
correct answer is option A.

[

Plus

Examiner Comments

3 out of 3 explanation marks awarded.

The candidate defines a public good in terms of non-excludability and non-rivalry (1 mark) and
offers an example with street lighting (1 mark).

The free rider problem is explained in terms of one consumer paying for a good and then other
consumers being able to enjoy it without paying. The difficulty of charging consumers for the
good, once supplied, comes across well here (1 mark).

|\

‘ Examiner Tip

To secure marks define key terms in the question, for example, the
free rider problem and public goods (1+1 marks).

Also, remember that the free rider

problem is concerned with the difficulty in charging consumers for
a good once it is provided - so little incentive to provide it in the
\ﬁrst instance.
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This is a good example of how it is posssible to achieve full explanation marks despite selecting
the incorrect option.

-

7 Which of the following forms of government intervention could help to solve the free
rider problem?

{1
A Provision of public goods
B Taxation on the consumption of public goods
€ Banning the consumption of luxury goods

/ﬁ Granting of subsidies to goods which yield high external costs.

Answer A

Explanation
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7 Which of the following forms of government intervention could help to solve the free
rider problem?
A Provision of public goods
B Taxation on the consumption of public goods
C Banning the consumption of luxury goods

D Granting of subsidies to goods which yield high external costs.

Answer @ D

Explanation
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(Total for Question 7 = 4 marks)

us

Examiner Comments

3 out of 3 explanation marks awarded.
The candidate explains the free rider problem and defines a public
good (1+1 marks). Application is offered to street lighting (1 mark).

Examiner Tip

Offer real world examples in application to secure
a mark.
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Question 8

This was another question where the wrong option was frequently chosen. Many candidates
mistook the triangle of welfare loss XZY with that of XYV and so selected incorrect option C.
Often these answers tried to explain the welfare loss area rather than focus on market failure in
university education as directed by correct option B.

8 Market for university education
Price of
university
education £ \ \.01% i .
3@“» Marginal Private Cost =
e Marginal Social Cost
£t

v‘."’\‘rgl’.

Marginal Social Benefit

V' Marginal Private Benefit
0 Qe Q, Quantity of university education

The diagram shows the market for university education. Assume there are no external
e O
costs. Which of the following is true?

PR

A The free market equilibrium quantity exceeds the social optimum quantity
/f There is market failure at quantity Qe
C The triangle of welfare gain is XYV «

D The marginal external benefit remains constant at all quantities. «

Answer |:_B—‘

Explanation
Macket doilue 15 hen price mechanisme Al B elloate cecou rees
albrietly . _
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Plus

Examiner Comments

3 out of 3 marks awarded.

Market failure is defined (1 mark) and the area of welfare loss identified on the diagram (1 mark). This
is reinforced by identifying the free market and social optimum output positions in terms of MPC=MPB
and MSC=MSB (1+1 marks) and so university education should be consumed to a greater degree.

Examiner Tip

3 out of 3 marks awarded.

Market failure is defined (1 mark) and the area of welfare loss identified on the diagram (1 mark). This
is reinforced by identifying the free market and social optimum output positions in terms of MPC=MPB
and MSC=MSB (1+1 marks) and so university education should be consumed to a greater degree.
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8 Market for university education
Price of
university

education £ . .
Marginal Private Cost =

Marginal Social Cost

P,

Pe Marginal Social Benefit

! ,V Marginal Private Benefit
0 Qe Q, Quantity of university education

The diagram shows the market for university education. Assume there are no external
costs. Which of the following is true?
(1)

A The free market equilibrium quantity exceeds the social optimum quantity
B There is market failure at quantity Qe
« € The triangle of welfare gain is XYV

» D The marginal external benefit remains constant at all quantities.

Answer B

Explanation
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/BOW fﬁ( / f*ﬂf’-/ﬁ/ (y ____ (Total for Question 8 = 4 marks)
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Plus

Examiner Comments

2 out of 3 marks awarded.

Option C is rejected by the candidate referring to the welfare gain triangle as XYZ (1 mark). Market failure is
also defined (1 mark).

The opening sentence is irrelevant and incorrect here as the focus should be external benefits rather than
external costs.

Examiner Tip

Make effective use of the information in the diagram. By identifying the free market
output as 0Qe and the social optimum output as 0Q1 a mark would be gained.
Unfortunately the candidate does not explicitly state these positions in the answer.
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Question 9 (a)

This is a typical data response question. Candidates are tested on their comprehension and

analytical skills of the information provided and are then required to use demand and supply to
explain changes in price.

Many candidates scored highly by bringing together a series of techniques, namely: making
explicit use of the data; constructing a demand and supply diagram; explaining the causes of the
shift in the demand curve and then the causes of the shift in the supply curve.

Perhaps it was surprising that not more candidates secured the full 8 marks available.

(a) With reference to Extract 1 and Figure 1, explain the causes of the increase in the
price of food. Use a supply and demand diagram in your answer.
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Examiner Comments

8 out of 8 marks awarded.
The candidate identifies the causes of rising food prices due to the increase in demand (growth in
global population and rising incomes) (1+1 marks). This is supported by an explanation of the decrease
in supply raising prices too(increased costs of agricultural production) (1 mark). A correct diagram (4
marks) and explicit use of the price data in Figure 1 (1 mark) ensures that this is a top answer.

Examiner Tip

Always fully label diagrams, for example, the axes, curves and equilibrium positions.
If there are two shifts in demand and supply, it is best to put on one overall diagram
to highlight the original and final equilibrium price positions.
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{a) With reference to Extract 1 and Figure 1, explain the causes of the increase in the

price of food. Use a supply and demand diagram in your answer.
(8)
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Examiner Comments

5 out of 8 marks awarded.

The causes of the increase in price is outlined (increased demand through global population growth and
rising disposable income) (1+1 marks). Data reference to food price rising by more than 100% in nominal
terms (1 mark). Fully labelled diagram which depicts an increase in demand and the rise in price (2
marks). However, no reference made to supply here.

Examiner Tip

An introductory question offering 8 marks for use of a diagram is likely to require a
shift in both demand and supply curves.
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Question 9 (b)

This is a question which includes knowledge, application and analysis marks as well as evaluation
marks. Consequently, the examiner breaks down the marking into these two parts. It is important
to comment on both parts to achieve full marks.

The majority of responses did not offer an evaluative comment and so were unable to score more
than 4 marks.

-
(b) To what extent are households on low incomes 'hit the hardest by rising food

prices’ (Extract 1, line 18)?
(6)
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Plus

Examiner Comments

6 out of 6 marks awarded.

Food is a necessity and so takes up a larger proportion of low income households than high income
households (1+1 marks). Low income households will have less to spend on other goods and services
(1 mark). Low income households could always throw away less food to reduce the problem (1 mark -
outside of the mark scheme).

The candidate evaluates by referring to the possibility of low income households switching to consume
different, lower priced brands and types of food to mitigate the impact (2 marks).

The quality of written communication is sophisticated and the answer always remains on track, with
good analysis and argument. The examiner will take the overall quality of argument into account when
awarding marks.

. J

Examiner Tip

Keep your answer focused on the question and be prepared to develop ideas from the
extract. The candidate does this very well here.
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(b) To what extent are households on low incomes ‘hit the hardest by rising food

prices (Extrdct 1, line 18)?
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Examiner Comments

4 out of 6 marks awarded.

The candidate identifies food as a necessity and that it is (price) inelastic in demand (1+1 marks). This
means a rise in price of food acts regressively on households with low incomes and so they have to

cut down on other expenses (1+1 marks). The detrimental impact of rising food prices on low income
households is reinforced by suggesting that high income households will not be affected so badly.

Overall, 4 marks is the correct score.
\

Examiner Tip

Always offer an evaluative comment for evaluation questions (shown by the phrase
"To what extent’). The response clearly achieves all 4 knowledge, application and
analysis marks but misses out the 2 evaluation marks.
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Question 9 (c)

Most answers included a definition of price elasticity of demand and suggested that food is
likely to be inelastic since it is an essential good. However, relatively few answers included an
evaluative comment. Occasionally some responses confused the determinants of price elasticity
of demand with that of supply, misdirecting their answers into a discussion of stockpiles and
spare capacity.

The best answers saw past food as a broad category and discussed different types of food and
how elasticity may vary, for example, considering basic necessities and luxuries. Examples of
necessities included bread and water whereas lobster and champagne were popular choices for

luxuries! - _ ‘ o
(c) Assess whether the demand for food is likely to be price elastic or price inelastic.
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Examiner Comments

6 out of 6 marks awarded.
All 4 knowledge, application and analysis marks are secured by defining price elasticity of demand and
explaining that food is inelastic since it is an essential good with few substitutes.

The 2 evaluation marks are gained by suggesting that different types of food have different elasticities,

for example, milk and chocolate.
. J
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(¢) Assess whether the demand for food is likely to be price elastic or price inelastic.
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Examiner Comments

4 out of 6 marks awarded.

All 4 knowledge, application and analysis marks are gained
through defining price elasticity of demand, explaining the
meaning of inelastic, identifying food as a necessity and so
it has no substitutes.

Examiner Tip

Offer an evaluative comment. The most obvious thing to discuss is the broad
definition of 'food' and that it is useful to break down into different categories where
elasticity may differ.

Question 9 (d)

This question differentiated well. The quality of responses varied enormously from being
outstanding to very weak and the full mark range was used. The best answers offered a
combination of relevant diagrammatic analysis depicting a guaranteed minimum price and also
several evaluative points on its effects.

The weaker answers often confused the guaranteed minimum price with a buffer stocks system
or even the idea of a national minimum wage. Consequently, much of the accompanying diagram
and discussion were irrelevant.

However, some answers were a pleasure to mark and revealed a thorough understanding of
government intervention in agricultural markets and the consequences of a guaranteed minimum
price.
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*(d) Evaluate the likely economic effects of the introduction of ‘guaranteed minimum
prices to encourage more domestic agricultural production’ (Extract 1, lines 20
and 21). Use an appropriate diagram in your answer.
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Examiner Comments

12 out of 12 marks awarded.

The candidate achieves all the knowledge, application and analysis marks in the first paragraph by
defining a guaranteed minimum price, showing its impact by diagram and identifying the increase in
government spending. This is reinforced by a comment on farmers having more security over their
income. Any doubt one might have on awarding the full knowledge, application and analysis marks
is dispelled by the quality of the third paragraph; the candidate revisits the positive effects of a
guaranteed minimum price.

The following three paragraphs offer various evaluative comments, both negative and positive on the
effects of a minimum price. These include a discussion on government finances, producer incentives,
efficiency and issues of surrounding the perishability of the food. The candidate deals with the question

of government failure successfully here.
L J

Examiner Tip

Consider both positive and negative effects of an economic event (such as introducing a
guaranteed minimum price). In doing so, one is automatically offering evaluative comments.
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*(d) Evaluate the likely economic effects of the introduction of ‘guaranteed minimum I
prices to encourage more domestic agricultural production’ (Extract 1, lines 20

and 21), Use an appropriate diagram in your answer.
(12)
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Examiner Comments

8 out of 12 marks awarded.
A fairly brief answer but it remains relevant throughout.

There is an understanding of the minimum price (in terms of protecting producer incomes)which is
backed up by a relevant diagram. Reference is made to the idea of farmers having an incentive to

produce more and gain profits.
.
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Question 9 (e) (i)

This was a familiar question and as in the past, candidates were more successful in outlining the
term ‘external costs’ compared to 'private costs'.

There are various ways to gain 4 marks, two of which were allocated to external costs and two to
private costs. The following responses reveal some of these ways.

(e} (i) Distinguish between private costs and external costs.
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Examiner Comments

4 out of 4 marks awarded.
Private costs are defined in terms of costs to the producer or consumer from an economic transaction
(1 mark) and supported with an example of the price paid for a packet of cigarettes (1 mark).

External costs are defined in terms of negative third party effects (1 mark) and supported with an

example (passer by breathing in second hand smoke) (1 mark).
. J

Examiner Tip

Offer examples to support definitions of economic concepts.
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(e) (i) Distinguish between private costs and external costs.
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Examiner Comments

4 out of 4 marks awarded.
Private costs are defined in terms of costs experienced by the parties involved in an economic
transaction (1 mark) and supported with an example of the wages paid to labour (1 mark).

External costs are defined in terms of costs experienced by third parties not involved in an economic
transaction (1 mark) and by the divergence between social cost and private cost (1 mark).
|\ J

Examiner Tip

Offer two points to the definition of each concept to secure the 4 marks available.

Question 9 (e) (ii)

This question differentiated well. It provided the opportunity for candidates to build on their
answers to the previous question and apply their knowledge to farming methods.

Unfortunately, a large number reiterated definitions of private and external costs which wasted
valuable time as well as earn no marks for their efforts. Defining key terms is relevant but

not when the previous lead question tests this very point. Note that in future, the definition
questions are likely to disappear from the data response section as the number of sub-questions
fall from six to five parts. Then it would automatically be a good idea to define key concepts.

Many responses failed to secure high marks because they presented a rather one-sided argument
dominated by environmental narrative while failing to acknowledge the various benefits of
intensive farming and GM crops.

Another limitation arose from answers which offered a simple demand and supply diagram (with
supply shifting outwards) rather than offering one based on private and external costs.
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Despite these limitations, there were some excellent answers which combined relevant
diagrammatic analysis with a discussion of the private and external costs from intensive farming
and GM crops. Quite often these answers included reference to benefits too.

*(e) (i) With reference to the concepts of private costs and external costs, assess the
possible economic effects of ‘using intensive farming methods and genetically
modified crops’ (Extract 1, lines 11 and 12). Use an appropriate diagram in your
answer.
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Examiner Comments

12 out of 12 marks awarded.

The answer focuses on the costs of the farming methods and it is possible to unravel private and
external costs within it. The full 6 knowledge, application and analysis marks are easily achieved here -
the diagram and its explanation alone was credited with 4 of these marks.

Various evaluative comments can be found within the answer, for example, consideration of possible
benefits from these farming practices such as lower prices, greater consumer surplus and a reduced
trade deficit. Even here some qualification is made through mentioning that producer surplus could fall
and that in the long run food prices might rise, if intensive farming and GM crops prove to be a failure.

There is also discussion on the magnitude of the costs from intensive and GM farming and whether it

will lead to more or less job creation. Overall, the answer merits the full 6 evaluation marks.
.

Examiner Tip

Consider both positive and negative effects of an economic event (such as the
economic effects of intensive and GM farming methods). In doing so, one is
automatically evaluating.
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Ly
*(e) (ii)_with € CO! ts of privat and rnal costs, the
possible economic effects of ‘using intensive farming methods an%eneticany
modified crops’ (Extract 1, lines 11 and 12). Use an appropriate_diagram in your
answer.
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Examiner Comments

8 out of 12 marks awarded.

The candidate achieves the 6 knowledge, application and evaluation marks available. 4 come form the
diagram and its explanation and 2 from identifying external costs (reduced quality, bio-diversity and
increased risk of crop disease).

At least 2 evaluation marks are gained by discussing the impact on profits. This is done rather well here.
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Question 10 (a) (i)

Overall this question was answered quite well. Most responses included relevant diagrammatic
analysis and use of the extract information to identify the falling sales of motor cars.

Candidates were required to draw a demand and supply diagram and then shift the demand curve
inwards, depicting a decrease in total revenue.

However, a significant number of responses also shifted the supply curve - confusing a contraction
in supply with a shift in the supply curve.

Some responses lost focus and discussed the impact of falling motor car sales on car workers and
consumers rather than concentrating on the total revenue for car manufacturers.
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(a) () With reference to Extract 1 and Figure 1, explain the likely effect on total
revenue for car manufacturers following the decrease in demand for new cars
between 2007 and 2009. Use a supply and demand diagram in your answer.
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Examiner Comments

6 out of 6 marks awarded.
The candidate identifies that total revenue will fall (1 mark) and supports this with use of data from

the extract (1 mark).

The diagram is awarded the full 4 marks available since the areas of original and new total revenue

areas are stated.
J

.

Examiner Tip

Make full use of diagrams to answer the question set. In this case, it should be clear
that the diagram should be used to show the fall in total revenue.
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7
(a) (i) With reference to Extract 1 and Figure 1, explain the likely effect on total
revenue for car manufacturers following the decrease in demand for new cars
between 2007 and 2009. Use a supply and demand diagram in your answer.
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Examiner Comments

4 out of 6 marks awarded.
The candidate identifies that total revenue for car manufacturers will fall (1 mark) and supports this

with data from the extract (1 mark). The diagram is awarded 2 marks.

Examiner Tip

Offer a definition of the key term in the the question, namely, 'total revenue’ as this
would gain 1 mark.
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Question 10 (a) (ii)

Overall, this question was answered well and many achieved the 4 marks available for
knowledge, application and analysis. Indeed, a significant number offered diagrammatic analysis
of the product and labour markets but then often failed to go further through delivering an
evaluative comment. They may have felt it was enough to secure full marks.

The following examples both include diagrams, though it was quite possible to achieve full
marks with using them. For example, explicit reference to the extract, recognition of falling
employment and wages, mention of changing working conditions and an evaluative comment was
sufficient for full marks.

(a) (i) Assess the likely impact of the decrease in demand for new cars on the labour
market for car workers.
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Examiner Comments

6 out of 6 marks awarded.

The candidate offers diagrammatic analysis showing how a decrease in demand for cars will cause a
decrease in demand for car workers. Reference is also made to the demand for labour being a derived
demand. 4 knowledge, application and analysis marks are gained here.

2 evaluation marks are secured by suggesting that government subsidies could prevent unemployment
from increasing in the car industry. There is also a hint of evaluation by suggesting that if the wage rate
is low then there may still be a significant demand for car workers.

. J

Examiner Tip

Look for key concepts behind a question and bring it in to your answer. In this case
the concept is 'derived demand'.
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(a) (i) Assess the likely impact of the decrease in demand for new cars on the labour
market for car workers,
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Examiner Comments

4 out of 6 marks awarded.

The diagrams and their explanation alone warrant the 4 knowledge, application and analysis marks
available. It is a solid answer but lacks evaluation and so capped at 4 marks.

Examiner Tip

Offer an evaluative comment when the question instruction requires it.
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Question 10 (b)

The vast majority of responses demonstrated some understanding of labour immobility and were
able to apply to the closure of car manufacturing plants. However, many confined their answers
to either occupational or geographical aspects rather than considering both of them.

(b) Explain why labour immobility might be a problem following the closure of car

factories.
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Examiner Comments

6 out of 6 marks awarded.

The candidate understands and explains both occupational and geographical aspects of labour immobility. The answer
considers the causes and solutions.

For example, car workers may lack the skills (to move into other occupations) and so require training (2 marks).
Furthermore, after the closure of car factories workers may find it difficult to move to another area to take work due
to social bindings and moving costs. The government could solve this by providing financial incentives such as moving

costs and housing facilities and also job information (4 marks). Just enough is done to achieve full marks.
|\

Examiner Tip

Ensure definitions are precise. In this case, the definition of occupational and geographical
mobility of labour should have been extended to refer to the ability to 'take available work'.
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(b) Explain why labour immobility might be a problem following the closure of car
factories.
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Examiner Comments

4 out 6 marks

The response could be strenghthened by explicitly stating the two types of labour immobility at the
outset. The answer focuses on occupational immobility of labour (without mentioning the term), where
specialised manufacturing workers lack transferable skills and so require retraining.

Geographical immobility of labour is briefly considered in the last paragraph but needs expanding upon,
for example, the reason why it may be difficult for labour to move from one area to another to take
available work.

. J

Examiner Tip

Offer more balance in considering the two types of labour immobility.




6 out of 6 marks.

A succinct answer which hits the relevant points. It includes a formula of income elasticity of demand,
data reference and working out that for new cars it is highly income elastic at 21.8 (4 marks).

Evaluation comes in terms of suggesting that cars are a necessity and so they are still being purchased
(in the recession). However, they are likely to be second-hand cars which are substitutes for new ones
(2 marks). Some confusion arises over substitutes and income but this is ignored.
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Question 10 (c)

Overall this question was answered well. Most responses defined income elasticity of demand
and used the data in the extract to identify that new cars were income elastic. The best answers
distinguished between new and used cars, so questioning whether all cars are income elastic in
demand.

Weaker responses tended to confuse income elasticity of demand with price elasticity of demand
or misunderstand the meaning of 'elastic'.

(c) With reference to Extract 1, discuss whether the demand for all cars is likely to be
income elastic.
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Examiner Comments

Examiner Tip

Define key terms in the question and be prepared to use the data to make simple calculations.
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(c) With reference to Extract 1, discuss whether the demand for all cars is likely to be
Income elastic.
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Examiner Comments

4 out of 6 marks awarded.

The candidate secures all the knowledge, application and analysis marks available through a correct

formula and calculation of income elasticity of demand (so coming to the conclusion it is elastic).
However, no evaluation is offered.

.

Examiner Tip

Always offer an evaluative comment for discussion based questions - these are
evaluative in nature.
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Question 10 (d)

This question differentiated well between the quality of answers. Most responses considered
both positive and negative effects of the car scrappage scheme, making use of the information
provided. Indeed, the key to success is to build on the various points in the extract and apply
economic concepts.

However, some candidates misunderstood the scheme and thought it would lead to more cars
on the road and therefore increased pollution and congestion. Other responses exaggerated the
benefits and thought it would save the whole economy, pulling it out of recession.

Although considering both the benefits and costs to the scheme automatically offered an
evaluative approach, relatively few responses started from the point of view of the impact
on different stakeholders such as domestic producers, foreign producers, consumers and the
government. This is another way to gain evaluation marks here.
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*(d) With reference to Extract 2 and Figure 2, assess the possible economic effects of

the UK government car scrappage scheme.
(12)
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Examiner Comments

12 out of 12 marks awarded.

The first page focuses on the benefits of the scheme, where it is suggested it car sales will increase and so reverse
the trend. Increased employment and the multiplier effects are also identified. Finally data use is made of Figure
2 which highlights lower carbon emissions from new cars, so benefiting the environment. Overall, these points are
just about worth the 6 knowledge, application and evaluation marks available.

On the second page the candidate discusses three disadvantages of the scheme, namely, that it may not benefit
the larger and more expensive cars, that mainly foreign car manufacturers will gain most and the costs to the
government. These are sufficient to secure the 6 evaluation marks.

Examiner Tip

For large mark base questions, consider the prospect of 2 marks for each point mentioned.
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Plus

Examiner Comments

8 out of 12 marks awarded.

This is a well presented and well argued answer but a little brief. Some added value arises from
discussing the possible impact of the car scrappage scheme on landfill sites. Two marks were awarded
for each paragraph.

As with this answer, many candidates made no use of Figure 2, showing the benefits of low carbon

emissions from new cars.
L J

Examiner Tip

Make use of the information provided - this may come in the form of graphs and
tables as well as text.
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Question 10 (e)

Overall, this was not answered very well. Many candidates failed to offer a balanced argument
and complete their answers. Some presented a diagram illustrating an increase in demand for
cars rather than one showing the impact on the fuel market. Also, following a decrease in fuel
duties, some responses incorrectly shifted the demand curve rather than the supply curve, or
shifted both of them.

Some answers were very narrow in focus, concentrating on the environmental impact of a
reduction in fuel duties and so lacked a range of points.

Some answers spent much time explaining the effects of an increase in fuel duties rather than
considering the actual question, namely, the effects of a decrease in fuel duties!

Relatively few candidates considered the significance of price elasticity of demand for fuel or
discussed the magnitude of the tax cut.

However, there were some excellent answers which offered a suitable diagram and scope
commenting on several of the following: the impact on oil companies, consumers, road haulage
companies, car manufacturers, government finances, the environment and economy.
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*(e) Evaluate the possible economic effects of a decrease in fuel taxes, as

recommended by The Society of Motor Manufacturers and Traders. Use an
appropriate diagram in your answer.

(12)
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*(e) Evaluate the possible economic effects of a decrease in fuel taxes, as

recommended by The Society of Motor Manufacturers and Traders. Use an
appropriate diagram in your answer.

(12)
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DENNEES I nES

11 out of 12 marks awarded.

A correct basic diagram is shown where the supply curve for fuel is shifted outwards and so price falls.
This is seen to have a positive impact on motorists, car producers and car workers. This is sufficient for
6 knowledge, application and analysis marks.

5 evaluation marks are gained by discussing the negative impact on government finances and the
\environment.

Examiner Tip

By developing the evaluation points further or offering a third one, full marks could
be gained.
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*(e) Evaluate the possible economic effects of a decrease in fuel taxes, as
recommended by The Society of Motor Manufacturers and Traders. Use an

appropriate diagram in your answer.
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(Total for Question 10 = 48 marks)

TOTAL FOR SECTION B: 48 MARKS
TOTAL FOR PAPER: 80 MARKS

Plus

Examiner Comments

10 out of 12 marks awarded.

cars being complementary goods (6 marks).

towards the end. (4 evaluation marks).

An explanation of a fuel tax and relevant diagram is shown. This is supported by discussion of fuel and

The candidate offers evaluative comments by considering the significance of price elasticity of demand
for fuel and how a fuel tax cut might impact on government finances. The answer seems to lose focus

Examiner Tip

Draw a diagram where demand for fuel is price inelastic - this is more realistic. The
original tax area could also have been shown on the diagram.
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6ECO1 offers an ideal opportunity for candidates to demonstrate their knowledge and
understanding of markets and market failure. It also provides the building blocks for candidates
to develop and apply their economic knowledge across the whole syllabus.

The key to success in answering supported multiple choice questions is to learn definitions of
economic concepts and apply demand and supply analysis to the issues at hand.

The key to success in answering data response questions is to make use of the information
provided and apply demand and supply analysis to the issues at hand. It also requires a thorough
understanding of market failure and an ability to evaluate when required by the question. The
feedback offered in this report should help candidates achieve their full potential in GCE A Level
Economics.

AS Units Grade boundaries

Grade Max. Mark A B C D E N
Raw boundary mark 80 58 51 44 37 30 23
Uniform boundary mark 100 80 70 60 50 40 30
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