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Introduction 

Our examiners’ reports are produced to offer constructive feedback on candidates’ performance in the 

examinations. They provide useful guidance for future candidates.  

The reports will include a general commentary on candidates’ performance, identify technical aspects 

examined in the questions and highlight good performance and where performance could be improved. 

A selection of candidate responses is also provided. The reports will also explain aspects which caused 

diff iculty and why the diff iculties arose, whether through a lack of knowledge, poor examination 

technique, or any other identif iable and explainable reason. 

Where overall performance on a question/question part was considered good, with no particular areas to 

highlight, these questions have not been included in the report.  

A full copy of the question paper and the mark scheme can be downloaded from Teach Cambridge. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Would you prefer a Word version?  

Did you know that you can save this PDF as a Word file using Acrobat Professional?  

Simply click on File > Export to and select Microsoft Word 

(If you have opened this PDF in your browser you will need to save it f irst. Simply right click anywhere on 
the page and select Save as . . . to save the PDF. Then open the PDF in Acrobat Professional.)  

If you do not have access to Acrobat Professional there are a number of free applications available that 
will also convert PDF to Word (search for PDF to Word converter).  
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Paper 1 series overview 

It was pleasing to see that candidates found this paper accessible and managed their time effectively. 

Nearly all candidates answered the required number of questions and appeared to have enough time to 

showcase their knowledge and skills. Similarly, answers were usually structured clearly, with candidates 

trying to show depth of analysis rather than listing points. However, candidates should be reminded that 

a supported judgement is needed in 8- and 12-mark questions as well as the essays. This must not just 

repeat what has already been discussed and instead should suggest what the answer to the question 

depends on in the light of what has ready been discussed in their response. A cursory statement at the 

end of the answer is not enough to improve the response. As always, knowledge is gate keeper to 

effective analysis and evaluation, and candidates who scored well applied precise knowledge to their 

answers. 

Candidates who did well on this paper 

generally: 

Candidates who did less well on this paper 

generally:  

• chose their essay wisely, ensuring that they 
could include and use a correct diagram for 
Questions 2 and 3 

• addressed the main point of the question, 
showing a clear understanding of the 
economic concepts, it concerns 

• analysed and evaluated two points in their 25-
mark essays, and one in the 8- and 12-mark 
questions, showing long chains of reasoning 
and depth of analysis 

• used the extract wisely to back up the 
economic concepts being discussed 

• used their own real examples in the 25-mark 
essays to contextualise their work. 

• did not include economic concepts or theory 

• rephrased, rather than analytically used, the 
extract 

• included long descriptions of examples (e.g. 
Covid lockdown regulations) without reference 
to theory 

• showed an inconsistency of skills in their 
essays or only discussed one point 

• often displayed confused theory or used theory 
that was not relevant to the question 

• provided lots of relevant points instead of 
developing one or two. 
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Section A overview 

The shorter questions in this section were mainly answered well and allowed candidates to ease into the 

paper. Candidates seemed to find the extract accessible, and it often helped them to understand what 

the questions were asking of them. Carefully reading the extract is a good use of time. However, less 

successful responses often rewrote far too much of the extract and did not take the concepts further, 

therefore only receiving application marks rather than analysis. For example, the extract states the 

‘consumption of plastic bottles creates an external cost’, repeating this is not analysis or using theory  as 

it has already been given to them. Candidates should recognise this and use these theory triggers in the 

extract to lead them to terms such as negative externalities of consumption and social costs being higher 

than private costs. Training candidates to recognise and develop these hooks in the extract would be a 

useful teaching strategy. 

 

Question 1 (a) (i) 

This question was well answered, with candidates making correct reference to the cost to the third party 

and using a relevant example from the extract. There was some confusion with social costs , with 

candidates incorrectly saying external costs were the cost to society. 

Misconception: External Costs 

 

Do not confuse social costs and external costs. 

Social costs = private costs plus external costs. 
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Question 1 (a) (ii) 

This question was well answered, with most candidates receiving full marks. Others should remember 

that the example they use will only be credited if it is from the extract.  

 

Question 1 (b) 

This question was well answered. 
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Question 1 (c) 

Most candidates could answer this question well and identify the change in producer surplus. However, 

to gain full marks this needs to be fully explained. There are only 2/4 marks available for the diagram 

alone. 
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Question 1 (d) 

Candidates who performed well in this question followed a simple structure of why there is market 

failure, why there isn’t market failure and then what the level of market failure depends on. Some 

responses used a diagram well, but full marks could be gained without it. There were many options for 

candidates to discuss e.g. Monopoly power, information failure, negative externalities. Better responses 

fully analysed one rather than discussing more points in less detail.  

Assessment for learning: Well integrated diagrams 

 

Quite a few candidates included a negative externalities diagram but incorrectly drew the 

diagram with the private costs greater than the social costs, showing a misunderstanding of 

the additional external costs. 
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Exemplar 1 
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This candidate provides a clear negative externalities diagram and uses it illustrate overproduction and 

welfare loss. They use the extract to prove their point and include correct economic terminology. They 

continue with good evaluation but do not include a final supported judgement. Therefore, receiving 7/8 

rather than full marks. 
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Question 1 (e)* 

Many candidates did not link back to the end of the question which was whether regulation was 

‘beneficial to consumers’. Strong responses would, for example, explain how keeping prices for this price 

inelastic necessity would increase welfare and reduce inequality. Some used natural monopoly diagrams 

effectively, although this was not necessary to gain full marks. There was some confusion regarding 

regulatory capture, as some responses claimed that this was a benefit and did not understand that this 

would make regulation less effective. Others simply copied large amounts of text from the extract without 

linking it to theory. 

Misconception: Utility 

 

Many candidates are confusing utility and welfare. If the price of water falls, this increases 

consumer surplus and thus welfare, but the utility stays the same. Utility can only be 

increased by increasing factors such as quality and choice. 
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Exemplar 2 
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This response has clear chains or reasoning that end on the point of the question – why consumers may 

or may not benefit from regulation. 
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Section B overview 

Questions 2 and 3 demand the use of an appropriate diagram(s), but students should be encouraged to 

use as many appropriate diagrams as possible and if relevant include them in the other essays too. Well 

integrated diagrams aid analysis and help to reach higher levels of response on each of the skills 

descriptors. An incorrect diagram will stif le marks in these questions, so candidates should spend time 

checking their diagrams as there were often careless mistakes. For example, often there were missing 

labels or MC not bisecting AC at the lowest point, and this stopped responses reaching the highest 

levels of response. Candidates should be encouraged to use their own examples to contextualise their 

answers and aid application, but this should add to their theoretical knowledge, not replace it. 

 

Question 2* 

Although this was a popular choice of question, most candidates struggled with this question . There was 

often a good understanding of different objectives, most responses did not answer the question and 

lacked a true understanding of the principal agent problem. There was little acknowledgement of 

principal agent problem only really being relevant for public limited companies as it is only when there is 

a divorce of ownership and control that shareholders objectives become mismatched with managers and 

profit satisficing may occur. Good responses explained this clearly and discussed how managers may 

then pursue objectives in their self-interest and why these would benefit them. For example, revenue 

maximisation in order to receive higher bonuses. Counterarguments could then discuss how this is not 

an issue for different types of ownership or if managers bonuses are aligned with share issue schemes. 

There was a lack of understanding that smaller firms, e.g. those in monopolistic competition, have to 

profit maximise in the long run in order to make normal profits and thus reward their factors of production 

sufficiently, so cannot pursue alternative objectives. 

Answer the question 

This essay should have focused on which type of firms are influenced by the principal agent problem 
with setting objectives, not listing different objectives and the effect they have on a firm. 
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Exemplar 3 
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This section of this exemplar response clearly shows that the candidate understands the principal agent 

problem and how it affects objectives. This is strong analysis. 
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Question 3* 

It was surprising that more candidates did not choose this question as there was an easy route to strong 

analysis by using simple demand and supply analysis and showing the effect of an increase in the cost 

of production on the price of food. This could then be evaluated using price elasticity of demand. Very 

few candidates, however, recognised that firms can only pass on all the increase in cost to the consumer 

when demand is perfectly inelastic. Exceptional answers also discussed oligopolies and sticky prices 

and some evaluated with collusion. There was lots of scope to use theory which was often missed . 

Misconception: Complementary goods and derived demand 

 

Some students were incorrectly referring to oil used in transportation and food as 

complementary goods. They are not bought together, the demand for transportation fuel is 

derived from the demand for the goods. 
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Section C overview 

Candidates should be reminded that their essay choice should be based on the title they feel that they 

can discuss and evaluate two clear points with correct use of economic theory. Some of the questions 

this year could be answered in a ‘non economist’ way, but these answers without economic theory 

scored very low marks. For example, some candidates answered Question 5 in this way, recounting 

stories of Covid regulations and lockdown rather than applying their economic knowledge.  

 

Question 4* 

This question was often answered well, with candidates giving detailed explanations of how the price 

mechanism works and the signalling, incentivising and rationing function. The stem of the question 

helped candidates to recognise that market failure was an easy route to evaluation. However, some 

candidates incorrectly assumed that the free market would always have perfect competition, whereas the 

presence of monopolies is a disadvantage of the free market. Good supporting judgements recognised 

that it depends on the nature of the product and how it is produced as to whether the free market can 

allocate resources efficiently. 

Misconception: Free Market and Market Structures 

 

All types of market structures exist in the free market. The free market does not necessarily 

provide competition. 
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Question 5* 

This question was rarely answered well and often lacked the use of economic theory. Strong responses 

understood that information provision enables consumers to fully understand the consequences of their 

actions on themselves and/or a third party so more accurately measure their utility. This can help to 

change the behaviour when consumers are purchasing merit and demerit goods. Some students used 

diagrams correctly to aid their analysis, showing demand with and without information. Useful 

evaluations included the lack of incentive to change when the benefit or cost is to a third party rather 

than the individual, or the inability to change due to habitual behaviour. There were some incorrect 

references to price elasticity of demand. The price of the product has not changed so this was not 

relevant unless the candidate was discussing alternative methods of changing behaviour. As this 

question was discussing the effectiveness of information provision to change behaviour, alternative 

methods such as regulation or taxation were relevant in evaluation, as long as they were compared to 

information provision. 

Misconception: Merit/Demerit goods and those with externalities 

 

A merit good is under consumed as the consumer underestimates the utility it brings to them. 

A good with a positive externality has a benefit to a third party. Some goods, for example 

education will be both. 

A demerit good is over consumed as the consumer overestimates the utility it brings to them. 

A good with a negative externality has a cost to a third party. Some goods, for example 

cigarettes will be both. 
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