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	Level 3 Economics, 2011
90629 (3.1) Understand marginal analysis and the behaviour of firms


Credits: Five

You should answer all questions in this booklet.

If you need more space for any answer, use the page(s) provided at the back of this booklet and clearly number the question.
Check that this booklet has pages 1 – 9 in the correct order and that none of these pages is blank.

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

	Achievement Criteria

	Achievement
	Achievement
with Merit
	Achievement
with Excellence

	Describe the behaviour of firms and the different markets in which they operate.


	Describe the behaviour of firms and the different markets in which they operate.


	Describe the behaviour of firms and the different markets in which they operate.



	Recognise marginal concepts that relate to supply and demand.


	Use marginal analysis to derive the supply or demand curve.


	Use marginal analysis to derive supply or demand curves.



	Use marginal analysis to recognise equilibrium for the perfectly competitive firm or the monopolist.


	Use marginal analysis to explain equilibrium for the perfectly competitive firm or the monopolist in different markets.


	Use marginal analysis to fully explain changes in output and pricing decisions for the perfectly competitive firm or the monopolist in different markets.



	
     Overall Level of Performance (all criteria within a column are met) 






	 Assessor

Use only


Suggested time 45 minutes
Question One
	There are currently around 20 registered banks in New Zealand


a) Name the type of market structure that registered banks would most likely represent.

	


b) Describe two features of this type of market structure other than the number of firms.

	(1)
	

	(2)
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Question TWO
a) Complete Table 1 by calculating the missing values.

Table 1: Lucas’s Utility Schedule for Cupcakes.
	Quantity 
	Total Utility (cents)
	Marginal Utility (cents)

	1
	350
	

	2
	550
	

	3
	
	150

	4
	
	100


b) Plot Lucas’s demand curve for cupcakes

Lucas’s Demand for Cupcakes


	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	



c) Explain, using the law of diminishing marginal utility and referring to table 1, why Lucas’s demand curve for cupcakes will be downward sloping to the right.

	

	

	

	

	

	

	

	




	 Assessor

Use only


d) Complete Table 2 by calculating the missing values 
Table 2: Cost of Production of Cupcakes
	Quantity
	Total Cost ($)
	Marginal Cost ($)
	Average Fixed Cost ($)
	Total Variable Cost ($)

	1
	
	1
	3.00
	7

	2
	13
	3
	1.50
	

	3
	17
	
	1.00
	14

	4
	
	5
	0.75
	19

	5
	28
	6
	
	25


e) Complete the supply schedule
	Supply of Cupcakes

	Price ($)
	Quantity

	3
	

	4
	

	5
	

	6
	


f) Use the law of diminishing returns and data from the table above, to explain the relationship between the price of cupcakes and the quantity supplied. 
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QUESTION THREE

a) Complete Graph 1 below by:

· Drawing a fully labelled Average Cost (AC) and Marginal Cost (MC) curve to show a perfect competitor making supernormal profits in the short-run at output QPC.
· Shade the area of supernormal profits.
Graph 1: A perfectly competitive cupcake firm 

b) On Graph 1, show the changes that will occur for the perfectly competitive cupcake firm in the long run. Label new price PLR and new quantity QLR
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c) Fully explain the long-run equilibrium situation for the perfectly competitive cup cake firm.

In your answer refer to:

· The characteristics of a perfect competitor

· The market for cup cakes

· Graph 1 and any changes you have made 

· Marginal analysis to explain the long run quantity
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QUESTION FOUR
Graph 2: Monopolist





a) Give reasons for the difference between the demand curves of a monopoly and a perfect competitor.
	

	

	

	

	

	

	


b) On Graph 2 use dotted lines and labels to show:

i. The profit maximising quantity (Qe)
ii. The profit maximising price (Pe)

c) Explain why this quantity (Qe) is profit maximising for the monopolist.
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d) On Graph 2, show an increase in variable costs of production (such as an increase in electricity and ingredients costs) by:
i. Drawing and labelling a new marginal cost curve (MC1)

ii. Identifying the new profit maximising level of output (Q1) and price (P1)
e) Fully explain, using marginal analysis and with reference to Graph 2, why the monopolist would now wish to produce Q1 rather than Qe and why consumers will be prepared to pay P1
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	Extra paper for continuation of answers if required.

Clearly number the question

	
	

	Question
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($)





Quantity





Assume the market for cupcakes is perfectly competitive
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