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Level 3 Economics 2025
91400 Demonstrate understanding of the efficiency of 

different market structures using marginal analysis

Credits: Four

Achievement Achievement with Merit Achievement with Excellence
Demonstrate understanding of the 
efficiency of different market structures 
using marginal analysis.

Demonstrate in-depth understanding 
of the efficiency of different market 
structures using marginal analysis.

Demonstrate comprehensive 
understanding of the efficiency of 
different market structures using 
marginal analysis.

Check that the National Student Number (NSN) on your admission slip is the same as the number at the 
top of this page.

You should attempt ALL the questions in this booklet.

If you need more room for any answer, use the extra space provided at the back of this booklet.

Check that this booklet has pages 2–16 in the correct order and that none of these pages is blank.

Do not write in the margins ( ). This area will be cut off when the booklet is marked.

YOU MUST HAND THIS BOOKLET TO THE SUPERVISOR AT THE END OF THE EXAMINATION.

SUPERVISOR’S USE ONLY

Draw a cross through the box ( )  
if you have NOT written in this booklet

+

No part of the candidate’s evidence in this exemplar material 
may be presented in an external assessment for the purpose 

of gaining an NZQA qualification or award.

TOTAL 24Excellence
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QUESTION ONE: Monopoly 

(a) (i)

Graph One: A Monopoly in the short and long run 

Cost/ 
Revenue/ 
Price (S) 

p 1-ll : 

On Graph One above: 

MC 

MR 
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AC 

AR 

Quantity 

• identify the short run profit maximising p ·ce (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

).

(ii) Explain the short and long run price, output, and profit positions of a monopoly.

A 

In your answer, refer to Graph One and the key characteristics of a monopoly.
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(iii) Referring to Graph One, explain whether the monopoly is allocatively efficiel)t.
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( Question continues on the next page ► ) 
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Price (S) 

4 

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

AC 

0 - $ ..... p�(",>rMo,. I 

pro1-.·� 

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
1
) 

identifying the new profit maximising price (P ,) and quantity (OJ 

shading and labelling the type of profit. 

(iii) 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 erfectly competitive market. Like 

many industries, farmers in New Zealand have been hit by rising council rate (a fi ed 
co t) as well as rising fertiliser co ts (a variable cost). 

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

do"-� 
Fi.IC eel (.0!>� �\ C.h11<n�e 1,1iH., level of �1"00.�t.• .. at\ O,(\O. Onl

'j 

(f\ V�rio.b\e U:.'1.-\ Ck� +\.-t;? MOrt. ve�ia�'o\t.._ \><ocl..icecA �\,,11, moce. n:•-1-il,'it.r iS 
f'ee.<:Aei:A. 

Graph Three and Graph Four below show perfect competition experiencing i!"lcreased fixed costs and 
variable costs respectively. Qe is the output level before any cost increase. 

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

Cost I 
tJ - s v'ono11\'\o- I 

Revenue/ 1><0'°' �
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Price (S) 

p \ 
't 

h.

(ii) 

(iii) 

Revenue/ �,�-� 
Price (S) 

Mll 1 � All, -:.o 
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Quantity 

I" t. 

Gw. Qe 
Quantity 

On Graph Three and Graph Four above, add the AC curve (label AC
1
) to reflect the 

increased costs. 

On Graph Three and Graph Fou:- above, show th�short run profit _ryaximising (or loss
minimising) output (label Q

F
c and Ovc respectivety), 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 maximisin@)r the perfect competitor
(farmer) following an increase in fixed costs compared to an increase in variable costs.
In your answer, refer to:

MC 

the cost curve shifts on Graph Three and Graph Four 
your answer to (a)(i) on page 6. 
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(b) (i)

Glv 

-:. MC. I

On Graph Three on page 
output (label 01) 
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.
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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 

UnreguJated 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. 

(a) (i)

Cost/ 
Revenue/ 
Price (S) 

On Graph Five above: 

Graph Five: Natural monopoly 
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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 
resource material above.
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(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.
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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. :tvfarginal cost pricing is one possible price control used to 

regulate natural monopolies. 

(b) (i) On Graph Five on page 10, s ow the impact of a regulated natural monopoly operating
under marginal cost pricing by: 
• identifying and labelling the new price (P .. ), and quantity (0

1
) 

• shading and labelling the type of profit made.

(ii) Compare and contrast the@nd �itions of the regulated and unregulated
natural monopoly. C/ 
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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Excellence 

Subject: Economics 

Standard: 91400 

Total score: 24 

Q 
Grade 
score 

Marker commentary 

One E8 

The candidate:  

• made accurate changes and added specific labels to the graph 

• explained why the monopoly’s short run and long run price, output, and 
profit are the same by referring to key characteristics of monopoly and 
specific labels from the graph 

• gave valid reasons when explaining why the monopoly is not allocatively 
efficient 

• used marginal analysis fully to explain why the output increases to Q1 
after the increase in demand, including MR>MC, missing marginal profits, 
and increase output to Q1 which is profit maximisation at MC=MR 

• explained the monopoly makes a normal profit (AR=AC) before and 
supernormal profit (AR>AC) after the increase in demand and that in both 
instances the monopoly will stay in the industry as it is making sufficient 
and more than sufficient return. 

Two E8 

The candidate:  

• made accurate changes and added specific labels to the graph 
• explained the reasons for the cost curve shifts, referred to specific labels 

from Graphs Three and Four, and gave valid reasons for the output not 
changing when fixed costs increase while output decreases when variable 
costs increase 

• explained the reasons for the perfect competitor’s profit going from 
subnormal to normal profit, price increasing, and output increasing by 
referring to the key characteristics of perfect competition and marginal 
analysis. The candidate has also referred to specific labels from Graph 
Three. 

Three E8 

The candidate referred to the multiple characteristics of a natural monopoly 
(NM) to explain why it can supply to the entire market at lower prices than if 
there were two or more firms. They explained how economies of scale can be 
achieved, reflected by the downward sloping AC curve and that this enables 
the NM to sell at lower prices (than if there were other firms competing). This 
has been done in context, referring to the graph and resource material 

They used marginal analysis fully to explain why the unregulated monopoly 
produces output level Qe. This includes stating that if the monopoly produced 
less than Qe, its MR>MC, it would be missing marginal profits, and if it 
increased output to Qe which is profit maximisation at MR=MC it would be 
making maximum profit. The candidate also explained that if the monopoly 
produced more than Qe, its MC>MR, it would be making marginal losses, and 
if it decreased output to Q, which is profit maximisation at MR=MC, it would 
be making maximum profit. 
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