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QUESTION ONE: Monopoly 

(a) (i)

(ii) 

Graph One: A Monopoly in the short and long run 

Cost/ 
Revenue/ 
Price (S) 

On Graph One above: 

MC S 

AC 

AR-;; p 

Quantity 

identify the short run profit maximising price (P sR) and quantity (Q5R)
shade and label the type of profit 
shade and label the deadweight loss 
identify the long run profit maximising price (PLR) and quantity (QLR).

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. 

Ma�9 ,li\C,J G,\.\f'ott i'�/7 ,7<�-JS ��J tvie pco �J 1,MCAX ,\"t,·�,,. . ,

)eve) or tJ<A.t
f 

v"lr 1.S w�eJt ifV\CA!j,,�°'f revtvti,tt

�'\Ae:-eJs ifv\a:9it1<.J .:D'Sk �e s��J (c,\11\ P.':ce 

liuc (' ore {� f 5,t2 � U1c OU\� P:t/1,� ?:, (A, � 

Osa. Th ,5 Knt-V\. s�aw-S KtC\� ,v\ r�e skol�

( v\.V\� f�(/\..k:: S 5�0IJ\O(vVlO\..I proPJ bec.Ofa'\. c;.e

w�ue, M\Z !Mt��� MC 1 AR 1s �l'e,c,Jer � 

AC ., 1(/\ M11e lo111.:, r<At/\, rA �HferV\ orll\A0 ( 

leve) tJr; prot,� ;s 5�; I\ he,'flj vvtO\Je� Tu�s 
:s Avte �o r'vtt �l·J� level oP

ill\ bl LA evtce t'0�r � �\r� , V\ r\ri l
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""'c"'of o � �"' s ove1 +ke flVl"'-/ ke h, Bee= se
It ere are_ svi.c� � .3� i0trr,·er> /-r;)

ev\}ljl l!lew COvvtfe�,f'or9 _4/c viol- vt&l-e
ro t-vt�e;- �e._ £/V\o-llte lr o f3ecC<.M_;,e Op
1-{id) 1 H11e. P; fVV\ ; (/\ ft e l/lll o V\ o p 0 jJ 
dt)t.-2 vtOY V1eeJ f-o S�O\./t. fine s�er(Ao/tvrq) 

f(JiJ ctNtC{ iV\ ftie ( Ovtj (CA_<ll Lt �,· /( 
sl-"''.:J suf)erM{rN\c-.f �ol vio f- c.k

"""'Y'c2.

(iii) Referring to Graph One, explain whether the monopoly is allocatively efficien .

iitie . ,MOVIO(:lCll
.':1 

is 0°! ct!locq_ ,ve� 
e. PP,c I cv.J dv1.t }e, OL ole0.dr,..,e-,yhl-
los5 (� )., A de""Jvve lj IA� loss iict � occu1c,J 
becetN\.fye � hevt t1c Wte-clrs AR , f /5

f/\ u � �J- �/o � (
0 

� MC\.X 1<A, l \. 5 ,� ) eve,{ C) (!
ovJpcA-o llrie. de�cl\lv'e,jhP lo>'? ls

Cf��e.J J� h) � t V\.�tAMCe O t

�e � IW\ ,-IA � \ft/\ (J\/t of o 0 . Be cevv( s-e 
, � 1S �e 10\.�es� Prrwt ,P\ ft� ifa1c""d<.f'..�

i� is Q b l� i-o fe.>�l'1 C � OtA../,-f�-- ro 
G)<;p_ (AN\c{ et� l -e, h ,0-.'<;e � J°f, c-e
}t, PSR. 1lAUe.�CVf' � e: i,Nl..�cp0/j /'5 

O\ llocc,f / ve LJ i <l\e A? i"c."ev--'1.

( Question continues on the next page ► )
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Cost/ 
Revenue/ 
Price (S) 

4 

Graph Two: A monopoly before and after 
an increase in demand 

AR' 
Quantity 

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. 

(ii) 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
1
) and quantity (0,) 

• shading and labelling the type of profit.
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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 
cost) as well as rising fertiliser costs (a variable cost). 

(a) (i) Referring to the resource material above, explain the difference between fixed costs and 
variable costs. 

A t1xJ c.a;� 00\�

bc.c.CV\/\<:e, \ � I V'lC/ �O\. ':7e. <;. 

CL!l o.;v�e, � �e Ct&� to (IVlQ\� 

Ci\\fefO\.jG Cc)S� : 
C,_() $. � C{M J J Q:'5"1 ( � �

o vte_ lf-{ufe \AV' 1 � (Y\G/.. • 1 

Co(N/\Crl (O\�ec; 
' 

� �\ft;s c0-se tk r;s�
':3

Jo-ec;. V\o� a.Wee� five ct'h� l--o �r9JtAce 0vte (/\ACf(. 
v�6\e,,IP Ho�f1r vo-r,oo-�\e codr- o..r-Pec� ��/tt AR� t-'lC. .. •, 

f\A,c; I� lotc('.,..v\C7e ;� O\t'7edrs �Oh,.\ (05\, w-tol �(.o7t' !--o VV'"-lle, : 
Graph Three and Graph Four below show perfect competition experiencing increased fixed costs and ovte ; 
variable costs respectively. Qe is the output level before any cost increase. W\Cl't. J 1, .: _; VtJ%� j 

Graph Three: Increased fixed costs Graph Four: Increased variable costs 

Cost/ 
Revenue/ 
Price($) 

(ii) 

(iii) 

AC 

Quantity 

Cost/ 
Revenue/ 
Price (S) 

n Qe 
'-'<vl- Quantity 

� On Graph Three and Graph Four above, add the AC curve (label AC,) to reflect the 
increased costs. 

On Graph Three and Graph Four above, show the short run profit maximising (or loss 
minimising) output (label Q

Fc 
and Ov

c 
respectively}, price (label Pe}, and the type of profit 

(shade and label) 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.

(b) (i)

In your answer, refer to:
the cost curve shifts on Graph Three and Graph Four 
your answer to (a)(i) on page 6. 

w, H/l 
t- ( �eeJ 

i c-1(/ e q Se.. [ r'I �� co•:Js / OvV\ 

}bte pe.rte& co�pe�1�0/ tA,;1l ke 0tble�-
t '"" ,, , IV\ 1 ') e. \ OSS be. /-'I-e, fix-.,,,,�,¾k-J"", f �1 

1 t11 uecx. se tt/\ vCA r, CA 0 I--( c osl,s o Becc.us-e 
�:x:ecl cash ov\l� I0\.,5e fk o.,.1e/0t3e 

Cosh1 OV\ l,:1 -?-·'l-ie AC cv-rveJ /s 
l;L,l O ve cl f Pro 1111 A c'f l:o Ac 

1 
• H C) vvev e.� -fie. 

\}C)..fiCthle coc;f5 Clrrec� bfh V½.0-191'/lc-sl 

le>:,� c,vM.A nVe1&<-Je Cos� v-1�-c.k ')h'l·rr5 
f he. Mc CvJvf!.- }-Cl l'-1 C' ()./\"-) rlri-e, Ac 
{ tA.fVC. �o AC� f3ecC1.vSe. 00 f� MC 
CLMd 4 c s L'l , f� erl �o Ne' o.,-i,�<Yf It c; 
tiie O've/ot I I OJJ'II..Ov.V) f- 0� s \.,1 � nor,,vu.nl

f/oh� ,5 l°'-/:)V ft.c-vV\ 1t1e_ ,Ylc.re0t.se 
(h rl� e et l. 05 f-5 .. 11. ,·s- Hier er:;,/ e i,v•l���5

r�o-.� 1/\. 1-i-e._ siic1J-- ((Avl_ Ct,,v'l 1VlC£eotS:e 

1-Vl rxe� (t... ...}1"<5 P'tJ� i,.ei-Y rr r,,, '¥ O•AA_ ,-....-ieyec ... � /V\ 

On Graph Three on page 6, show the perfect competitor's long run profit maximising�· ''i:-

1

hle 
• output (label Q1)

C t>S >.

price (label P1). 

( Question continues on the next page ► ) 
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(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. 

1. II\. h'(_ Sv1-CJ1 � ( V\_vl I ovv\ , ll U e. ot '?e.. ,' .ri

l: . 
( 

l ..... 
: / 

: ) 

�
..,
,x e4 Gct,\,.c; -A'• I( CC-vvtSC �Jl<Jtt Svt�J vto,.uct 

!eve l o� prC)�,v o..� pr�c.e f.e �v\o{_ ���J
y

: 1 

0. e. 71/\, ,�s 1 5 �e covv.se ��\ AC' ,·$ . ' 
I 

a r coJ-er � AR ,AAI\ � �"\R W\ uh; MCw 

JKo�ve.(1 bec�vtse � q pc. f?c:��y �el--�l11t (; 
vvt c, ltelr l-i o. s (I\ o h0rr: e;s 1-o e,<. c r; •..

' : 

(<,vv-tpeJ,�b/5 �/e_ G��·t. fO ti,\:/}- rk. f.Nlc,.tl t�� I: 

\vkc;,vt &Vlo VL.j � Cc vvy;e h �IS e ',. hic
; , i/lflcl r keV I rk ,·Y'crer>it;e. r,/\ (i:<ed casf-5 : --

V\,, , l I l:Je 0 r:rs e� la� �e, Vle.w pro�\� •• '

� 1v1ecl rroN'l les2 Co&pth�of"5 0e,A� 
lV\ /1ie, (IYIC1(kek �:s n,,�1e..9o,e. 

CO\..tvi.._S e 0\. vtofWt V\_f r1Ji.e 
l 9r-J f (MV' e '

-----..,::::-
�v �� 

��--... : � 17ecewtSe, 
c9 � .. 

: . / V<��.r-_::;,;;;e-c:=:���lil'.' 111t1 (;\, rg 1
1 

(\ °'- rev e, lft v1.-<- c v1.tv e,,

\/v \ \ l A i'vl C/ (, CA � e_ VVV\ V I· l I ,... vvt e, et<; -1-t-7 c'
: ., 

/\ C 
1

C vt,fVG vvk e,1e- iJlOrvV' 0-1. / pro�. f iS 
lj\/\,0\._\){ e. CA R.1

� AC I) Q 1/\;5 kV\ I II\ C( <.c._ l, e, ') 

� �\,\ � JJ fig.� 6 1 e,,'¥1, O<Af tftf ( Ge -'7 u< ;;.
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This page has been deliberately left blank. 

The assessment continues on the following page. 
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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. 

Cost/ 
Revenue/ 
Price (S) 

(a) (i) On Graph Five above:

Graph Five: Natural monopoly 

·�MR

AR 

Quantity 

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 expensive and wasteful. 
(ii) 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
reii.rce

::t�:r W\()V\Crol ) fXLtAIS vJ�tv\ 1--\vo 
ower(/\.3e C,W\J MO'\ r� 1v1v\ \ c,o;� o\ee-rc°" s ..es

� v-1kl� � I eve/ o9 Ov� pV\r , 
�v\(/-C�'7eSA- lr Gllso l,i�s C\ �\jh leve,\
o� � fxe.J ces�s vv�lc¼ <A �ko v\.c.V"ci

<1'--"> °' � 0\ 'h. \oc-.1 r, e I h:, CM L
.'.! 

•
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A) ),\/10 M_f {A (/1,0,J(/'ro.J 1,MWIOj?Of '1 C/-eo,.ks 
. /1 C � I ·c, {W"'C ( e 5 I I � ex Is O Cl e oJ·-e9 °" I Ow

p r, ce � f'; r rk C OV\ Se,UJ\ er� h) f)'J of ue 
ro rk Jee (eo,,_s �/\'ff o..verC"j(: cos�- The
j ovV Ill W1ev,i\,, ck 'f'-', U c,( , \;-co<" o q e c. CIA ,pef • ). o,,, 
it/1 Q v10.l1tx ( VV\c)v10f O ly 5o rlAo-� �
C ovv,pe..J-J'ol w,· ll VL�� I o<;e froP. h,e �Is 

i 5. . lo e c/,\M s e fi.e C'.: r l,fA oJ re e. c½
GA. ,7(-,, 1 J Lrl S ,J-C ff,_e, (llO\.�vi /c:"/ WlrMOfo!J 

\,,-/( I l �e 0t�1e 1-o �/?al.ercl:AY �e t,,ev-
( ovi l (Jehft:)( �:J I Cve/,·� fr, c.e._ 1tey (A/e

°' k> \ e to Jo r\t\, s bee. a 
1 

se o� f-t,e
cAec,,r e°' S/� 0v(I0'-3e.. Coslr-5'., fl I riAo� rl\ 

(. o�lS£.,w'-'ie.r5 w o,,.J o{ be. lti et.pp-; J:..e. f--o 
rhe_ c1.tc.reC<.se i"v\ p1,ce 

I 
lool--h P;'/v<-15 

VvOv\_{v{ 6c O'\i- 0\. /055 t.<..S rk e;c,��·
vyr. frN\ V\J ( be le£ e: v,•riJ le.>5 rrch }� 0(,1/<e>{ 

� vte.vv. \r\ I 1/V\. VVGCA t (A Ill C) /--- <;; v-lV, .Jr:_ 

l I"\ Yk t,,vt 0t Ike l---. 

( Question continues on the next page ► ) 
Economics 91400, 2025 

01007 



12 

(iii) Explain why the unregulated natural monopoly might choose to produce at the output level
ofQe.

In your answer, refer to Graph Five on page 10 and marginal analysis.
{.-A��� (;-, lvV\ (rt rt� v\.v'lft3vilu,�eJ V\°'- £,\./� l 

' 

. 

VVl <:>110(b� ""'j �[,- ofu"'l-c c,Jr Ge, ; A otJ.er . 
� VV\DlX 1V\f\1'5e �e 1f \-eve_,\ 0 � f fcf',�c; 4- �' > • ·,

i c,. \oecCM.A-Se.. � � � orerO\__k "'-� Ol 't IAO\IY\1--J� •
\e,,ss 0.'\V\_ 0 e., t\Ae:1 w,\l be. W'·;s51l"":> ov�r I( 
OV\ po�6/\�1°'( pro t',l--s be cO\AA:,e �15 iV\°' \ 
/ G vf!;vl. v... e.. 1 • 6 3 r e(A �l r /-ic,.I\ (/11\� <9. AC\ l cot;� •
B ..J- , P � opuoJe. ,,J ().. ��J

'j 
h,51-,e1

�aM O.e f\;t� c.-v, )l 0 e. 3e �t-t'y\.� I/VIC1\fJ1n� I 

�(;�£.es beco-vvtSC I/Vl,D-/j1AC\./ ccs� V\,Jt �e.. ',) 

�re"'kr' rtiCM VV\�'3;""°"\ re-veV\L-A e. 

.. 
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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. 
(b) (i)

{ii) 

On Graph Five on page 10, show the impact of a regulated natural monopoly operating
under marginal cost pricing by: 

identifying and labelling the new price {P1), and quantity (Q1) 
shading and labelling the type of profit made. 

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 . 

� Jk- wire5trloi� fM-_t'J;\Ofdy1 fk c:X,5�"Y
r,,W°' (A....QS o... b l-e. I--o � 30t:.,. s :A.fe/001 M-0" 1 

p,cC,,_)�- bi 6e:vi3 �t- frDP'.lr vt/1-°'x.c'tt1A,·s;),fy

0V'�·pCl\lr (),.� pr,'ce Pe Cvw:I\ q,W-¼'-h !) Qe. 
0 0 v,.;ev VI 1)1\ � I e3 "1,1\ ( D'l Lax J/lA ev"O po 11 I
fir_ r,,tttA V\10\ 5 ro/'e,e;t_ �{) l.A;,€ v""\°'-1 °{/{\Vo}
co5 f- f /tC '\

v:J 
otJ- f/r'ce 11, �� V 

i[/\_QA- 4---;(Y Cx I.. Becotfa5t: �c v'LvJV\/c,J 
\IV\. CNloy?ei_!y , s (ltd <.v he, viy ✓e, vt f �,k oC �e j 

tWJ;£ �; { i/lA /s . Vl O "V vv't<A k .',n J 5 V\ � ;11.e>/VVl o,) 
fr 6(_ t f $ . A [ � � �1 L. � l/\ S <..ufvi.e6 Ot/ C v1. ex,v 
c\,lo l � h> b«:2_ � 0\ l C}--.,;e./ f rt cc dU,e
1-o lADt.A.- Q rracolCA.kle: ,{,- vtovv ,S / fke
r/VVl ,.s lf\0� or4cz� •• 113 qi- vi.. v'-'\O..lj>,./la-., , 

l o�s . 1ti&c. ro re._ � { O'-� /-e,/lv1 \f 1'°" �' 'J.y 
n D � 9 (!)OJ__ 0\. s 1-i-e 3 ove/v�t,1-,v/r -v--. ll

be rorccd �o (,IVlC<--Ke ft\.e vicJv\,rc) c.,V(\)00fo!J
0vvtre.1 v-l°"Le,d 0.30.. ,1v1 or 0 /1,A q,0 0�..u t.A..-c�y 
�Ot �it R /VV-
p ;o�/,,-s,
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Achievement 

Subject:  Economics 

Standard:  91400 

Total score: 10 

Q 
Grade 
score 

Marker commentary 

One A4 

The candidate:  
• 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 

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

• 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 AC1 curve on Graph Four, label the price Pe, and draw and label 
the long run MR1=AR1=D1. The explanation on (a) (iv) should be on output 
instead of profit. 

Three A4 

The candidate:  
• made correct shadings and labelling on the graph 
• identified some features of a natural monopoly 

• 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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