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QUESTION ONE: Monopoly

(a)

)

(i)

Graph One: A Monopoly in the short and long run

Cost /
Revenue / MC
Price (8)
AC
AN
AR
Gsg= N\lR Quantit
aclk y

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,, ).

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 tanopalsy 1S Fhe sole seller of a produdk becawe a singhe Fiom auns Pe
resaes or has bhe exclisive nglt Leg. patonks ). Tn both He sheck anol
loroy Yerm, o vnenopely mabes supevomad probib because it 3> a prie. Maler
arol can set a h;gldr prce asitis Lhe scle selle- F ‘e proofuc/. Due te
Wwah barriers ko enlry, dhe Aivms canrot aile- He motet 202~ F ngn

ore athoded by Hhe supemeonal prefib, meaning the moncpaly conkinues
to wake supemaynal profik i He long yun. fherefoe, @sa= QLR arol fsr =
PLA.
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(iii)

Referring to Graph One, explain whether the monopoly is allocatively efficient.
e Mongpcly 1S cuMomku.:) \nefficient as it gpaples vabh @xeess cnpac.-l.a.
Lnlike. pofeclly conpelice Fems, the mancply MAximises Profik thee MAMC,
and. rot Lhee MR=AR=MC. (his means thak MC Z AR o S Z D. 1le,
raonepely ean ot prodfuce ez atb e Socially, aphonal level vuithask wohhg

o \ess, So ibproducs ol MR =HMC inshaol. Due Yo Phis by valw Consames
place on the logk Gnib produecol s arealer Hhan He cosk o the saxzes neeckol
to mabe bl wack( P>SMO) . Dhis means e monapely is under@roduchg arel
Overpricing relabie bo e Social opfmum, making ik allscabicely inefFiciet
Nis is reblectad in the DWL and because PZAMC ,Meoning dokal surplus

( Question continues on the next page » )

Economics 91400, 2025 02044



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

Cost /
Revenue / MC
Price ($)
4 AC
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¢ |
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AR

Ge.""\

MR

MR, Quantity

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

(b) ()

(i)

(iii)

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

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.

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

The orofit maximisi ng owkpuk of he mangpeley folleing He inezase v olemansd
1o ak oulpuk ladl G4, Pa, a5 Ve \nerase in demanol has shithed Hhe MR and
PR, corves ko bl bk (MR ool AR ¢ respechicl). Cperaking k- +he. prewous
oubpak led would mean MCCMR meaning +re firm watldl miss ad on
pranded reveave by underpeaduing o+ Ge inskeadl of dmecasing fo Q1.
Romaing at the previas audpwhleed cF Gc, Pe, after He inczase in demaal
shicks He MR ccve bo He vigih bo Mo, #e ficm viadol rok be masimising
PEk o5 MC FMR. Theefae, folloang He inorase i damarol, He Firnn
Shodd inccase adpd to (g, P4, hee M MRy =MC; He pov proict
MOximisingy oudped ledd-
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5

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.

Befere the increase in demand, the manopely made narmal profit and
ofter Y taecase, i made supecnamal ?roF-‘L- Tt e magelyis makng
rormal profd, & will colinug 4o cperake as ;b o\l brnd ewn ond how enaugh
te covec the costs f 5*-«:.\6;.13 n the markel, 0 Hha s no “mceabic o feave.
Folaing the wicrease n demand, the mangpely makes supernamal profit as
Y dharges Hhe Wglasl price consumes are aving bo pay: The y oo de rhis betaus
rhegare the sde sebled and have sigiificmb mardieh parer, mohing Fhem
price. Yomakes: TF o mongpay Was making subnonmal profik ik wald shp
preclucng arel buk wadsl ol be able to leme He indugtrg'n the long
ran a> ¢ faces \n{%')\ bames Yo wb/eml,and:.\ Phe shat-ran, J—)Vncx«z-
Licol 10 boe cause some Fackes F prooustion ore Fixed, so Phey conict
imnediolcly, feave .
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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).

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

Fixed cods ace independant of out puk levels amdl do nok change - Despibe Yhe farmen’
produchan lel ; bresy witl hone to poavy Y fism counci) rakes tenardltess. Variable
costs are deporhnd an odpuk lewels anol can change dleperdting a1 the aman
ol is beinoy prastuacl. For exonple, farmas will facea hgher varialle cosk iF Fhay
wincrease prooluchtn, as +hey vall neasl mo Ferkhser,

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 / Cost / MG,
Revenue / MC Revenue / MC
Price (S) Price ($)
bneﬂ“ gubnomal ACL
ACs A AC
\ &\ / / N \\‘
?4 . Mg AR, =P1 \\\\\
“'-»\\ N :
% \\\ ~ ( MR=AR=D Pﬂ ‘\\\ - MR=AR=D
v /
5 : bl g
0! l
— et - .
Qe =0FC Quantity gsf Qe Quantity

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

(ii)  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 label) following the increased fixed costs and variable costs.

Economics 91400, 2025 02044
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(i)

7

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.

An increase (o Fived cotts Litl antyy shift e AC cune From AC +o AC4, arol
the inacese in vanable shs o grph G shifks the MC cune 1 ket bo MCT,
ard shifts the AC cune teft FoALL. Fixed costs enlyimpack AL because they
ave indepandant o auiput, while variable costs shift MC anol AC because it
does depend on oulpuh leceds. Tle sherk-ran Profit maximising adpuk leel fer
e \nocare 1n Fixcd casks amatng at Qe (Qe = Q K) because i} does not
inpact Ihe Fiems adpat lewed. Tle nowased variablecoss Yas deciemed He odpud
lered From Qe Lo Rue because the nereaw in variable cosks, such as fedives,
Meons te cost of ‘)fonlue?n% addchiaral uniks becones hae expensic, so farmen
educe Haie adpuk €com Ge to Rue  Tn bebh situahians, subnormel pm.F.‘J»
1s made ) Hhe shotcun. 1653 making Hiems till exi} Hhe marbet as Hhae
are. (o bomas o oy /e xiby acol the 44 Traing firms will nacase price

Lo caer costs, rchning ko narenad praq“'

On Graph Three on page 6, show the perfect competitor’s long run profit maximising:
. output (label Q,)
. price (label P,).

( Question continues on the next page » )
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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.

T the shak-run, the ineaie in fixal costs inthe. Porm o cising cane
redee For Farmer, leads to subnammal prafit ak Hhe prefik moximising aupu
leved of Be=0FC, Pe. D, o He subnamal profit/ loss, loss malhg
ficns wa\) enit Hre irolustny as pedeet canpebHon has Free eninylext,
andl th ool madel sty Wil decrease. Tle @maiaiog Fifms in Ye
‘urdu&rb wi\\ 1ncrease smp()lbar»{ price will rSe to caec the costs, Mmhs

Yo nomal prob)-in Hie long run- This is showa by +he long run
Qro&‘—,‘l- Manimnising adpt leed & A<, avol He \norore in P ce Feam &
to Pi. Ak the mem, long—rin profik marimising anpuk leved, He Sieen
is mokiny namal pFil.
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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)

94.

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
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.
4 Makrural Manopaly (s capable of supfying the enbire vorket ak a lover
Cost than mutkiple firms.This is because of high sed-up codts anol barriers
‘o e»\}rb anol economies £ Scale- DeSpJ-c the ineFRaerwies oF a Naliral
nogpoly, , bhe aovernment might net ercarage Lo,mi)e)—.‘t;m be cowse. i+
1s moe eFficient o hove one lafge ‘)rooluc&r SupPlying He adic market of
o birxe st Fani® oo or macg‘vms campclwl, leaoltng) o kig,l«er
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(ii) 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.

The Lareguioked tatucal monopoluy tiosddl chaose to praduce o the mip}
level oF Qe because Bhabis hee MA=MC- Ope(ok%af a lower ww
lered wodd wmean MC?MR, meaning He Firm is missing at on potadial
revenue by undeproolucng: Similarly , producing abox. Qe would mean
MCSMR meaning bhe Fvm is makhg a loss by prooludng mee. O\quk
lecl Qe s hee MAZMC, meaning the Ficon is alle lo manimise
prebit ab Hys oulpub leel - As the sde. seller with s;QM:FCcavd' mar ket
porer ool _high bamier to ey, Hy nokual maesopxly can sek Yo higler
price of [ ovd malk supernamal profik e sk opero/«‘naql the
peek b ranimisicg oulpud ledd of Qe Lhhac MR=MC.
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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) () 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,), 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.
The requlaked mencpely 13 makng sunamal profit a5 bhe marg: ~ok coct
pricing forces it ko qparale ther MC=AR o 3upply egeals clemanol
(S 20D This menns P=mc, as the valwe onsumen place o Fe lask unit
procuced egrali He marpina cak to mad thal unil. Hovevar, Lhe mongly
i> unable to maximise profit as it cannet set Fle Wigled pntte consumes one
withng, to pay, as o diol what Pe edron \Anrfgwfaltolr'n'\ib means Hhat proolucer
Surplus deceases , as the Shrnkag e belueen vhoskprmbstle pn'e prodluen
ot willing to rteietarol aclialhy reciee has reduel, anol is nok offseb by Hhe
woecae wn uniks solol From Ge bo Q- 03 Fhe ceciet a wuch lover
price: In the ‘mg borm, the rokural conepety will Mot Yo leone Ve
‘,r\olus‘ff'.o as it1s makhng <ubnor mald proFJL A‘oH{HmaMD, He SoJL will have
o provde a subsidy for e nahral marpely bo corlin operaliog in Hhe
(ongy -+exm, a's the dandhegh loss meurrol from the Fitm leoing bhe
Indu sk is qeeatar Hhan e dleaclie g of loss of aMow'ns i+ ke "‘L"‘.‘s unresulakol

and cpanle al its Prof—} max: adpul lexed of fe, Qe.
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Extra space if required.
Write the question number(s) if applicable.

QUESTION
NUMBER

i.at‘..'.\ 1S net ﬁ\o«xn'n'\’;-et)(*

02044

Economics 91400, 2025



15
Extra space if required
Write the question number(s) if applicable.

ek

*happar? arwea, Sy -n® e
- w - .
- .. - .

. . . .
. . - .
Pasaa EPLLA L2 PO e amae®

aeErva,

we L

N T

- g ——

p -
.
PRI S e T e

ol freapur® rETT e, Lt ensn® e LT3y Y
- - . Yo - ay . :

— T

0

-9 - .
Tepsuant T Laesmingl | TaaL U de N

R R 3
0

L G

02044

Economics 91400, 2025




91400

QUESTION
NUMBER

16

Extra space if required.
Write the question number(s) if applicable.

Economics 91400, 2025

02044




Subject:

Standard:

Total score:

Economics
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Merit

Q

Grade
score

Marker commentary

One

M6

The candidate:

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

e 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

e used nearly all aspects of the concept of marginal analysis to explain why
the output increases to Q.

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:

e 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

e correctly made changes to, shaded, and labelled both graphs

e 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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