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QUESTION ONE: Perfect competition in the short and long run

Graph One below shows a perfect competition firm making a subnormal profit.

Graph One: Perfect competitor earning
subnormal profit in the short run
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(@ (i) On Graph One above:
. add and label the MC curve showing the firm minimising losses
. identify and label the loss minimising price (P,), and quantity (Q,)
. shade and label the subnormal profit.

(i) On Graph One, show the long run profit maximising price (label P,) and output (label Q,)
for the perfect competitor.

(i)  Explain how the perfect competitor reaches its long-run equilibrium.
In your answer, refer to marginal analysis, characteristics of perfect competition, and
Graph One to explain what happens to the:

. price
. output
. profit.
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Severe weather events in the past year have disrupted firms’ ability to maintain their
normal output levels. Many firms are struggling, some have had to close down business,
while others are hanging on in hope of better market conditions, which will increase their
profitability.

Graph Two: The market Graph Three: The perfect competition
firm
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(b) (i) On Graph Two above, show the impact of the severe weather events on the market by:
. adding and labelling one new curve
. identifying and labelling the new market equilibrium price (P,,) and quantity (Q,,).

(i) On Graph Three above, show the impact of the severe weather events on the perfect
competition firm by:
. adding and labelling one new curve
. identifying and labelling the new profit maximising/loss minimising price (P_,), and
quantity (q,,)
s shading and labelling the type of profit made.

(c) Referring to Graph Two, Graph Three, and the resource material above, compare and contrast
the impact of the severe weather events on the market and the perfect competition firm.
In your answer, explain in detail why the market quantity decreases while the firm's output
increases.
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QUESTION TWO: Monopoly in the short and long run

{Q_ [}(U/ wn (d( ()q\"\ Graph Four: Monopoly in the short and long run
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(a) (i) On Graph Four above:
. identify the profit maximising output level (label Q,) for the monopoly in the short run
. identify and label the price (label P,)
. shade in and label the type of economic profit made.

(i)  On Graph Four above, identify the long run profit maximising output level (label Q, ) and
price (label P ).

(i)  State the type of economic profit made by the monopoly in the:
«  shortrun: vpd ool
%w(nwm\

. long run:

(b) Compare and contrast the short and long run profit maximising positions for the monopoly.
In your answer, refer to:

. Graph Four and the characteristics of monopoly
. output, price, and profit.
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Graph Five below shows cost and revenue curves of a monopoly initially earning supernormal profits.

Graph Five: Monopoly - impact of falling demand
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Despite being the only firm monopolising the market, falling demand can threaten the
survival of the monopoly.

(c) (i) Complete Graph Five above to show the impact of falling demand for the monopoly's
product. The new AR, and MR, curves have been done for you.

. Identify and label the original profit maximising output (Q,) and price (P,).

. Shade in the supernormal profit made initially.

. Identify and label the new profit maximising output (Q,) and price (P,).

. Shade in and label the type of economic profit made following the fall in demand.

(i)  Explain why the fall in demand threatens the survival of the monopoly in the long run.
In your answer:

. refer to Graph Five and the concept of marginal analysis
. include the impagt on the monopoly’s output and profit.

bkl Al W ok e G %t«j\\f Lot
\'WQW# Ha—r 0N & “ﬂ'ﬁ“mwgf@\}gﬁ O&O‘L\\b

Yo Swwe. po Ty behr Al
m devef, Hag Mangpdy WS ety N

Be. B MO {all ‘M;E v gl Dowpnns dheye
Wes o (letned owenr of B, Ths Meww
Mo Vo Bl dd el Wy
M M e,.L Mang pdj gesi ‘f’eo feed o

Economics 91400, 2024 00300

e T T
" PR F e -
*mdan® - Tawan®




9

(ogtee XWor Gobpal . owbget. The My, s
AV S oty Yt it M

Wis My o0 ‘““23& hﬁ, N () ni'@%
S‘,{UWM&IM- lo Dbl polls /dlwy:) N
Bl o L O g Mo dasme, YW MRSy g
Seboiol o Ul ke Com Suleed 'S(gu iy, Yo

R il of 70 Me,vw(t‘:) « ﬁl%h-k,,, §o¢
Pl lony Vi Combegunce Betode— T X

(an Mo I\ s Oad  Oela.  adies iy %
(o9 Wl t{fﬁ%( htwseii, Yl r"'mogbb s “Wl\b bo e
\wid “‘bd (W  for G\\Nhl{;i% 1NV

wdl Mdwde~ ko Dawoed  pfd v o While -rl,j
v VK Vo Yl OFMﬁD ko men OF &
frantond bole  flon Sobnoledl P01 0oF havyy o
Gas o opra v yo Yo e Sbroined plor Y,

Economics 91400, 2024 00300



10

QUESTION THREE: Natural monopoly

than if there were two or more sellers in the market competing.

A natural monopoly is a single seller that can supply a good or service at a lower price

Graph Six: Natural monopoly
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to price at average cost or marginal cost.

When making output and pricing decisions, an unregulated natural monopoly is most
likely to profit-maximise. However, the Government could regulate the natural monopoly

(@) (i) Use the labels in Graph Six to complete Table One below.

Table One
Brofit maxirnisin Average cost Marginal cost
g pricing pricing
Price ® ?—3 f 7 Q\.
Output Qs ®‘5 Q b
Consumer surplus f Q) {s 4 s B P
Deadweight loss (if any) | {5 . Q. M s D 8 AR

(i)  State the type of profit made under:
(i
. profit maximising: 3«(4«:\: o,
Nofom

. average cost pricing:

. marginal cost pricing:
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Refer to Graph Six and Table One in your answer to part (b) below.

(b) Analyse the impacts of the three pricing options in part (a)(ii) on consumers, the natural
monopolist, the Government, and allocative efficiency.

(i)  When considering the impact on consumers, explain in detail the pricing option that results
in consumers being best off and the pricing option that results in them being worst off.
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(i)  When considering the impact on allocative efficiency, explain in detail the pricing option
that results in the most efficient outcome and the one that results in the least efficient
outcome.

e QMD o(pw\ Y 'l . Pne
?\ﬂm—&w ek, e {fad OWA cone Le
Gweinye (69 Qllany. To—F="THe 18 betise
Yoot s \wo  dedntiod o Shown Ga Wees
( B L oo nelay mjﬁom.
Ng—pie. G olwe o G Ok .
o Qs cﬁ(a%h fre. The fos Veadun
Gutnig. (N gl & fa WD effdnd Weetve W
- W %u«b'; ol U\C’,M), TWS 1\&_, a‘}"lm"ﬁl M%
I all foSies the—b @i %;c':j fully wmf,.
e lewnt €4(igut pmy - O i Rl Maivigy,
Wim on Gew of B, Qe AR, Whith Cm be
Yeem ‘ n (ﬁmeh Fg} ™S s betuoe k-l_ ("Wt«"'
VIS g % MesMR Mc= MR, Whier,
st (B Yo gyolbfen & AL TRs Showt
Yo il malionsig & o ey efhiot pVid
edaarye Sy @beryy

(i) Explain in detail the profit made by the natural monopolist under each of the three pricing
options, and how the Government is affected.
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Q JEls Marker commentary
score

The response was awarded A4 because the candidate:

e correctly labelled P. and Q., shaded and labelled the subnormal
profit, and made the correct changes on Graphs Two and Three

e explained that in the long run the perfect competitor will make
a normal profit.

One A4

To gain an M5 grade or better, the candidate could have linked the

key characteristics to the explanation of what happens to the

firm’s output and price and profit in the long run. Marginal analysis

when explaining why output increases and correct graph

references are also required.

The response was awarded N2. The candidate provided some

achievement evidence by:

e correctly labelling P; and Q; on Graph Five

e partially explained that the monopolist’s output will decrease

Two N2 due to the fall in demand.

However to gain an A3 grade or better, the candidate could have

correctly shaded and labelled both graphs, referred to the profit

maximising position having shifted to MC=MR;, and used marginal

analysis when explaining why output decreases.

The response was awarded A3 because the candidate:

e correctly identified the type of profit made under each of the
three pricing options

e explained that consumers are best off under MC pricing due to
the largest consumer surplus and are worst off under profit
maximising due to the smallest consumer surplus

e explained the type of profit made by the natural monopoly
under each of the three pricing options and how the

Three A3 government would be affected.

To gain an A4 grade or better, the candidate could have correctly
identified the areas of consumer surplus and deadweight loss in
Table One; given valid reasons for why MCP is best for consumers
and profit maximising is worst for consumers; correctly explained
that MCP is allocatively efficient while profit maximising is the least
efficient using the concepts of deadweight loss, D=S, and the sum
of CS and PS being maximised. Correct graph references would
also be required.






