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QUESTION ONE: Monopoly

Graph One: A Monopoly in the short and long run

Cost /
Revenue /
Price (S)

AR VRN

(@) () On Graph One above:
. identify the short run profit maximising price (P.) and quantity (Qg.)
shade and label the type of profit
shade and label the deadweight loss
identify the long run profit maximising price (P ) and quantity (Q ;).

(i)  Explain the short and long run price, output, and profit positions of a monopoly.
In your answer, refer to Graph One and the key characteristics of a monopoly.
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(i) Referring to Graph One, explain whether the monopoly is allocatively efficient.
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( Question continues on the next page » )
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Graph Two: A monopoly before and after
an increase in demand

Cost /
Revenue /
Price ($)

9

e

1\, = AR
@ of : Quantity
£ \MR MR

Demand increases for the monopoly. This increase is indicated by MR, on Graph Two above.

(b) (i) On Graph Two above, identify the profit maximising price (Pe) and quantity (Qe) before
the increase in demand.

(i) Complete Graph Two above for after the increase in demand by:
. adding a new AR curve (label AR))
. identifying the new profit maximising price (P,) and quantity (Q,)
. shading and labelling the type of profit.

(ili) Referring to Graph Two above, use marginal analysis to explain the profit maximising
output of the monopoly following the increase in demand.
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(iv) Referring to Graph Two on page 4, explain the type of profit made before and after the
increase in demand, and how the monopoly will respond to any change in profit levels.
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QUESTION TWO: Perfect competition and increase in costs "

Farmers are an example of producers operating in a perfectly competitive market. Like
many industries, farmers in New Zealand have been hit by rising council rates (a fixed r
cost) as well as rising fertiliser costs (a variable cost). '

(@) (i) Referring to the resource material above, explain the difference between fixed costs and "._
variable costs. >

A Pv(e& CO%I’ om\tj {,‘-&p@éC[’ﬁ AL g@ COQL
\Dccwvxe-@ \&( }mC/cméce F@.}”G\R COS} OK (JOC'%"V
C\/lwV 4 H/\& Cb%" % Mka one_ Mmore \,wx»['(ﬂo.
14’\ H/\ S  Cw%e ‘H/\(’, (Syflj CO(AA/‘C'( /0&69

Cjocg V\a(" aR?éC}” Hﬂe ccﬁ" bo (@Au&ée MEe. mo‘e. :
cjfjﬂ/\bﬁ HOW&WC{ VO d\\a ECec\/ [ODH/\ AKMM( l.“._

1S 'OC Cnse f" m?@ec[f “"‘ cosk und the cost bo nealte ‘
Graph Three and Graph Four below show perfect competmon expenencmg increased fixed costs and 911& |

variable costs respectively. Qe is the output level before any cost increase. wio/e "'

Vejd‘b\ua
Graph Three: Increased fixed costs Graph Four: Increased variable costs g
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QEL I

(i)  On Graph Three and Graph Four above, add the AC curve (label AC,) to reflect the ; ".
increased costs. KA

k

(i)  On Graph Three and Graph Four above, show the short run profit maximising (or loss
minimising) output (label Q_. and Q,. respectively), price (label Pe), and the type of profit
(shade and tabel) following the increased fixed costs and variable costs.
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(iv) Explain any difference in the short run profit maximising output for the perfect competitor
(farmer) following an increase in fixed costs compared to an increase in variable costs.
In your answer, refer to:

. the cost curve shifts on Graph Three and Graph Four - !
your answer to (a)(i) on page 6. (L( X
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(b) () On Graph Three on page 6, show the perfect competitor's long run profit maximising: Cosls
output (label Q,) 05/,
price (label P,).

( Question continues on the next page » )

Economics 91400, 2025 01007



8

(ii) Compare and contrast the short and long run profit maximising positions for the perfect
competitor following an increase in fixed costs.
In your answer, refer to:
. Graph Three and the resource material on page 6
. the characteristics of perfect competition
. marginal analysis
. output, price, and profit.
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QUESTION THREE: Natural monopoly

Unregulated natural monopolies, unchecked by competition, tend to inflate prices and
restrict output. This maximises their profit, but leaves consumers paying more for less,
undermining essential service availability.

Graph Five: Natural monopoly

Cost /
Revenue /
Price (8)

QQ_, 1‘\\/[R | Quantity

(@) (i) On Graph Five above:
. identify and label the profit maximising price (Pe), and quantity (Qe)
. shade and label the type of profit made

. shade and label the deadweight loss caused by the natural monopoly producing at
profit maximising level.

In industries where there are significant economies of scale, such as electricity grids,
water supply, or pipeline networks, duplicating infrastructure networks would be f
expensive and wasteful. ¥

(i) Explain why the Government might not encourage competition, despite the inefficiencies
the natural monopoly creates.
In your answer, refer to the characteristics of a natural monopoly, Graph Five, and the
res7\urce material ab
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(i) Explain why the unregulated natural monopoly might choose to produce at the output level
of Qe.
In yzur answe{, refer to Graph Five on page 10 and marginal analysis.
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To keep essential services accessible, the Government could use price controls on natural
monopolies. This prevents excessive price increases, ensuring basic utilities remain
affordable for all consumers. Marginal cost pricing is one possible price control used to

regulate natural monopolies.
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(b) () OnGraph Five on page 10, show the impact of a regulated natural monopoly operating
under marginal cost pricing by:

. identifying and labelling the new price (P,), and quantity (Q,)
. shading and labelling the type of profit made.

(i) Compare and contrast the price and profit positions of the regulated and unregulated
natural monopoly.

In your answer, refer to Graph Five and explain how the prices are set, and the impact on
the natural monopoly and its long term viability.
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Extra space if required.
Write the question number(s) if applicable.
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Achievement

Q

Grade
score

Marker commentary

One

Ad

The candidate:

e correctly labelled PSR=PLR and QSR=QLR, shaded and labelled the
supernormal profit in Graph One, and made all the correct changes on
Graph Two

e explained that in the long run the monopoly continues to make a
supernormal profit, as is the case in the short run

e explained that the monopoly is not allocatively efficient due to the DWL.

To gain an M5 grade or better would require the candidate to expand on the
characteristics of a monopoly to explain how the strong barriers prevent
other firms from joining the industry therefore preventing supply from
increasing and price from falling etc. with reference to the graph(s).

Two

N2

The candidate provided minimal achievement evidence by partially explaining
the difference between fixed costs and variable costs.

To gain an A3 grade or better would require the candidate to correctly
position the AC; curve on Graph Four, label the price Pe, and draw and label
the long run MR;=AR;=D;. The explanation on (a) (iv) should be on output
instead of profit.

Three

A4

The candidate:

e made correct shadings and labelling on the graph

e identified some features of a natural monopoly

e used some aspects of the concept of marginal analysis to explain why the
unregulated monopoly might produce at output Qe but omitted that Qe is
at its profit maximisation point of MC=MR.

To gain an M5 grade or better would require the inclusion of the profit
maximisation point in the marginal analysis explanation, and to correctly refer
to multiple features of a natural monopoly to explain why it is better to have
a natural monopoly than having two or more firms competing with it. This
would be done by referring to the graphs and resource material.
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