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Gen er a l  Mar k in g  Gu id an ce  
 

• All candidates must  receive the same t reatment .  Exam iners must  mark 

the first  candidate in exact ly the same way as they mark the last . 

 

• Mark schemes should be applied posit ively. Candidates must  be 

rewarded for what  they have shown they can do rather than penalised 

for om issions.  

 

• Exam iners should mark according to the m ark scheme not  according to 

their percept ion of where the grade boundaries may lie.  

 

• There is no ceiling on achievement . All marks on the mark scheme 

should be used appropriately.  

 

• All the marks on the mark scheme are designed to be awarded. 

Exam iners should always award full marks if deserved, i.e. if the answer 

matches the mark scheme.  Exam iners should also be prepared to award 

zero marks if the candidate’s response is not  worthy of credit  according 

to the mark scheme. 

 

• Where some judgement  is required, mark schemes will provide the 

principles by which m arks will be awarded and exemplif icat ion m ay be 

lim ited. 

 

• When examiners are in doubt  regarding the applicat ion of the mark 

scheme to a candidate’s response, the team leader must  be consulted. 

 

• Crossed out  work should be marked UNLESS the candidate has replaced 

it  with an alternat ive response. 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Sect ion  A:  Essay  q u est ion s 

NB:  Use levels based mark scheme (20 marks)  to mark this sect ion.  

 

 

Quest ion 

Number 

Answer Mark 

1  I n d icat iv e con t en t   
 

• Definit ion of average cost  – cost  per unit  of output , total 

cost / output  
 

• Definit ion and dist inct ion between AFC ( fixed cost / output )  & 

AVC (variable cost / output )  
 

• Definit ion of short  run and long run – at  least  one fixed 

factor of product ion and one or more variable factors (SR) ;  

all factors are var iable (LR)  

 

SHORT RUN 

• Typical short  run behaviour of AC –falling ( spreading of 

fixed costs over more units of output ) ;  then r ising 

(assuming dim inishing marginal product iv it y – define & 

explain)  
 

• Diagram  of ‘U-shaped’ curve OR all 3 short  run average cost  

curves (AFC, AVC & ATC) 

 

 

 

    

    

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



LONG RUN 

• Long run – typically falling LRAC ar ising from economies of 

scale -define and discuss various factors 

- Types of economy of scale – technical, f inancial,  

market ing, managerial, purchasing 

 

• Diagram  of LRAC 

 

Effects of ex t er n al  economies and ex t er n al  diseconomies of 

scale – explanat ion of terms and their impact  – shift  in LRAC 

downwards or upwards respect ively. Applied to LRAC diagram  

 

Ev alu at ion :  

Short  run 

SRAC may cont inue to fall for longer where fixed costs are being 

spread over more and more units of output  and/ or where 

dim inishing returns are not  arising ( falling or constant  AVC) 

 

Long run 

• Causes and impact  of diseconomies of scale 

 

• At  what  point  is MES reached on LRAC? – varies according 

to market / indust ry/ t ime 

- I n some indust r ies/ markets smaller f irms may be 

more product ively efficient . Examples – hairdressing, 

plum bing, gardening etc. 

- I n other indust r ies/ markets diseconomies may only 

arise at  very high levels of output . Up to this point  AC 

is falling (or is constant )  ‘L-shaped’ curve. Examples 

– cars, engineering, pharmaceut icals etc. 

- Possible use of diagram(s)  to illust rate these points 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

( 2 0 )  

 



Quest ion 

Number 

Answer  Mark 

2  I n d icat iv e con t en t  

 

• Condit ions for monopolist ic compet it ion – large number of 

buyers & sellers, perfect  informat ion, no barr iers to ent ry or 

exit ,  different iated product  

• Condit ions for perfect  compet it ion – as above, but  

homogeneous product  (not  different iated)  

• Benefits to f irms:  

- Facing a downward sloping AR curve – demand curve 

(not  perfect ly elast ic) , so not  a pr ice taker. Hence 

firms are able to raise pr ice above that  which would 

apply under perfect ly compet it ive condit ions 

- Firms have a certain degree of market  power due to 

product  different iat ion – customer loyalty 

- Likely to be able earn a larger supernormal profit  in 

the short  run compared with perfect  compet it ion 

- More chance of R&D may lead to more product  

innovat ion and possible dynam ic efficiency gains 

• Benefits to consumers:  

- Different iated products can provide more 

choice/ variety 

- Offers more convenience (based on locat ion)  

- No barr iers will lower prices in the long run (but  st ill 

higher than perfect  compet it ion)  

- May benefit  from more product  innovat ion 

Sh or t  r u n  m on op o l ist ic com p et i t ion  

Firms can make supernormal profits where MC = MR 

Lon g  r u n  m on op o l ist ic com p et i t ion  

No barr iers means AR shifts downwards unt il only normal profits 

are earned and pr ice is lower at  profit  max level of output  

Candidates may cont rast  this analysis with diagram(s)  for perfect  

compet it ion 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

Ev alu at ion  

• Firms earn normal profits in long run 

• Firms are small and have very lim ited market  power due to 

large num ber of close subst itutes 

• Costs are likely to be higher due to the need for advert ising 

and promot ion 

• Monopolist ic compet it ion results in neither allocat ive 

efficiency nor product ive efficiency, (SR & LR) , whereas 

perfect ly compet it ive firms are both in the long run and 

allocat ively efficient  in SR. Labelling of diagrams to show 

this. 

• Price is likely to be higher and output  lower than under 

condit ions of perfect  compet it ion 

• Proliferat ion of brands may lead to confusion for consumers 
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Quest ion 

Number 

Answer Mark 

3  I n d icat iv e con t en t  

 

• Explanat ion of a contestable market  – where there are few, 

if any, barr iers to ent ry and exit .  

• The number of firms can vary from one (a monopoly)  to 

many 

• Examples of ent ry/ exit  barr iers may include brand loyalt y, 

high start -  up costs, patents, advert ising & market ing costs.  

• Some (or all)  of these may be sunk costs – define & explain 

I MPACT ON A FIRM’S BEHAVI OUR 

A more contestable market  may cause a firm  to, for example:  

- Lower its pr ices 

- I ncrease its output  

- I mprove qualit y of product / service 

- I nnovate (dynamic efficiency)  

- Decide to earn normal profits to deter potent ial ent rants 

( threat  of new firms)  

- Exit  the market  

A new firm  may decide to enter the market  for short  term  gains 

and then exit  the market  – hit  and run ent ry 

A less contestable market  may cause a firm  to, for example:  

- Keep prices high 

- Restr ict  output  

- Be complacent  – lack of R & D, X- inefficiency 

- Collude 

I t  may provide exist ing firm(s)  in the market  with monopoly power 

and may result  in supernormal profits being gained 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



(Contd..)  

Diagram  to show supernormal profit  at  MC =  MR 

 

Ev alu at ion   

• A highly contestable market  may result  in incumbent  f irms 

at tempt ing to raise art if icial barr iers e.g. lim it  pr icing, more 

advert ising. I ncreased focus on non-price barr iers. Reward 

real life examples 

• Dist inct ion between short  run and long run – hit  and run 

ent ry may mean that  contestability is unsustainable in the 

long run 

 

• Dynamic nature of the market  may make markets more 

contestable in the long run e.g. the impact  of the internet  in 

making markets more accessible for smaller  f irms, 

technological change reducing capital costs 

 

 

• Depends on the size of the firm  – cont rast  behaviour of 

small and large firms when faced with more contestability  

 

• I mpact  may vary according to new ent rant ’s reputat ion ( the 

firm  may have diversified into a new market )  

 

• A firm ’s response is likely to be influenced by government  

compet it ion policies. Fear of reprisals as a consequence of 

lim it  pr icing, predatory pr icing, collusive st rategies 
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Quest ion 

Number 

Answer  Mark 

4  I n d icat iv e con t en t  

• Define internat ional compet it iveness  
 

• Measures to promote internat ional compet it iveness may 

include:  

- improving labour product iv ity – educat ion, t raining, 

investment  incent ives 
 

- reducing unit  labour costs – subsidies to employers, low 

cost  borrowing terms for employers 
 

- lower ing the exchange rate – a depreciat ion of the 

domest ic currency to reduce relat ive export  pr ices  
 

- deregulat ion – removing/ lowering ent ry barr iers, 

privat isat ion  
 

- more incent ives for investment  – tax allowances/ tax 

cuts, regional assistance, direct  f inancial support   
 

- funding for developm ents to the infrast ructure 
 

- local sourcing 
 

- increasing the flexibility of labour markets 

 

Ev alu at ion  

• Posit ive benefits to the economy in terms of growth, 

compet it ion and employment  
 

• Lim its to how effect ive and influent ial intervent ion can be 

e.g. government ’s abilit y to manipulate exchange rates may 

be highly const rained 
 

• I mpact  on employment  r ights – employees may be more 

prone to exploitat ion 
 

• Which measures m ight  be more effect ive and why – 

prior it isat ion 
 

• Short  term  & long term  impact  – possible t ime lags before 

effect ive e.g. infrast ructure developments 
 

• Dist inct ion between SR and LR – is the support  f inancially 

sustainable in the long run? 
 

• Costs of intervent ion – both financial and opportunit y cost . 

Can the costs be just ified? What  are the im plicat ions for 

taxpayers and other recipients of government  finance? 
 

• The possibilit ies of government  failure – costs outweigh 

benefits 
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Sect io n  A Qu est ion s:  Per f o r m an ce Cr i t e r ia  f o r  Mar k  b ase 2 0   

 

Lev el   

0  

0 • No rewardable m aterial 

Lev el  

1  

1-4 • Displays knowledge presented as facts without  awareness of 

other viewpoints 

• Dem onst rates lim ited understanding with lit t le or no analysis 

• At tem pts at  select ing and applying different  econom ic ideas are 

unsuccessful  

• Material presented is often irrelevant  and lacks organisat ion. 

Frequent  punctuat ion and/ or gram m ar errors are likely to be 

present  and the writ ing is generally unclear. 

Lev el  

2  

5-8 • Displays elem entary knowledge of well learnt  econom ic facts  

showing a generalised understanding together with lim ited 

analysis i.e. ident ificat ion of points or a very lim ited discussion  

• Displays a lim ited abilit y to select  and apply different  econom ic 

ideas 

• Material presented has a basic relevance but  lacks organisat ion, 

but  is generally com prehensible. Frequent  punctuat ion and/ or 

gram m ar errors are likely to be present  which affects the clarit y 

and coherence of the wr it ing overall. 

Lev el  

3  

9-12 

 

 

 

 

 

 

 

• Displays knowledge and understanding of econom ic principles, 

concepts and theories as well as som e analysis of issues i.e. 

answer m ight  lack sufficient  breadth and depth to be worthy of 

a higher m ark 

• Shows som e abilit y to apply econom ic ideas and relate them  to 

econom ic problem s 

• Em ploys different  approaches to reach conclusions 

• Material is presented with som e relevance but  t here are likely to 

be passages which lack proper organisat ion. Punctuat ion and/ or 

gram m ar errors are likely to be present  which affect  the clarit y 

and coherence. 

Lev el  

4  

13-

16 

• Displays a good knowledge of econom ic principles, concepts and 

theories together with an analysis of the issues involved 

• Dem onst rates an abilit y to select  and apply econom ic ideas and 

to relate them   to econom ic problem s 

• Evidence of som e evaluat ion of alternat ive approaches leading 

to conclusions 

• Material is presented in a generally relevant  and logical way, 

but  this m ay not  be sustained throughout . Som e punctuat ion 

and/ or gram m ar errors m ay be found which cause som e 

passages to lack clarit y or coherence. 

Lev el  

5  

17-

20 

• Displays a wide range of knowledge of econom ic principles, 

concepts and theories together with a r igorous analysis of 

issues 

• Dem onst rates an outstanding abilit y to select  and apply 

econom ic ideas to econom ic problem s 

• Evaluat ion is well balanced and crit ical leading to valid 

conclusions 

• Material is presented in a relevant  and logical way. Som e 

punctuat ion and/ or gram m ar errors m ay be found, but  the 

writ ing has overall clarity and coherence. 

 

 



Sect ion  B:  Dat a r esp on se 

 

Quest ion 

Number 

Answer Mark 

5 ( a)  Kn ow led g e an d  Ap p l icat ion  ( u p  t o  4  m ar k s)  

 

Kn ow led g e  – up to 2 marks 

Oligopoly (1)  with on e  characterist ic of oligopoly e.g. small 

number of dom inant  large firms (1) , interdependency 

between firms (1)  

 

Ap p l icat ion  –  up to 2 marks 

4 dom inant  f irms in the indust ry (1)   

Calculat ion of concent rat ion rat io – e.g. 2 firm  (47% ) , 3 firm  

(66% ) , 4 firm  (83% ) , 5 firm  (90% ) . (2 marks for one 

accurate calculat ion)  

 

Any other valid applicat ion point  – up to 2 marks 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

( 4 )  

 

 

 



 

Quest ion 

Number 

 Mark 

5 ( b )   ( 1 2 )  

Knowledge, Applicat ion and Analysis – I ndicat ive content   

 

Explain meaning of price war – a ser ies of pr ice reduct ions by firms (air lines)  in 

the market . Call and response to r ivals’ pr ice cuts 

 

Mor e sh u t  d ow n s ar e l i k e ly  as:  

• Large air line pr ice discounts by as much as 58%  

• Average prices are at  or below break-even level 

• Evidence of a small air line already leaving indust ry 

• Evidence of slow economic recovery in the I ndian economy so less growth 

in demand 

• Some firms gain market  share at  the expense of r ival air lines – possibly 

Jet  Airways and Air I ndia plus the 2 other large air lines benefit  whilst  

others suffer.  

• Other r ival air lines m ay be forced out  of the market  through predatory 

pricing  – e.g. smaller  companies, such as Jet  Konnect  and/ or Go Air , may 

be part icular ly vulnerable 

• A price war results in some air lines failing to survive and a r ise in the 

concent rat ion rat io – some air lines lose revenue especially if demand is 

price inelast ic 

• Small air lines lack economies of scale compared to large air lines 

• Small air lines may have less cash reserves /  access to loans than large 

air lines 

I f pr ice is below AVC the firm  will shut  down in the short  run (SEE 

DI AGRAM on next  page)  

 

Mor e sh u t  d ow n s ar e u n l ik e ly  because:  

• Economic recovery could accelerate 

• Costs could fall e.g. air fuel 

• I ncreased efficiency of air lines 

• Possibilit y of non-price compet it ion – advert ising, promot ional techniques 

(e.g. compet it ions)  

• Possibilit y of collusion e.g. pr ice fix ing 

• Price war may not  be sustainable beyond the short  run and has lit t le long 

last ing impact  

• Price war may provoke a react ion from the I ndian government  which 

moves to stop further pr ice cuts 

• Consumer groups may be highly cr it ical-  concerned with possible loss of 

compet itors and future lack of choice/ monopoly power. 

• Air lines remain in product ion in short  run as long as var iable costs are 

covered by revenue -  AVC< AR (SEE DIAGRAM on next  page)  

 

ACCEPT ONE LI NE OF ARGUMENT FOR KAA MARKS ( THE COUNTER-

ARGUMENT REPRESENTS EVALUATI ON)  

 

 

 

( contd…) 

 



 
I n the long run pr ice must  be at  least  equal to ATC  (normal profit )  

 

Level Marks Descriptor 

0 0 A completely inaccurate response. 

1 1-3 Shows some awareness of the possible effects of a pr ice 

war. 

Material presented is often irrelevant  and lacks 

organisat ion. Frequent  punctuat ion and/ or grammar errors 

are likely to be present  and the wr it ing is generally unclear. 

2 4-6 Understanding of the effects of a price war, with some 

applicat ion to context . 

Material is presented with some relevance but  there are 

likely to be passages which lack proper organisat ion. 

Punctuat ion and/ or grammar errors are likely to be present  

which affect  the clar it y and coherence.   

3 7-8 Clear understanding of the effects of a pr ice war, with 

effect ive applicat ion to context . 

Material is presented in a relevant  and logical way. Some 

punctuat ion and/ or grammar errors may be found, but  the 

writ ing has overall clar it y and coherence. 

Evaluat ion – I ndicat ive content  

 Can d id at es m ay  an sw er  e i t h er  t h at  m or e sh u t  d ow n s 

ar e l i k e ly  o r  u n l ik e ly . Th e cou n t er - ar gu m en t s r ep r esen t  

ev alu at ion  p o in t s 

 

Other evaluat ion points:  

• Much depends on the impact  of pr ice cuts on a firm ’s 

revenue and how that  relates to the firm ’s costs 

( relat ive size of pr ice cuts)  

• Potent ial revenue and profit  gains depend on values of 

PED 

• Short  run/ long run im pact  

 

 

 

 

Level Marks Descriptor 

0 0 No evaluat ive comments. 

1 1-2 For ident ify ing evaluat ive comments without  explanat ion. 

2 3-4 For evaluat ive comments supported by relevant  reasoning. 

 



Quest ion  Mark 

5 ( c)   ( 1 2 )  

Knowledge, Applicat ion and Analysis – I ndicat ive content   

 • Definit ion of collusion – incumbent  f irms agreeing to 

rest r ict  compet it ion ( formally or informally)  
 

• Collusion can be tacit  (e.g. pr ice leadership)  or overt  (e.g. 

price fix ing) . Ext ract  2 suggests price fix ing 
 

• Firms may collude to:  

- Avoid pr ice compet it ion  

- rest r ict  output  and art if icially raising pr ice  

- divide the market  geographically 

- share market  informat ion  

- influence government policy 
 

• May be a rat ional st rategy for f irms as the reasons for 

collusion are to:   

- Achieve joint -profit  m axim isat ion within a market  

- Prevent  pr ice and revenue instabilit y 

- Raise ent ry barr iers 

- Profit  sat isfice – provide an easy life for f irms 

- Achieve a more secure market  share 
 

• Applicat ion & analysis of informat ion from Ext ract  2 may 

include;  collusion has led to -  art if icially high diesel fuel 

prices, exchange of m arket  informat ion to reduce r isks, 

influencing of regulat ions affect ing the SA fuel market  for 

the firms’ benefit .  There may have been weak compet it ion 

laws if collusion has been occurr ing since 1980s 
 

NOTE:  Candidates m ay approach this quest ion from the 

alternat ive viewpoint ,  in which case evaluat ion marks will be 

gained from consider ing why collusive behaviour  i s  rat ional 

 

Level Marks Descriptor 

0 0 A completely inaccurate response. 

1 1-3 Shows some awareness of the reasons for collusive behaviour. 

Material presented is often irrelevant  and lacks organisat ion. 

Frequent  punctuat ion and/ or grammar errors are likely to be 

present  and the writ ing is generally unclear. 

2 4-6 Understanding of the reasons for collusive behaviour with some 

applicat ion. 

Material is presented with some relevance but  there are likely to 

be passages which lack proper organisat ion. Punctuat ion and/ or 

grammar errors are likely to be present  which affect  the clar ity 

and coherence.   

3 7-8 Clear understanding of the reasons for collusive behaviour with 

effect ive applicat ion to context . 

Material is presented in a relevant  and logical way. Some 

punctuat ion and/ or grammar errors may be found, but  the 

writ ing has overall clar it y and coherence. 
 

(evaluat ion on next  page)  

 



Evaluat ion – I ndicat ive content  

  

• Strong compet it ion authorit ies 

 

• Firms may not  collude due to negat ive consequences 

of government  act ion e.g. f ines recommended to be 

10%  of turnover  

 

• Collusion may be diff icult  to sustain in the long run – 

firms break away and charge lower pr ices. Although 

evidence found informat ion sharing since 1980s 

 

• Many oligopolies undertake non-collusive behaviour in 

the form  of non-price compet it ion – advert ising, sales 

promot ions, quality of service etc. 

 

• Other forms of oligopoly behaviour – predatory pr icing 

and pr ice wars 

 

 

 

 

 

 

 

Level 

 

 

 

Marks 

 

 

 

Descriptor 

0 0 No evaluat ive comments. 

1 1-2 For ident ify ing evaluat ive comments without  explanat ion. 

2 3-4 For evaluat ive comments supported by relevant  reasoning. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Quest ion 

Number 

 Mark 

5 ( d )   ( 1 2 )  

Knowledge, Applicat ion and Analysis – I ndicat ive content   

 Methods of government  cont rol:  Var ious forms of compet it ion 

policy m ay include;  

• Laws against  collusion – with bans and fines imposed 

 

• Deregulat ing the indust ry – lower ing barr iers by 

allowing new companies to enter the indust ry 

 

• Regulat ing pr ices –e.g.  pr ice cont rols, set t ing a 

maximum fuel pr ice      

 

 
 

Possible impact  of a range of measures may include:  

 A more compet it ive market :  

• Fewer barr iers to ent ry so more contestable and an 

incent ive for new ent rants (deregulat ion, ant i-

collusion)  

 

• Fewer businesses leave the market , (no predatory 

pricing)  so more consumer choice  

 

• I ncrease in consumer surplus and lower producer 

surplus or consumers gain from lower pr ices (price 

ceiling and greater compet it ion)  

 

• I ncreased economic efficiency of f irms e.g. product ive, 

allocat ive and dynam ic;  reduced x- inefficiency of f irms. 

 

• Measures may have a damaging effect  on firms’ profits 

and cause some businesses to exit  the market  

 

• Maximum pr ices may create shortages in the market  

(see diagram where shortage =  Q1Q3 

 

(contd…) 

 

 



Level Marks Descriptor 

0 0 A completely inaccurate response. 

1 1-3 Shows some awareness of the likely impact  of government  

compet it ion policies. 

Material presented is often irrelevant  and lacks organisat ion. 

Frequent  punctuat ion and/ or grammar errors are likely to 

be present  and the writ ing is generally unclear. 

2 4-6 Understanding of the likely impact  of government  

compet it ion policies, with some applicat ion to context . 

Material is presented with some relevance but  there are 

likely to be passages which lack proper organisat ion. 

Punctuat ion and/ or grammar errors are likely to be present  

which affect  the clar it y and coherence.   

3 7-8 Clear understanding of the likely impact  of government  

compet it ion policies, with effect ive applicat ion to context .  

Material is presented in a relevant  and logical way. Some 

punctuat ion and/ or grammar errors may be found, but  the 

writ ing has overall clar it y and coherence 

 

Evaluat ion – I ndicat ive content  

 

 

 

 

 

 

 

 

 

 

 

• Measures can st imulate compet it ion and rest r ict  

powers of exist ing firms in the market  
 

• I mpact  will depend on how extensive government  

measures are and how businesses respond to those 

measures, e.g. what  maximum pr ice is set , what  level 

of fines is imposed? 
 

• Costs of enforcing regulat ions and laws 
 

• Difficult y in proving cases of predatory pricing and 

collusion (especially tacit )  
 

• Length of t ime taken to correct  business behaviour – 

e.g. oil companies in Ext ract  2 -  high pr ices since 2009 

and informat ion shar ing since 1980’s 
 

• Large TNCs are more able to avoid detect ion and may 

threaten to pull out  of the economy  
 

• Encouraging new firm s to enter the market  may have 

lit t le impact  where incumbent  f irms are large and 

powerful (e.g. the oil companies) . 
 

• Regulatory capture 
 

 

 

 

Level Marks Descript ion 

0 0 No evaluat ive comments. 

1 1-2 For ident ify ing evaluat ive comments without  explanat ion. 

2 3-4 For evaluat ive comments supported by relevant  reasoning. 

 



 

Quest ion 

Number 

Answer Mark 

6 ( a)  Kn ow led g e an d  Ap p l icat ion  ( u p  t o  4  m ar k s)  

 

Kn ow led g e  – up to 2 marks:  

Organic growth – a business grows without  acquir ing (or not  

j oining up with)  another business (1)  

 

Takeover – a firm  grows by acquir ing (buying out )  another 

business (1)     OR  

a f irm  grows by buying another business in the same 

indust ry at  the same stage of product ion – horizontal;  at  a 

different  stage – vert ical;  or in an unrelated indust ry – 

conglomerate.  1 mark for ident ify ing one (or more)  of the 

different  forms of integrat ion 

 

Ap p l icat ion  -  up to 2 marks:  

Kroger’s purchase of Harris Teeter (1)  and Cerberus Capital 

Management ’s purchase of grocery chains (1)  are both 

examples of takeovers (=  total of 2 marks ) . OR Kroger is a 

horizontal takeover (1) , CCM is a conglom erate (1)  

Any other valid applicat ion point  – up to 2 marks 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

    

( 4 )  

 

 

 

 



 

Quest ion 

Number 

 Mark 

6 ( b )   ( 1 2 )  

Knowledge, Applicat ion and Analysis – I ndicat ive content   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Definit ion of hor izontal merger – integrat ion at  the same 

stage of product ion in the same indust ry (e.g. 

supermarket / grocery indust ry)  

 

Benefits to the firms:  

• A means of inorganic (external)  growth – quicker 

method than organic growth 

• Achieves a bigger market  share 

• Gains from shared knowledge/ understanding of the 

market  from the other f irm  

• A means of being more able to compete against  the 

largest  f irms e.g. Wal-Mart  

• More funds available for capital investment  

• A means of growth when market  demand is low  

• Achieves economies of scale – examples such as bulk 

buying of foodstuffs/ groceries and financial economies 

(see diagram)  

• I ncreases profits 

• Reduce compet it ion 

• A way of coping with the recent  recession 

• I ncreases monopsony power  

 
Firm ’s output  r ises from OQ to OQ2  following merger and 

LRAC falls 

 

Benefits to the consumers:  

• Lower prices as a result  of passing on gains from lower 

LRAC 

• May be a means of stopping stores from closing – 

hence retains a degree of choice 

• Efficiency gains may lead to an improved quality of 

service – e.g. supermarkets invest ing in faster 

checkout  systems 

• I ncreases consumer surplus 

 

 



Level Marks Descriptor 

0 0 A completely inaccurate response. 

1 1-3 Shows some awareness of the benefits of horizontal 

mergers for firms OR consumers. 

Material presented is often irrelevant  and lacks 

organisat ion. Frequent  punctuat ion and/ or grammar errors 

are likely to be present  and the wr it ing is generally unclear. 

2 4-6 Understanding of the benefits of hor izontal mergers for 

firms AND/ OR consumers with some applicat ion to context .  

Material is presented with some relevance but  there are 

likely to be passages which lack proper organisat ion. 

Punctuat ion and/ or grammar errors are likely to be present  

which affect  the clar it y and coherence.   

 

3 

 

7-8 

 

Clear understanding of the benefits of mergers for firms 

AND consumers with effect ive applicat ion to context . 

Material is presented in a relevant  and logical way. Some 

punctuat ion and/ or grammar errors may be found, but  the 

writ ing has overall clar it y and coherence. 

 

Evaluat ion – I ndicat ive content  

  

Mergers may be more beneficial to f irms than consumers  

- For consumers the merger may  

- lead to more market  power and higher pr ices for 

consumers 

- lead to less compet it ion - fewer offers and 

promot ions  

- lead to having to spend more t ime shopping around  

- Less choice  

 

- For firms the merger may 

-  lead to diseconomies of scale 

-  have high set  up costs 

-  be ineffect ive in prevent ing larger f irms from 

cont rolling the market  

-  result  in a conflict  of business object ives 

-  result  in a compet it ion authority invest igat ion with 

negat ive consequences for the firm  

 

 

 

 

Level Marks Descriptor 

0 0 No evaluat ive comments. 

1 1-2 For ident ify ing evaluat ive comments without  explanat ion. 

2 3-4 For evaluat ive comments supported by relevant  reasoning. 

 

 

 

 

 



Quest ion 

Number 

 Mark 

6 ( c)   ( 1 2 )  

Knowledge, Applicat ion and Analysis – I ndicat ive content   

 I dent if icat ion and explanat ion of monopsony – where a buyer 

has significant  market  power over its suppliers  

 

I mpact  on suppliers may include:  

• forced to sell at  very low prices – leading to lower 

profits margins/ lower incomes/ losses  (Ext ract  2)  

• Tough condit ions im posed by monopsonist  e.g. 

discounts, delayed payments, threats of switching to 

new suppliers (Ext ract  2)  

• Some suppliers may  leave the market  due to the 

above (unable to make a profit  or insufficient  profit  

margin)  

• Risk of supply chains to supermarkets in long term  as 

supply firms exit  market  

• Suppliers respond by cut t ing product ion costs e.g. 

lower wages and worsen working condit ions for 

workers/ ignore environmental protect ion m easures (so 

increase spraying of pest icides /  use intensive farm ing 

methods)  

• Suppliers may seek mergers to offer counter-veiling 

power 

 

 

Level Marks Descriptor 

0 0 A completely inaccurate response. 

1 1-3 Shows some awareness of the impact  of supermarket  buyer 

power on suppliers. 

Material presented is often irrelevant  and lacks 

organisat ion. Frequent  punctuat ion and/ or grammar errors 

are likely to be present  and the wr it ing is generally unclear. 

      2    4-6 Understanding of the impact  of supermarket  buyer power 

on suppliers, with some applicat ion to context . 

Material is presented with some relevance but  there are 

likely to be passages which lack proper organisat ion. 

Punctuat ion and/ or grammar errors are likely to be present  

which affect  the clar it y and coherence.   

3 7-8 Clear understanding of the impact  of supermarket  buyer 

power on suppliers with effect ive applicat ion to context . 

Material is presented in a relevant  and logical way. Some 

punctuat ion and/ or grammar errors may be found, but  the 

writ ing has overall clar it y and coherence. 

 

 

 

 

 
(evaluat ion on next  page)  

 

 

 



Evaluat ion – I ndicat ive content  

 • Other suppliers m ay benefit  in the form  of longer 

term  cont racts leading to potent ially higher 

revenue  and profits 

 

• May remove a degree of uncertainty for suppliers 

where cont racts are longer term  

 

• Do the costs outweigh the benefits for suppliers? 

 

• Which specific benefit s and costs are likely to exert  

more influence? Pr ior it isat ion 

 

• Depends on the terms and condit ions of the buyer 

and seller relat ionship 

 

• Short  term / long term  impact  

 

• Depends on how governments 

(nat ional/ internat ional) , respond  -  if at  all 

 

 

 

 

Level Marks Descriptor 

0 0 No evaluat ive comments. 

1 1-2 For ident ify ing evaluat ive comments without  explanat ion. 

2 3-4 For evaluat ive comments supported by relevant  reasoning. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Quest ion 

Number 

 Mark 

6 ( d )   ( 1 2 )  

Knowledge, Applicat ion and Analysis – I ndicat ive content   

 Types of government  intervent ion may include 

• lim its on monopsony power 

 

• support  for domest ic suppliers  e.g. subsidies for 

subst itute goods 

 

 
 

Lowers price from OP1 to OP2, raising QD from OQ1 to OQ2 

• set t ing m inimum pr ices for fruit  growers and fruit  

companies to charge supermarkets 

 

• employee protect ion  

-  m inimum wage legislat ion 

 -  health & safety laws 

 

• support  for pressure groups (e.g. Make Fruit  Fair 

campaign)  

 

• encourage buyers to improve their global buying 

behaviour (e.g. EU and a Code of Pract ice)  

 

Reasons FOR government  intervent ion may include:   

• can result  in ‘fairer’ pr ices for domest ic suppliers 

 

• improved pay and condit ions for employees to combat  

exploitat ion 

• reduced  power of monopsonists 

 

• improved economic performance – higher 

revenues/ profit  for suppliers, higher wages for workers 

may st imulate the economy 

 

(contd…) 

 

 



 

Level Marks Descriptor 

0 0 A completely inaccurate response. 

1 1-3 Shows some awareness of the potent ial benefits of 

government  intervent ion to protect  suppliers OR employees. 

Material presented is often irrelevant  and lacks 

organisat ion. Frequent  punctuat ion and/ or grammar errors 

are likely to be present  and the wr it ing is generally unclear. 

2 4-6 Understanding of the potent ial benefits of government  

intervent ion to protect  suppliers AND/ OR employees with 

some applicat ion to context . 

Material is presented with some relevance but  there are 

likely to be passages which lack proper organisat ion. 

Punctuat ion and/ or grammar errors are likely to be present  

which affect  the clar it y and coherence.   

3 7-8 Clear understanding of the potent ial benefit s of government  

intervent ion to protect  suppliers AND employees with 

effect ive applicat ion to context . 

Material is presented in a relevant  and logical way. Some 

punctuat ion and/ or grammar errors may be found, but  the 

writ ing has overall clar it y and coherence. 

Evaluat ion – I ndicat ive content  

  

• How m ight  monopsonists react? May source supplies 

from other count r ies and have serious negat ive effects 

• Lim its to the powers of nat ional governments – may 

need internat ional co-operat ion. However, EU 

compet it ion policy does not  cover non EU suppliers 

• Dist inct ion between SR and LR -  e.g. is the support  for 

suppliers, in the case of subsidies, sustainable in the 

long run;  is internat ional co-operat ion viable in the 

long run? 

 

• Cost  implicat ions for governments – may be even 

more significant  in poorer economies  

• Should the government  intervene at  all?  

- Some of the suppliers are big companies themselves – 

Del Monte, Dole etc. which are imposing poor working 

condit ions on the workers in developing count r ies 

- Risks of government  failure 

 

 

 

Level Marks Descriptor 

0 0 No evaluat ive comments. 

1 1-2 For ident ify ing evaluat ive comments without  explanat ion. 

2 3-4 For evaluat ive comments supported by relevant  reasoning. 
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