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 Assessment Schedule – 2011
Economics: Understand marginal analysis and the behaviour of firms (90629)

Evidence Statement

	Code
	Q
	Evidence
	Achievement
	Merit
	Excellence

	A1
	ONE 
(a)
	Oligopoly
	MUST have ONE of:

· Oligopoly
· Two features of oligopoly.

	
	(b)
	Imperfect competitor / Price maker / Differentiated product / Strong barriers to entry / Use of non-price competition
	

	A2 / 
M2
	TWO

(a)
	TU = 700, 800
MU = 350, 200
	Any TWO of:

· THREE calculations correct in (a)

· recognition that Law of Diminishing Marginal Utility means one more game would be consumed as price falls 

· THREE calculations correct in (d) 

· Recognition that Law of Diminishing returns means more will be supplied as the price increases

	Any TWO of:

· graph correctly drawn and accurately labelled for correct data in (b)

· how Law of Diminishing Marginal Utility means that Lucas will ONLY buy one more if price lowered to match lower MU is explained with reference to the data. Must have idea of ONE extra cupcake 

· supply schedule correctly derived in (e).

· explains why Diminishing returns means more will be supplied ONLY if firm receives higher price with reference to the data.
	

	
	(b)
	Curve plotted correctly with quantity demanded at

$3.50 = 1,  $2.00 = 2,  $ 1.50 = 3,  $1.00 = 4
	
	
	

	
	(c)
	· Law of Diminishing Marginal Utility states that as we consume one more, our extra satisfaction received decreases.

· Since Lucas’s MU falls as more of the good is consumed, eg from 150 to 100 as he moves from 3 cupcakes to 4 cupcakes, he will only purchase the additional  cupcake if the price falls to match his falling MU. 

· So a price drop from $1.50 to $1 is required before he will buy the additional cupcake.
	
	
	

	
	(d)
	TC = 10, 22
MC = 4
AFC = .02
TVC = 10
	
	
	

	
	(e)
	See Appendix One. 

	
	
	


	Code
	Q
	Evidence
	Achievement
	Merit
	Excellence

	
	(f)
	· Diminishing returns mean that more variable factors are required to produce each additional cupcake so the marginal cost of production increases. Eg The MC increases from 1 to 3 as the quantity increases from 1 to 2 cupcakes.
· The producer will only supply an extra cupcake if the price covers the additional (marginal) cost of producing it, so a higher price is required for each additional cupcake supplied. 
	
	
	

	A3 /
 M3 / 
E3
	THREE

(a) (i) 

      (ii) 
	See Appendix Two. 


	Any THREE of:

· AC, MC drawn in correct position and labelled 

· Super-normal profit correctly identified and shaded on graph

· ARLR=MRLR=DLR identified correctly

· PLR and QLR labelled correctly

· Idea of no barriers to exit so (some) firms exit the industry.
	Any THREE of:

· AC, MC drawn in correct position and labelled 

· Super-normal profit correctly identified and shaded on graph

· ARLR=MRLR=DLR identified correctly

· PLR and QLR labelled correctly

and

A general explanation with reference to increase in market supply and decrease in market price.
	Any THREE of:

· AC, MC drawn in correct position and labelled 

· Super-normal profit correctly identified and shaded on graph

· ARLR=MRLR=DLR identified correctly

· PLR and QLR labelled correctly

and

Full explanation of why the equilibrium was changed with specific reference made to the firm represented in Graph 1.

	
	(b)
	See Appendix Two.
	
	
	

	
	(c)
	· In the long run, some perfectly competitive firms are able to enter the market in response to the supernormal profits as there are no barriers to entry (and/or perfect knowledge). 

· This will cause an increase in supply in the market and a decrease in market price. This will continue until the firms are earning normal profits at price PLR. 
· With a lower price (PLR)at Q MC >MR1 so profit maximising firm decreases output to QLR where MC = MR1 and profits maximised again
	
	
	


	Code
	Q
	Evidence
	Achievement
	Merit
	Excellence

	A3 / 
M3 / 
E3
	FOUR

(a)
	The perfect competitor is a price taker and therefore faces a horizontal demand curve.

A monopolist is a single producer and therefore its demand is the entire market demand, a downward sloping demand curve.
	Any THREE of:

· Partial explanation of difference between curves

· Pe,Qe correctly identified MC1 shifted correctly and P1 and Q1 identified correctly

· Idea that disequilibrium now exists at Qe  OR  profit maximisation rule is MC = MR so Q1 will be chosen, meaning price will increase to P1.
	BOTH of:

· explanation of disequilibrium above AND below Qe 

· general explanation that disequilibrium exists at Qe and equilibrium exists at MC = MR1, meaning price will increase
	Full explanation of why the price was changed, with reference to changes in the graph.

	
	(b)
	See Appendix Two. 
	
	
	

	
	(c)
	· At Qe, MC = MR, which is the profit maximising level of output.

· If the firm increased output above Qe, MC would be above MR so firms would be making a marginal loss on each extra unit produced and would be better off reducing output.

· If the firm decreased output below Qe, then MR would be greater than MC – the firm is missing out on marginal profits so would make higher profits by increasing output to Qe where MR = MC.
	
	
	

	
	(d)
	See Appendix Two
	
	
	

	
	 (e)
	· As a result of the increase in marginal costs, at Qe, MC1 is now higher than MR, so it would increase profits by decreasing output as marginal losses are being made at Qe. 

· This would continue until output Q1 is achieved at MC1 = MR. Since Q1 is less than Qe,  
· At the lower consumption of Q1 MU is higher so some consumers prepared to pay higher price P1
	
	
	


Judgement Statement 

	Achievement
	Achievement with Merit
	Achievement with Excellence

	Minimum of:

1 A1
1 A2
1 A3
	Minimum of:

1 A1
1 M2
1 M3
	Minimum of:

1 A1
1 M2
1 E3

	Codes:

A1 refers to the first criterion

A2 and M2 refer to the second criterion

A3, M3 and E3 refer to the third criterion


Appendix One – Question Two (e) 
	Supply of cupcakes

	Price ($)
	Quantity 

	3
	2

	4
	3

	5
	4

	6
	5
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Appendix Three – Question Four (b)
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