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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 

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 (P

LR) 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. 

A �\b )5 1-\.-.e sole seller of q prociucl beco..we, <> 5ioik .i:,,-vn 0\/-A"\s. t-� 

r�s� or h:ls .1-k ex-cA-vsi� n�l lc-5- pa�). L() b:J-h 1--k sWQno/ 

I� +«m, o.. V'Y\Ot'\oPoS tfla,t.o :>u� pco�I- because i� ;� °' p,1·ce.. ma/4;,r 

C\� �ai\ �ek a hi� pn·c.e. o� ;j.. 15 J-k �cle setler or:,- l-4 produJ. � h>

w+ � ffi� � @flk;), cJ-i,er Ft,rms OOl'lro/- t::M-/e:;-- � .�1 � :� J._½ 

�re oJ+rocko/ 9:) J.Ae., S\,,(p-eme>"vwJ p..-JJ, tneani"j H-i� l'\°"<:f"lj eonkn'-"t> 

0 � supGm� pref;/- :,'I J.k /o,5 n)l). �fuv, 05(-1.� ()L-Ay C{nol fs.R:::. 

�Lr..-
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(iii) Referring to Graph One, explain whether the monopoly is allocatively efficient.

� fl"\Q'\�� ·,� �Oc0<h-<½ \Y'l-erf,'c.e.J. as i\- �s 1,--,�, e)Ct�� cnpa.c,·� •

/ /� 
U"'\,\<e,�� Cl't'p,?f;� hans., t!--e mO"'lopl

0 
r'"YIC\l(iMises pro(:;�� .M0..�C1 

� no\- J� }1R.=.,4R. �.Mc. -0-lis f)�l"'l�.\-W �c :iA-R or s -:i: D, �

f"'<YICJ7•'S Cct,,n..�1- �f"cd.uu., � a� )..4 So..:.lllt� oph""iJ \cwt,{ w,�\-.,v.t �h,5

Ot ,es:., So ; 1- prcd.uM» a) }1n. --;.)1C I .,,-,'-.xi,o/. o.,,.� �o �is I .. n-e, \)al\.,(, C-on:>..A!YI&:> 

plq� C,y) "� la"' 1..1,d- prooiuctoi i!> erecJ.u � +-k c.o:.rcf f-J.-e. ft!� v,-e�t:4ol 

... ·l 
. .

I • . . 

' . 

: : 

' : 

h, mo,/-v U,,a/,. "''"' I-( P >M() .1),;� ,heaY\.S t-k rno>n<fel� ;-=:, �rocludl3 Of\o� 

�r,·°'-ri� reJ�•� �o H,-.t_ Soe,'CU Ofkrt1u1Yt/ M�•l'l
j 

/� cJJoca./,'L(./
'Q 

1r1efh•ae,d­

'()1,:> b {"e-\ec� '" �k l)wl a1'd, becciw.e P�;,1c ,wie-ni,')� -lol-n,l S<-l(flvs 

( Question continues on the next page ► ) 
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Graph Two: A monopoly before and after 
an increase in demand 

AC 

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) 

(iii) 

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 (Q1) 
shading and labelling the type of profit. 

Referring to Graph Two above, use marginal analysis to explain the profit maximising 
output of the monopoly following the increase in demand. 

1he ()fo�J (\'\O.'l<i,""i� n� o� of I-he M� fu(lo. ... :,')� I-le. ;,,..,a.aos� lrl ckt,,Mo/

is .J.. ov,iJ... � � 4-
1 

P:1.. ,.. e1 ::> \-\e \f'\�J.e. ,n c!em� has sht?-Y 1-k J-.\1\. arol 

ftP.... c,.\X'Yt.S � �4 r,# C ff R1.. °'""' ,4R t- '"Clf'='CI,��- ���;n5 c.J.. .J-k pre\J\OUS

o�i.J. \.e.d woJ.l..ol MeM, ,I"\( Cf11\ 1 t'Ylbllv\;n� -t-k f;-r(Y"'i waJ..lol Miss o-J- Of"\ 

��·<J ft:.,.,&1vl b� 1Af\ol.er
p

rcolu,'l, cJ.. &e. ,ml..eool of f¥111U'C0.>1n� +o & t,

RBl'v)a;(\� qi,- \.he prev,CI.� O\,J.p.J.-1.e.d cf- a<, Pc:: 
1 

�Hoer \--k if'IC.Za:s.e. ,n ��

s\�iVh �k fAI\ C,t'(\,'(, .l-o 1-k n� � )A/l,L/ H-<. tl(fYI t,.l�(J, ro� he. f'1Qt<;1m15,�

t)fcki� OIS l--{C:;tMP-, 1)�f-a-.e1 full()...A� Ht...1Y'\OtUt� ir.c4:+naro/1 1,-,J.e he""

s\.cJd inCLO� o.,JpJ.- h> <11., P1, � � 111/t� :=/l'!C; rLc n-av prcl=J

"'10i<il',i.5;n� ov-ip.J- f-w).
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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.

6-efoi-e. 1-'he 1Y"\tre�� ..-, oleM\onol, Lh.e MOf\cpclj Ma.ole r)Of',v-.al pro\:,� ar,J

ofl·er +�\()Of<a�, , \. f'v\aol.e.-Mp�(lcrma,l �nf.�. !.f 14-e ��l';) ,s. mMo�

ra-moJ u>r&J, 11-1,,,,I\ cn--J..,1� +o c� a:. ,\-...,,\\ lorro.k .....e-(\ il11'Ci how -efl=o/1r 

+� oo,.,e< +-he co::Jstf .s\--�i•'� ,r) 1-\ie l""\O'rl'J-i .so�,� f"IO ,.,,.,ceAh'-(, �et leaV£· 

fo\\Ol,...,,C)� rk ''""crea'e ,n o4=.m(;\tiei, rl-e N"Q1'f""� t('\ck!;. S1..•p.et-()C,-Mal prof:� q s 

.\. CW\r��s. t-->--e k�J pr.'te c rns.v.M� "re w,\\:"q 1-o SX'l):)· 1J..c tl co1 c)0 rh,.s 6€.-calAit! 

�"�"'!(.. �< Scte !:>� ai"-0! ht\W- s:%'S:CQ-J-m"r'k-tpo.-ve<j ,vioA
ng 

1--he<'t'

pn'"<.- ½Ma.�"!.-1::f a. "''°"'f>'-'½ WA-..) ""ah'n.5 subnorrn.q,l f>roFJ,:� t;.)� skp 

pr�oluC.:n� G\M b.J- w � � b-e able. }-o l8'1--e.. 1-l-e ;,-du�,-� ',r'\ t-k-e \on-3 

fq(\ CD;\. �""-".S \",�'h bC\fn� \o�/ei<.1�,of'loh,,"'h-c�Mrr...il'l,l-�0tv1-

heol,,0 be COt\.lJ:.e s.� rctel-«!. J- proolua.1.Q-1 Cl� r,x-rol, .SO i..),<� c01�,-d 

; M�ol,·o.� (eq,e .
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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. 

f.�ed coJ-s a� ,nckpendaJ. of o�\-p..J- \e�� arol do nol-- cho."?f • Desr,1-e ihe -furM'I01 

proc!tt.cl;tY) t-e<d 1 1-l� "'-'·tl �� ro f>°''C) \.l.e, fi!>� C.OU1"',, roks r�aro/1-es�� \.ll\nctble

<..o.::J;;, ore. c;J.�,J en a-.JpJ IGA-dl Qtiol CQfl ChQ� cl��"� 01 t-'-e o.Ma....J 

� 1� �n� praolu"cl h:r- exo,t't"Ple, faTm� ....,, II face� �her Ot1ri"ble Co!.� iY ¾ 

\ncre.o-e. prcd«-lJ,C)'), c,,s 1-J.i�� 1., .. /1\ l"'I� m� F-«1-,'li'ser. 

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/ 
Revenue/ 
Price (S) 

AC 

Cost/ 
Revenue/ 
Price (S) 

f/\ 1--� ..... �,-1---.:.-�- �� A RJ.. -:.01. 

�� 

(ii) 

(iii) 

I 

I 

Quantity 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 QFc and Ovc 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.
In your answer, refer to:

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

ftY"i In�� . n F,*ol co�b w,tl MA� �hiH l--\.e, Al. cvf'<.- from AC f-o AC-1.. 1 ctrol 

tk ,<'IC!(t:t>'x "' v0tnal,\.c. c.osl-s c:n %"'Ph li s<,1�1-s \-k µc, C.IX\,(, � k\=-\- �o J-4C'f.1 

a.� '!>½,fh \.k AC u.,.N.. ler\- roAC:-1... f."'t.,.of co� c.n\� ��Li Al kc"we.. �he�
C\...e 11,dep@r.ola�of �J.1 �:le. vc.,-;obl-e cos� .sl,1H- MC o.AO!AC beC<u.;e. :l­

Jces �ol M a._J,, .. J- l-e.J�. 1k. s�-r .. ,<'t f>r�;\... ('(\C\.)(�M,�,� c.J,p.J. 1-e....d Fer 

H,<:.. \no.au. 1() Fi'llcol c.o�l-s ��n�.:J G.e (Q.�-::a-Q F(') beco.�be :} c}04 "°'"

m- pod l-he. �:<MS o.4f·J. le..d. 1k ·,nc,cQ�� ""',-',Ah\c-CDb �� �.la:rea-=I �-e oJr,.-J 

(€,l,e,l t� �s::.. \..o Qve, becau'-'2- the,f\crt'C\'� ,nvllri'Qb/�co:,��<.td,as Y.'li'z.4, 

MeM� !-'re C(½\-of pro.Jue.'"'� DJoi,l,•�uf\,\.-s beo::mes rv,= e�s,'«-1 Q.o f-o.rM-ea 

,colu� \-�< � frCh-1 O.e. +-o llvc... • 'I:f\ b:.l-'h �itu0<hn"s, �l.(bnOl"\'V\o-l profJ 

'r<;:, mC1de ;,, H� �--run, lo,s 1Y\�11� f-�,m� i,,i\\ �X•� }-k f'('lll-r�e-t <'I� I-� 

Qre., C'O loot01� to� /.exi�t ar"IOI � 4 �;,,'b" t�<M� w,11 .n�6$e. pn''L 

f...o e,c.,q cosb I r<,,k.nf'':) i-o l'\«:r"(\'\CM pref{{. 

(b) (i) On Graph Three on page 6, show the perfect competitor's long run profit maximising:
output (label Q1) 
price (label P1) . 

( Question continues on the next page ► ) 
Economics 91400, 2025 02044 
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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. 

'J:n 'r"1e ?\1�-run, H� ,"nc&ll'<- ',r\ f, Ha.I cc:,s\-s M. I-� � cR- {"t':.1o� co..,c..,\ 

�� fa f-qy-ma3, leads l-o sl.A.1:,ncr-ma.J prof;� aJ- \..'he prc.C.:1- ""°'�,rn,!,,()� � 

le,.M of ('.le� 0..fC.1 Pe • Cu.:., � l-k s .... brlcrmc:J prof:�/ less, lo.,., ""�

f; (<"'S \"I\\ e"i\- .l-1--e.. lnolv.J� tt-s pekcl co,,,pd.'Hcn '10.s free. �l-e'l()i-1 

l)l'\ol +\.- � � �vp�I� w,11 olc-c.tec\'�- 'fk n:-rt\<l,t'l'."3 �,(MS,(\ -H-e 

inof� ....,,\\ '"'��s.e. S-.--pfl'j oro,{ pr,ce w,11 r,� f.o c,oA< 1-\,e CO!,�, �hj 

.\-o 0cr�q,l �(O�\-�Y' \.-4.. I� r-u'<'• 11-its i's silo,..,...(\ � J-h-c. ltn& run 

&''°H� f"'IQ1'.h"'islf'l� q,-'p.A- le-..d cf- G.<t-
1 

o.-iol 1-4 \nCJt"a,� \r" pn' c-e. t-ca-,,, fe 

�o P-1, ,41- J-.k n-e¼1 1°"'8-rt,n prof-,1- M\MiM,�nj CWf•J- �, 1-k, �'<"(Y\ 

•'5 (Y\Q.h'v"\� Y"'c.n"V\cJ pJ-/J.
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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 

MC 

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.

4 AJn.h.AnJ MClf"l<>p.:, \
-o 

, s oopobl� cF s..,w� •()� �h� eriJ.. � vno.rkd Q,�" lo--...G<"

Co,� �k<'I rn\Mlli:,>� �k(n5.,1'l,is ,s !xcaur.e cf hi¥1 sd-vp e,osfs onol �rri�

+c 01J.r� o.nol eco,Ofv\i�S tR Scale.. Oe.sp,k '-he. ine F�·c. ... 1c,'c:S of-� n�I

r>"IO'xp:,i� 
1 

I--"� �ovunn-,� m,# rd· e.'\co_ra� Ll'Y"pd-ik'n beoo.� i �

h; � e�,·c..� h::> �()� OlC. [M'3G- proJuce-. SvWl::i 1115 � �re. I/V'\Qr1'J �t

() b\...re(" �� r.\,,cm .� l-v:o er � �-M$ �,pc:ko/1 leaol,(15 io hi¥'«'
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{)\RfOe>,::f coh fa- eoc.h f,nn cxool teo.ol.,nt �o � f:rf\'\s b.ne u.r.ol:Je. �o 

� exploJ eCcnotv\iesof sc...�- £.oc(ll.,\'(Qe,l"lio �p�,\.-1°"- l,-)�d t:Jso {'t\-€'0() 

w��\.-et.J. dupl;col,'4-t of f.:=�out"ceS and !)real-er- (,eJ,<)� � ,'nerl=',c-ieoc� 

,\-ho.t"\ �e �ove.<'<'lme.J- a.lJO,v(� \..'l--e, Y)O.k-lrcJ monqp:,I� �o �ak o.l-:b 

rrofJ (Y)D..l\j{\'1 iSin� o�� l�-

( Question continues on the next page ► )
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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.

� ..__\.1\fe�u..1.c:J..ec\ (u�u'(o.l En000fX>\� Wo,.Jol c"'(X'.?5(! f-o proJuce.. oJ- 1-k �

l-e� or Oe. because. i-w..� � }·H\�Mc' Operok� cJ, a la��

l-ovc-l wc:J..ol meG\v'\ .MC!JJfa\ll-.11'Y'ec:11'1i,1�J-k hf'M ;-;. (\�iss:n5 � CY'\ poJ.e.J,al 

r�u.e, b� uv-d�rooh.ll'Y\e, • s:,-n,\a..r-l� I rroolue_'f)� 0� Ge. wc.,Jol l'Y'ec:in 

ff\ C >MR, (V\-eo.r.;,'o +k t'.-rw" ;5 Ma.h,'r)� a loc.s b
io 

prrolu.<•½� rn�- C\Jpwt 

[M Qe ,s. �,e,.c. 1--\�::=,.l-(C, m�o,t'\,(}� �he F�("'"' ��(\!k.io """"'\"",'.3e.. 

pro�:\- a\- rt,i::. ovl,p..J. le<-d- )f- �he ..sale seU« w,1-\.- s,r,;�,cav<l- (Y'qrltJ. 

po,....er 01nol J..,i� �m·ers � �
1 

}-k, nokra.,I rV'o,.apc/!j Cl.'\n sef.-\,� k;cyt., .. 

pn oe o� Pe a'(lo\ m� �p«norri� ff*: l-- �:le J h'II �·11'<::. c:,,J t-ke.. 

pco-tl-- l'YW'lM1�� o-Jr,J. le,,J or �e, � )'1fl�C-
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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) 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 (P 1), and quantity (01 ) 
• shading and labelling the type of profit made.

(ii) 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.

� Y-e�uJokJ .rncncpcl� i � m�·n� Sulol"\crt"'\tJ rrof,'� (l .s 1--\-c: (V\O. r-:r: ...,J ,o�\­

pr,'c),1'!:) fo,-c,.s .� �o cpe,.-ak � ff C. -::AR I or �'-"Pf� e1,uo1!:. o/emaMI 

(S-:::-0')4 �iS b'\6'.10� P�µc, &I$ 4-e v�C°"':5.u.T','\� pfQl:lG>"I /:-1<, lQs�uni\. 

(X0ol4ceJ e1,c,�< U.., M0tr;r-,'nal Ct?fl- to ma-4:- µ.al. <Anil. 1./-o� r JJ.-.-e m <>n'}'/
'j 

i:> <..,1>"0,kle f-o IY\M;M,s.e f,oF;t Qs .-� C�Y'l'l"� se+ f-4. h,�.sf pn'Ce., consurn-e3 o,re 

t. .. Ji\h"'� �o ��, a.s ,•J.- ol,t>I uJ,..q), Pe eJ,e.,, vtr'lr�5Joiwl�4'i� l'Y}eGIY)S l--hJ- p(ooluce< 

5l-\.rp(u� deCf'C.a&-e'!, , as J-he ';;,ltin'nka9 e 6� c I, .I 0,,-, J, • .../-J-e
(i>

n 'ce prool� er.s 

or!, ..,..,i'l11't1� � rtt :-t,,,(,aN>f Q� rec,'-&-£. ha;s reol.uctcf, anc>l i� n.o�o�J � t-k 

'.n�ti..e,. ,'{\ v1.n,� sold frOM'I a-e. + o 0..£.1 o::i, I-he reCt'e,,(, a V\"\\.lch I� 

pnce. · t:n J-k b,,B bm, t-�e f'Q�raJ ("'10"\� .,.,,·11 ho-{. \--o leo---e \-k 

rV'ol\l� C, � .� ) ":, ""'c:th 'h� "":,uhi')�N-o.J prof:L A-oblt'h(haM,, })� jo.A-, w, \\ \.,(\"<, 

.f.o f<"'o,.,:ok. q s--tbs;dj f-o.- l-k na.krc.,I rt101cp,tS 1-o cCYV,,,'r,ll, opeccJ,.•� ,·n � 
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Merit 

Subject: Economics 

Standard: 91400 

Total score: 18 

Q 
Grade 
score 

Marker commentary 

One M6 

The candidate:  

• showed the correct labelling and shadings on the graph and referred to 
specific labels from the graph in their explanations  

• explained the monopoly makes supernormal profit in the short run and 
the long run and referred to characteristics of monopoly in their 
explanation. They have also explained that the short and long run price 
and output are the same 

• used nearly all aspects of the concept of marginal analysis to explain why 
the output increases to Q1. 

To gain an E7 grade or better would require the candidate to correctly refer 
to the characteristic of monopoly as a price maker where it controls either the 
price or output (and not both). The marginal analysis explanation would be 
accurate in that it would refer to missing marginal profits (not potential 
revenue).  

Two M6 

The candidate:  
• explained what fixed costs and variable costs are and used a relevant 

example of each to explain what independent of output and dependent on 
output mean respectively 

• correctly made changes to, shaded, and labelled both graphs  
• explained the reasons for the perfect competitor’s price increasing by 

referring to the key characteristics of perfect competition, with reference 
to specific labels from the graph. 

To gain an E7 grade or better would require the candidate to include in their 
explanation in (a)(iv), that the MC curve does not shift when FC increases 
because an increase in FC does not affect the cost of producing an additional 
unit. Therefore, the output remains unchanged at Qe=QFC because the MC 
curve hasn’t shifted (and profit maximisation of MC=MR is still the same). 

Three M6 

The candidate referred to multiple characteristics of natural monopoly to 
explain why the Government might not encourage competition and used 
aspects of the concept of marginal analysis to explain why the unregulated 
monopoly would produce at output Qe. 

To gain an E7 grade or better would require the candidate to explain how 
economies of scale can be achieved, linked to how the natural monopoly is 
able to sell at lower prices than if there were two or more firms. This would 
be done by referring to the downward sloping AC curve and explaining in 
context (referring to the graph and resource material). Marginal analysis 
would be used correctly to fully explain the profit maximising output level of 
Qe for the unregulated monopoly. 
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