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QUESTION ONE: Monopoly

(a)

(it)

Graph One: A Monopoly in the short and long run

Cost/
Revenue / MC
Price ($) D - Supernormal groW*T
» - OweL (dead weignt  1013)
P = Plt

MR Quantity

On Graph One above:

. identify the short run profit maximising price (Pg.) 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, ).

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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Referring to Graph One, explain whether !h.e 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 ($)
o D - SuPtinarmal
‘r pe_ Proh‘u

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 pricel(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.

(ii)  Referring to Graph Two above, use marginal analysis to explain the profit maximisings
output of the monopoly following the increasein.demand.

The incrense in demand cavses both Marginal revenve (MR) &

Average (evenve (AR) (urves to  proporvionally shifs +o the right &om
MR = MR, & AR = AR, M Qe MR, is ogreater ¥han ML meaning
the  addihonal rewenve gained from producing dhe \ast unit IS greater
‘han ‘e addinhonal cosh . Therefoce the monopu\v) will  intrease Owlput
o taue nde\#qag ot Mmarainal  proq+s  Ovaliable loervaceen Qe — Q..

Al Q, MR, = ML & rve monopoly s probik  maximising.
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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 byrisingicouncilirates (a fixed
cost) as well as rising fertiliser costs (a variable cost).

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

don't
Fixed cosr eyt chomqe widh  \evel of ?foddt_hfol\ and onty

(oniribnres bowards  twe total  COSK, Rasing LounCil rotes e Gyed C0Sks
as  ¥hey don't  (hange depending on how Muth s old, they are a
foad fee each yeas . Variable 0%S g (hnnc)q with ke leve'! ofF
prodvihon &k onivibnte ¢ owaids  foal  cost & Mos il (O . Ferbiliser o5

Q varinble (8%4 s  4he more veariab\es pcoduced the more Ferwiiser 55‘
Nee ded -

Graph Three and Graph Four below show perfect competition experiencing increased 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 / E - svbnomal Cost / B -~ Svbnotmal MC|
Revenue / prokit MC Revenue / Qroky MC

Price ($) Price ()

A N AL

A

MR, - AR, =0
MR =AR =D Pe

MR=AR=D

Quantity Quantity

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

(i) On Graph Three and Graph Four above, show trr17 short run profit ?)aximising (or loss

minimising) output (label Q.. and Q. 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 m'aximisinr the perfect compstitor
(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.
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Y AR.
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(b) (i) On Graph Three on page
. output (label Q,)
. price (label P,).

, show the perfect competitor's long run profit maximising:

( Question continues on the next page » )
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(i) Compare and contrast the short and long run profit maximising positions for the perfect
competitor following an increase in fixed cosfs .
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.

In  ine Shork run e Lrem  is maKing a Subnotmal  plok+
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given price . \n tne Long run  EKrms Wit leave  we asle V-
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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 (S)

D - Gupenormal

p(oh'&
“3 - Dead M")V\"
Loss

Pg, {(/& a Sulb nofamal P““'”

AC

MC

Quantity

On Graph Five above:
. identify and label the g&maxirmsfng price (Pe), and quantity (Qe)
. shade and label the type of profit made

0 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.

(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
resource material above.

Nakrural mon opolies Can Yo e qduan#qc)g ot fconomies ok

Scale dve ‘o twe high  Sed  Lp  (osts  but  low

and oddiney  (usvormers

Lo5%s Yo (onh’r\v;r\o) Prodvc;'\%- A V‘V\ur\opo\us can Yo (e

er‘('(’e.{.\n'ug,\\o and (henper provide Yo Moalke s+  Haon
[2 or mote tor Grpens . This ‘s Olve ‘o Fhe hl‘qh
c"'*ed\ Cosrs Wwiiich Can be Spceow\ ove ¢ (3 ‘“fﬁbe, ‘
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( Question continues on the next page » )
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Explain why the unregulated natural monopoly might choose to produce at the output level

of Qe.
In your answer, refer to Graph Five on page 10 and marginal analysis.

Qe i whel®  Pro&t  maximisation oceurs as MO = mMae |

Beloww Qe MR is qgreaver  Fhaa MC o  4ne addihsncy

revenve gained tGom  producing He lask  unit @S Qreatrer

ran Ahe oddihonatl (os+  sp 4o {ake uh a.p(.mnu«jg o#
mar ging | prow¥s  the mengpoly will  lacrense Output ko
Qe .

Above Qe MR ¢ tess  +han Mc So  Fthe aololithroAn!
(os+ bom  proslucing  the tasr  unit s greuber dnan  dke
adelibon gl révenve 50 rengy o ( loSsey are bemo) rnetole
e aveid margaal lojses 4he poncpoly wll reduce ot
put o Qe.
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qvuﬂh‘h) oc incienmye Yvaakhing  sold bnj reduf.:r\a pPrice.
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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 (Py), and quantity. (Q,)

. shading and iabelling the type of profit made.

Compare and contrast the@nd itions of the regulated and unregulated

natural monopoly.
In your answer, refer to Graph Five and explain how the prices are set, and theimpact on;
the natural monopoly and its long term viability.

Ak pro&t MmaXximisauron MR = MU ot Fhiy goink pricta it
Ser  ad Vt’ ak Pe o supecnvrmal Erokt IS being  gereccted
as Avetmsz (evenve s reavers than average CoSr (Yellow boyx ).

SU J{otal tevene (S Ggecearer than toval (oS
The mono poly 5 mqv-.'na) mole han Subtcienk ‘o Sl-a\\a in

the ir\dus\-nj iAva  the long tecm |

where mur%;r\e\l cosh TNRECSRLYS ARty
{Ruenve

-~
Al marcginal (oSt pricine MC = AR s bhis  peiat  price

s P, ax P, o SubNnoAmal  prokid s generaved

(Pinnk Swip box) as AJer e e CesSH i5 oareaver rcin a—eraye
reve nue So Foral cesy exceeds rotorl revenwve. This g
inguicienk o onN a2 in o e \onoy recon S -1
\'np\usw«j Al e onopoty s nov mu\&.‘n% Qnﬁu(ah
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Grade
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Marker commentary

One

E8

The candidate:

e made accurate changes and added specific labels to the graph

e 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

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

e 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 Q; which is profit maximisation at MC=MR

o 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:

e made accurate changes and added specific labels to the graph

e 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

e 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

ES

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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