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Short Ques+ons
SECTION
A (100 marks)
Answer
of the
nine short response type questions in the spaces provided.
1) six
2018
Q1
1.

The firm in perfect competition is a ‘price taker’.
(a)

Explain this statement.

___________________________________________________________________________
___________________________________________________________________________
___________________________________________________________________________
(b)

Other than price taking, outline two characteristics of a perfectly competitive market.

(i) ________________________________________________________________________
__________________________________________________________________________
(ii)________________________________________________________________________
__________________________________________________________________________
(16 marks)
SECTION A (continued)
2.

Raising
2)
2018interest
Q9 rates before the end of the decade could threaten the long sought‐after
economic recovery in the Eurozone, the OECD has warned.

9.

(a) Define the term price discrimination.
Outline two possible economic effects of an increase in interest rates on the Irish economy.
Definition:
_________________________________________________________________
(i)
________________________________________________________________________
__________________________________________________________________________
__________________________________________________________________________
__________________________________________________________________________
(ii)________________________________________________________________________

3.

(b) Outline three conditions necessary for price discrimination to occur.
__________________________________________________________________________
(16 marks)
(i) ________________________________________________________________________
The EU is an example of a customs union. Explain the term customs union.
__________________________________________________________________________
__________________________________________________________________________
(ii)________________________________________________________________________
__________________________________________________________________________
__________________________________________________________________________
__________________________________________________________________________
(iii) _______________________________________________________________________
__________________________________________________________________________
(16 marks)
__________________________________________________________________________
(17 marks)
2
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(ii)

______________________________________________________________________________

___________________________________________________________________________________
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(16 marks)

3) 2017 Q6
6.

The diagram below shows a firm operating under conditions of Monopoly.
(a) Label the lines/curves in the diagram and (b) Use the diagram to explain the long run equilibrium
position for a firm in Monopoly.

Price / Cost

Explanation:
AC

(i) ________________________________
(ii) ________________________________
(iii) ________________________________
(iv) ________________________________

Quantity
(17 marks)

SECTION A (100 marks)

4)
2016six
Q1of the nine short response type questions in the spaces provided.
Answer
Page 3 of 8

1.

The diagram below shows a firm operating under conditions of perfect competition in the short run.
Price
(a) What is represented by the lines numbered 1 to 3?
Use the answer box provided.
Number
1
2
3

1
2

Name

3

(b) (i) Show clearly on the diagram the total supernormal profit of the firm.

Quantity

(ii) Explain the term supernormal profit___________________________________________
_____________________________________________________________________________
(16 marks)
2.

Define the Law of Diminishing Marginal Returns and illustrate this with a suitable example.
Definition ________________________________________________________________________
_________________________________________________________________________________
_________________________________________________________________________________
3

_________________________________________________________________________________
Example__________________________________________________________________________

Jonathan Traynor

5) 2015 Q4
4.
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SECTION A (continued)

A high concentration ratio is a key feature of an Oligopolistic Market.
(a)

Explain this statement and give one example.

SECTION A (100 marks)

____________________________________________________________________________________

Answer six of the nine short response type questions in the spaces provided.

1.

4.

2.

____________________________________________________________________________________
SECTION
A (continued)
The fundamental economic problem
is one of ‘scarcity’.
Explain this concept.
____________________________________________________________________________________
__________________________________________________________________________________
Explain
the meaning of the term ‘complementary goods’ (i.e. joint demand).
State
example.
(b) one
Outline
two ways oligopolists behave in the market:
__________________________________________________________________________________
(i) __________________________________________________________________________________
Explanation:
_______________________________________________________________
__________________________________________________________________________________
(16 marks)
____________________________________________________________________________________
___________________________________________________________________________

Define
the ‘Marginal Efficiency of Capital’ (MEC). Outline two possible reasons for a fall in MEC.
(ii)__________________________________________________________________________________

___________________________________________________________________________

Definition: ________________________________________________________________________
____________________________________________________________________________________
Example:___________________________________________________________________
(16 marks)
__________________________________________________________________________________
5.

(16 marks)
Reason
1: Q5
_________________________________________________________________________
6)
2014
“Indirect taxes can be regressive but they also have advantages for governments.”

5.

Reason 2: _________________________________________________________________________
(a)
Explain what is meant by a regressive tax.
(16 marks)

State three assumptions/characteristics underlying the theory of monopoly.

3.

Read each statement below and indicate if the price elasticity of demand (PED) for the product is most
(i)
______________________________________________________________________

____________________________________________________________________________________
likely to be elastic or inelastic. (Tick the correct box.)
____________________________________________________________________________________

(ii) STATEMENT
______________________________________________________________________
ELASTIC
INELASTIC

(b)
Outline two advantages of indirect taxation for governments:
Consumers are strongly attached and loyal to the product.
(iii)
______________________________________________________________________
(i)__________________________________________________________________________________
Many close substitutes are available for the product.
The product is a luxury product.
(16 marks)
____________________________________________________________________________________
The product accounts for only a small fraction of a consumer’s
expenditure.
(ii)weekly
_________________________________________________________________________________

6.
4.

7) 2013 Q4

(16 marks)
Outline two possible economic effects for the Irish Economy of the euro (€) appreciating
in
____________________________________________________________________________________
value against the US dollar ($).

(a)

(i)
6.

Collusion may be a feature of an oligopolistic market. Explain what is meant by ‘collusion’.
(16 marks)

______________________________________________________________________

__________________________________________________________________________________
Outline two main contributions to economic thought put forward by the Classical Economists:
______________________________________________________________________
__________________________________________________________________________________
(i)___________________________________________________________________________________
(ii)
(b) ______________________________________________________________________
Collusive practices may be undermined by price wars. Outline two benefits of price wars for the
____________________________________________________________________________________
consumer.

______________________________________________________________________

(ii)__________________________________________________________________________________
(i)
____________________________________________________________________________

(17 marks)

____________________________________________________________________________________
(ii)
____________________________________________________________________________

7.
5.

(16 marks)

(17 marks)
Outline
two ways
in which
return free
to the
factor of production enterprise differs from
the
Outline three
mechanisms
forthe
restricting
trade.
return to other factors of production.

(i)

(i)

(ii)

4
____________________________________________________________________________

Page 3 of 9
______________________________________________________________________

____________________________________________________________________________

______________________________________________________________________

7.

Outline three factors currently affecting the rate of savings in the Irish economy.
(i)_______________________________________________________________________________
(i)_______________________________________________________________________________
Step
3 _________________________________________________________________
Jonathan
Traynor
www.thebusinessguys.ie
(ii)_______________________________________________________________________________
(ii)
______________________________________________________________________________

Step 4 _________________________________________________________________

8)
2012 Q8
(iii)______________________________________________________________________________
(16 marks)
(iii)______________________________________________________________________________

(17marks)
marks)
(16
Define
a
mixed
economy.
State
two
examples
of
economic
activity
which
supports
the
view
that
Outline
twoCompetition
measures theisIrish
Government
could take
to increase
consumer
spending in the
NImperfect
wasteful
of resourcesO.
Do you
agree with
this statement?
Yes /No
Ireland
is
a
mixed
economy.
economy.
Explain your answer.

2.
2.
8.

Answer
1: _________________________________________________________________________
_________________________________________________________________________________
Definition:
_________________________________________________________________________________
_________________________________________________________________________________
__________________________________________________________________________________
_________________________________________________________________________________
_________________________________________________________________________________
Example 1: ________________________________________________________________________
(17 marks)
Answer 2
_________________________________________________________________________________
The Irish Government
introduced the household charge (property tax) of V100 per household in its
Example
2: ________________________________________________________________________
9)
2011
Q3
2012
budget.
(16 marks)
_________________________________________________________________________________
(a) State
advantages
this charge/tax
for the
Exchequer.
(16 marks)
Name
thetwo
market
structureof(Perfect
Competition,
Imperfect
Competition or Monopoly) to which
A
consumer
spends
T200
monthly
on
Product
A
when
its
price
is
T2
and
continues
to
spend
T200
each
below is most likely to apply:
(i) statement
___________________________________________________________________________
monthly when its price increases to T2.50. Calculate the consumerWs price elasticity of demand.
(See
and Tables
Booklet p.28) Show all your workings
and explain
your answer.
(ii) Formulae
___________________________________________________________________________
STATEMENT
MARKET
STRUCTURE
(i)
The firm has a perfectly elastic demand curve.
(b)
Is this a progressive tax or a regressive tax? Explain your answer.
(ii)
Workings:
The product of the firm is unique.
Answer:
(iii)
Restaurants could be an example of this
_________________________________________________________________________________
______________________________________
market structure.
_________________________________________________________________________________
(iv) Average costs of the firm are at a minimum. Explanation:
(16 marks)
_________________________________________________________________________________
_______________________________________
(17 marks)
Outline
three
areas
of
responsibility
of
the
National
Treasury
Management
Agency
(NTMA).
Remember
to
return
this
question
paper
with
the
answer
book(s)
used
to
answer
the
questions
in
10)2010 Q4
Section_______________________________________
B.
(16 marks)
(i)
____________________________________________________________________________
Pagetwo
3 ofexamples.
8
Define the term Ynon-price competitionW. State
(ii)
____________________________________________________________________________
Definition: ______________________________________________________________________
SECTION A (100 marks)
(iii) ____________________________________________________________________________
_________________________________________________________________________________
Answer six of the nine short response type questions in the spaces provided. (16 marks)

9.
3.
3.

4.

4.

5.

1.

5.

2.

Example
_______________________________________________________________________
Define the1:term
occupational mobility of labour. Outline two factors which can influence it.
Outline two non-insurable risks faced by entrepreneurs.
Example
2: _______________________________________________________________________
Definition:
______________________________________________________________________________________
(i)
____________________________________________________________________________
(16 marks)
__________________________________________________________________________________________________
State
three economic reasons why entrepreneurship is important to the development of the Irish
(ii)
____________________________________________________________________________
economy.
11)2009
Q2
Factor 1: __________________________________________________________________________
(16 marks)
(i) ______________________________________________________________________________
Factor
2: __________________________________________________________________________
The diagram
below represents the demand curve facing a firm in Perfect Competition.
(16 marks)
(ii) ______________________________________________________________________________
This demand curve is;
( correct answer)
Page 2 of 8

P

• Unitary Elastic
(iii) _____________________________________________________________________________
• Perfectly Inelastic
(16 marks)
• Perfectly Elastic
Page 2 of 8

P1

D=AR=MR

State the reason for your choice:
______________________________________________
______________________________________________

Q

3.

(16 marks)

Ireland has a mixed economy. What do you5 understand by the underlined term? State one economic
advantage and one economic disadvantage of this type of economic system.
Explanation: _______________________________________________________________________

2.
8.

(ii) ______________________________________________________________________________
Reasons:
(iii) ______________________________________________________________________________
(i) _____________________________________________________________________________
Jonathan Traynor
www.thebusinessguys.ie
(iv) ______________________________________________________________________________
(16 marks)
(ii) _____________________________________________________________________________
12)2008
Q8
(17 marks)
State THREE assumptions underlying the Law of Comparative Advantage.
The diagram below represents the long run equilibrium of a firm in imperfect competition, which seeks
(i)maximise
______________________________________________________________________________
to
profits. Label the diagram and use it to describe the long run equilibrium position for a
firm in Imperfect Competition.
(ii) ______________________________________________________________________________
Description:
(iii) ______________________________________________________________________________
P
(16 marks)

3.

(i) price
_________________________________________
Consumers buy 50 units of a product when the
is €1.50. When the price is reduced to €1
consumers buy 90 units. Using an appropriate formula, calculate the consumers’ price elasticity
(ii) your
_________________________________________
of demand. Show your workings and explain
answer.

Workings

LAC

Q

(iii) _________________________________________
Explanation:
(iv) _________________________________________
_______________________________________

_______________________________________
(17 marks)
9.

Oil prices rose steadily during the last year. State two economic
reasons for this development.
_______________________________________
State one social cost and one social benefit of the rising prices.
_______________________________________
13)
2007 Q4
Reasons:
(16 each.
marks)
In equilibrium a consumer buys 8 bars of chocolate at €1.00 each and 12 sandwiches at €4.00

6.
4.

The________________________________________________________________________________
marginal
utility
of thea eighth
bar of
chocolate
10 utils. barriers to entry.
(i)
Firms
attempting
to enter
monopoly
market
must is
overcome
Using the
Equi-Marginal
Principle
of Consumer Behaviour calculate the marginal utility of the
Outline
THREE
such barriers
to entry.
(ii)
_______________________________________________________________________________
twelfth
sandwich.

(i) ______________________________________________________________________________
Social
Cost:
________________________________________________________________________
Show all
your
workings.
(ii) ______________________________________________________________________________
Social
Benefit: ______________________________________________________________________
Workings
(17 marks)
Answer:
(iii) ______________________________________________________________________________
(16 marks)
Remember to return this question paper with the answer
book(s) used to answer the questions in
_____________________________________
B.
5. Outline THREE functions/responsibilities ofSection
the European
Central Bank (ECB).
Page 3 of 7

(i)

______________________________________________________________________________
(17 marks)
14)2006 Q7

7.

(ii) ______________________________________________________________________________
Define price discrimination. State TWO conditions under which it would be possible for a firm to
price ______________________________________________________________________________
discriminate.
(iii)
(16 marks)
Definition: _____________________________________________________________
Page 2 of 8

______________________________________________________________________
Condition (i): _____________________________________________________________________
Condition (ii): __________________________________________________________
(17 marks)
8.

State TWO functions of the Irish National Treasury Management Agency:
Function 1: _____________________________________________________________
6

Function 2: _______________________________________________________________________
(17 marks)

Footwear
Other Items
50%
20.00
22.00
............................................................................................................................................................................
___________________________________________________________________________________
2.

Outline FOUR steps involved in calculating a Composite Price Index.

→

100%
Price Indexwww.thebusinessguys.ie
for the
............................................................................................................................................................................
Jonathan
Traynor
___________________________________________________________________________________

Current Year
Step 1:
_______________________________________________________________________
15)2005
Q7
............................................................................................................................................................................
Example:___________________________________________________________________________
(17marks)
marks)
(16
marks)
(16
Step 2:
_______________________________________________________________________
7. “When a firm produces at a level of output at which marginal cost is greater than marginal revenue the
3.
Name
the economist
primarily associated with the following economic concepts:
Step
_______________________________________________________________________
firm3:is maximising
profit (or minimising losses)”.
True/False
(Place
a
circle
around
your
choice
and
write
a
one-sentence
explanation
of
your
answer).
(i) 4: Iron Law
of Wages :
________________________________________________
Step
_______________________________________________________________________
2.
State TWO non-insurable risks which entrepreneurs face.
(16 marks)
___________________________________________________________________________________
(ii)
Law of Comparative Advantage: ________________________________________________
ii(i) .....................................................................................................................................................................
3.
Define occupational mobility of labour. Outline TWO factors which influence it.
___________________________________________________________________________________
(iii) Laissez Faire :
________________________________________________
(17 marks)
i(ii) .....................................................................................................................................................................
Definition: _______________________________________________________________________
8. (iv)
OutlineLiquidity
THREE Preference
key ideas, which
John Maynard
Keynes contributed to economic thought.(16 marks)
Theory:
________________________________________________
16)2004
Q4
___________________________________________________________________________________
(16 marks)
(i) ______________________________________________________________________________
4.

3.

4.

5.
5.4.

Factor
1: FOUR
_______________________________________________________________________
Identify
features of an oligopolistic market.
(ii) ______________________________________________________________________________
Define SOCIAL COSTS. Give TWO examples.
Factor
2:_____________________________________________________________________________
_______________________________________________________________________
(iii) ______________________________________________________________________________
(i)
............................................................................................................................................................................
(16
(17marks)
marks)
(ii)
_____________________________________________________________________________
9. Outline
Given THREE
that Grosskey
National
Product
at Maynard
Current Market
is €180
Price
Subsidies €4 million;
............................................................................................................................................................................
ideas which
John
KeynesPrices
contributed
to million;
economic
thought.
Depreciation €15 million; Indirect Taxes €25million; complete the following calculations.
(iii) _____________________________________________________________________________
Show _____________________________________________________________________________
your
workings
Example
i(i) .......................................................................................................................................................
(i)
(iv)
_____________________________________________________________________________
(i)_____________________________________________________________________________
National Product at Factor Cost
Example
(ii) Gross
.......................................................................................................................................................
(ii)
(16 marks)
(16 marks)
_____________________________________________________________
= €_________________
(iii)
_____________________________________________________________________________
State THREE
17)2002
Q5limitations on the power of banks to create credit.
(16 marks)

(i) (ii)_____________________________________________________________________________
Net
Nationalconsumers
Product at
Cost/National
Income
Outline
TWO
benefits
of Factor
non-price
competition.
State THREE
economictobenefits
of economic
development
to the citizens of underdeveloped countries.
(ii)
_____________________________________________________________________________
______________________________________________________________
= €_________________
(i)
_____________________________________________________________________________
ii(i) .....................................................................................................................................................................
(17 marks)
(iii) _____________________________________________________________________________
_____________________________________________________________________________
(ii)
i(ii) .....................................................................................................................................................................
Remember
to return this question paper with the answer book(s) used to answer the questions
in
(16marks)
marks)
(16
Section B.
(iii) .....................................................................................................................................................................
Page
Page 23ofof77
(16 marks)
Page 2 of 7

18)2001 Q5
5.

Identify TWO means by which semi-state companies which are monopolies could be made operate more
cost effectively.
ii(i) .....................................................................................................................................................................
i(ii) .....................................................................................................................................................................
(16 marks)

Page 2 of 3
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Long Ques+ons
2018 Q2
(a)

(b)

An oligopoly is a market structure in which a few firms dominate the market.
(i)
(ii)

Describe how firms in this market structure compete with each other.
Discuss the advantages and disadvantages of oligopoly as a market
structure.
[30]

(i)

Explain, using a clearly labelled diagram, the long‐run equilibrium of a firm
operating under oligopoly conditions.

(ii)

With reference to the ‘kinked’ demand curve drawn in part (i) above, explain
the rationale for ‘price rigidity’.
[25]

(c)

‘Motor insurance providers in Ireland targeted in anti‐cartel inquiry.’
(Source: The Irish Times, July 2017)
(i)
Explain the likely effects on consumers if collusion (e.g. cartel agreement)
existed in the motor insurance industry.
(ii)
Suggest two measures the government could consider to discourage
anti‐competitive practices in industry. Explain your answer.
[20]
[75 marks]

(a)

The table below shows the output and total cost for a firm. The selling price for
its product is fixed at €30 regardless of output.
Output (units)
Total Cost (€)
(i)
(ii)
(iii)
(iv)

(b)

(i)
(ii)
(iii)

0
20

1
40

2
50

3
65

4
85

5
115

6
160

7
210

Define the term marginal cost.
Draw and clearly label a graph to illustrate the marginal cost at each level
of output.
Indicate on the graph that you have drawn the profit‐maximising level of
output and explain your answer.
[25]
Calculate the profit earned at this profit‐maximising level of output.

Define the term price elasticity of supply (PES).
Explain, by means of an example, why the PES might be different in the
long run than in the short run.8
Discuss two factors, other than time period, that influence the PES of a produc
[25]

that sets the maximum rent at €715.
(ii)
Discuss the likely economic consequences of such a rent control (i.e. price ceiling on
(300 marks)
rental
costs) onSECTION
the Irish rentalBproperty
market.
Jonathan
Traynor
www.thebusinessguys.ie
[20]
2017
Q2
Answer four questions.
[75 marks]

Write the answers in your answer book(s).
2. Do not
(a) write
(i) answers
Show, to
bySection
means ofBtwo
labelled
diagrams, the short run and long run
on separate
this question
paper.
equilibrium
positions
of a profit maximising firm in perfect competition.
All questions carry
equal marks
(75 marks).
(ii)
Compare
the short
run equilibrium position with the long run equilibrium position of
Note the sub-divisions
in the
questions.
1.

(a)

(b)
(b)

(c)

(c)

(i)
(ii)

a perfectly competitive firm under the following headings:
Price and Output
Outline four
factors that determine the supply of a good or service.
Profits
Explain the
difference between a movement along a supply curve and a shift in a
Efficiency.
supply curve. Use appropriate diagrams to illustrate your answer.

[35]
[35]

The table below shows data for a perfectly competitive firm in equilibrium.
Revenue
(€) andAverage
Cost
(€) or FALSE.
Average Total Cost (€)
ReadAverage
the following
statements
indicateVariable
if they are
TRUE
50 in each case.
40
60
Explain your answer

(i) Using
your price
knowledge
of perfect
competition,
what
is the
revenue
The cross
elasticity
of demand
for substitute
goods
hasmarginal
a negative
value. earned by
firm?
Explain
answer.
(ii) this
Price
Elasticity
of your
Demand
(PED) tends to be more elastic in the long-run than in the
short-run.
(ii) Should
this firm continue in business? Explain your answer.
[20]
(iii) When demand for a good is price inelastic, a reduction in price will increase total sales
revenue.
Bord Bia
reported the total value of the Artisan Food market to be growing strongly, leading
(iv)
Income
demand
(YED)
forBia
luxury
goods
is positive.
to more firmselasticity
enteringofthe
industry.
(Bord
defines
Artisan
Food as being “high‐quality,
[24]
distinctive and produced in small quantities”, e.g., farmhouse cheeses, breads etc.)
(i) State a market structure which most closely reflects this situation, giving reasons for
Using the concepts of demand and supply explain, with the aid of a labelled diagram, how a
yourofanswer.
shortage
tickets for a major concert may arise. The concert venue has a maximum capacity
(ii)
Explain
the shape of the demand curve of a firm in this market structure.
[20]
of 30,000 people.
[75 marks]
[16]
Page 5 of 8
[75 marks]

2016 Q2

2.

Cadbury, Mars and Nestlé dominate the chocolate industry in the European Union.
(a)

(i)

State a market structure which most closely reflects the situation above, giving a
reason for your answer.
(ii) Outline two other key characteristics of this market structure.
(iii) Explain, with the aid of a labelled diagram, the likely shape of the demand curve in this
market structure.
[35]

(b)

(i)
(ii)

(c)

If a large US chocolate manufacturer entered the EU chocolate market, outline the possible
economic impacts of greater competition in this market.
Outline two factors which could make it difficult for this US chocolate manufacturer
to enter the EU chocolate market.
[25]

Explain why small firms succeed in some markets while other markets are dominated by
large firms.
[15]
[75 marks]
9

Page 5 of 12

1.

(a)
No of Units Consumed

1

2

3

Jonathan Traynor
Total
Utility in Units/Utils

20

45

60

2015
Q225
20

15

Marginal Utility in Units/Utils
2.

4

5

www.thebusinessguys.ie

70

75

10

5

and and
explain
the two
law examples
illustratedofinbarriers
the above
table.
(a) (i) (i) StateState
explain
to entry
facing firms wishing to enter a
monopoly
market.
(ii) Outline two assumptions underlying this law.
(25)
(ii)
Explain, with the aid of a diagram, the long run equilibrium position of a monopolist.
on your
diagramand
theillustrate
profit thewith
monopolist
makes.
(35)
(b) (i) StateIdentify
the ‘Law
of Supply’,
a labelled
diagram.
(ii) Explain how technical progress affects the supply curve.
(b) (iii)A monopolist
canthe
increase
profitsdiagrams,
by engaging
price factors
discrimination.
Outline, with
aid of its
labelled
twoinother
that would cause a shift in the
curve.
(30)
(i) supply
Explain
the concept price discrimination, using a suitable example.
(ii)
State and explain the market conditions necessary for price discrimination to take place.
Macklemore announces a concert in Ireland at a venue with a maximum capacity of 80,000 people.
(25)
The tickets are priced at €65 and the concert sells out in hours.
one labelled
diagram,
showing(CER),
a market
demand
curve andenergy
a market
supply curve
that
(c) (i) TheDraw
Commission
for Energy
Regulation
Ireland’s
independent
regulator,
has been
would be
consistent
with economic
the aboveregulator
information.
Explain public
your answer.
appointed
as the
independent
for Ireland’s
water services.
(ii) Explain, using the concept of Consumer Surplus, why it might make sense for the concert
promoters to have different ticket prices (e.g. VIP section, seating section and standing
Discuss whether or not Irish Water (Uisce Éireann), Ireland’s new water utility company, should
section)
be regulated.for this concert.
(15)
(20)
[75 marks]
[75 marks]
(a)
In the case of any two of the following three
2014pairs
Q2distinguish between the two concepts:
Marginal Cost and Average Cost
Explicit Cost and Implicit Cost
(a) (i) State and explain three assumptions underlying the theory of imperfect competition.
Normal Profit and Supernormal Profit.
(ii) Explain
why a firm’s demand curve under imperfect competition differs from a firm’s(20)

(c)

3.

2.

curveshows
underthe
perfect
Thedemand
table below
outputcompetition.
and production costs for a small bakery.

(b)

(b)

Units of

(i)
(ii)

(c)

(25)

Total

Explain, with the aid of a diagram,
Bread the long
Costsrun
(€)equilibrium of a firm in imperfect
competition.
0
100
With reference to your diagram
why the firm is not making socially
100in (b) (i) explain
200
200
280
efficient use of scarce resources.

300
330
400
360
500
450 Stores, Aldi, Lidl) dominate the Irish
“A few large retailers (e.g. Tesco, SuperValu, Dunnes
600
600
grocery market at present.”
700
770

(30)

Suggest a market structure which most closely reflects this situation. Explain your answer.
(i)

(c)

(20)
Use the data in the table above to answer the following questions:
What are the fixed costs of operating this bakery? Explain your answer. [75 marks]
What are the variable costs of producing 300 loaves of bread?
Page 5 of 8
What is the average cost of producing 400 loaves of bread?

(ii)

Using the data from the table above, draw one graph showing the following (you may use
graph paper to complete this question):
Total costs (label the curve TC)
Total variable costs (label the curve VC)
Total fixed costs (label the curve FC)

(iii)

With reference to the graph you have drawn in part (ii) does the graph represent the short
run or the long run? Outline a reason for your answer.
(35)
10

Discuss possible economies of scale and diseconomies of scale that the bakery may experience,
should it expand its scale of production in the long run.
(20)

the product be purchased? Explain your answer with reference to the substitution effect and
Answer four questions.
the in
income
Write the answers
youreffect.
answer book(s).
(20)
Do not write answers
to Section B on this question paper.
Jonathan Traynor
www.thebusinessguys.ie
All questions carry equal marks (75 marks).
[75 marks]
2013 Q2
Note the sub-divisions in the questions.
2. 1.

(a)
(a)

(i) Explaincompanies
the Equi-Marginal
Principle
of consumer
Technology
such as Apple
and Samsung
are behaviour.
currently involved in legal disputes
(ii) Statepatents
and explain
threeaspects
other economic
assumptions When
used toa analyse
behaviour.
regarding
on various
of their smartphones.
companyconsumer
wins a patent
(25)
dispute it may become the sole producer using the patented technology.

(b)

A manufacturer
of three
different
products
the price
elasticity
demand (PED) for
(i)
Explain three
barriers
to entry,
othercalculates
than patents,
that can
exist inofbusiness.
each product
astwo
follows:
(ii)
Outline
reasons why monopolies may not be in the public interest.
(25)
Product A: -2.8
Product B: -1.0
Product C: -0.5

(b)

Explain,
with the aid
of a diagram,
the long
run equilibrium
of of
a monopoly
firm.
The manufacturer
wishes
to maximise
its revenues.
Explainposition
in respect
each of these
products, what change, if any, the manufacturer should make in the prices currently being (25)
charged to enable it to achieve its aim.
The
global
market
forwith
toothpaste
products
cancurve
be described
as an imperfectly competitive
Illustrate
your
answers
the aid of
a demand
for each product.
(30)
market, where firms engage in competitive advertising and branding.
You are given the following information about certain products:
(i)
Explain the term ‘competitive advertising’.
(ii) Cross
Outline,
using of
an Demand
example,between
how advertising
can&be
used toAprevent
Elasticity
Product X
Product
= -0.8 small firms entering
an industry.
Cross
Elasticity of Demand between Product X & Product B = +3.2
(iii) Cross
StateElasticity
and explain
two possible
disadvantages
the consumer.
of Demand
between
Product Xof
& advertising
Product C =for-1.6
(25)
Cross Elasticity of Demand between Product X & Product D = +0.5

(c)

(c)

(i)
(ii)

[75 marks]
Which of the products above are substitutes for Product X? Explain your answer.
Which product is the closer complement to Product X? Explain your answer.
(20)

2012 Q2

Page 4 of 8

2.

(a)

(i)
(ii)

(b)

(i)
(ii)

(c)

[75 marks]

Explain the reason for the shape of the demand curve of an individual firm in perfect
competition.
Outline two advantages of perfect competition.
(20)
Explain, with the aid of a labelled diagram, the equilibrium position of a firm in short
run perfect competition.
With the aid of labelled diagrams, explain the impact which the entry of new firms
would have on the market and on the equilibrium position of the firm.
(35)

Contrast the characteristics of perfect competition with monopoly under the following headings:
Barriers to entry;
Profits in the long run;
Economies of scale;
Price discrimination.

(20)
[75 marks]

Page 4 of 8
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each. The marginal utility of the 6 health bar is 40 utils.
All questions
carry equal marks (75 marks).
Note the sub-divisions
the questions.Principle of Consumer Behaviour calculate the
(ii) Using theinEqui-Marginal

1.

2.

(a)

(a)

(b)

(c)

(b)

(c)

2.

(a)
(b)

(c)

marginal
Jonathan
Traynorutility

of the ninth carton of juice. (Show all your workings.)
www.thebusinessguys.ie
The data below represents the market demand and the market supply schedules for the soft(25)
2011 Q2
drink YQuencherW.
[75 marks]

Price
Quantity
Demanded
Quantity
Supplied
Some Telecoms0
analysts believe the
main mobile
operators in Ireland
= Vodafone,
O2,
f
(e000
units)
(e000
units)
Meteor and 3 = control an oligopoly and have little reason to make the market really
competitive. 2.00
(The Irish Times,
40
5 November, 2010)
2.25 key features of an oligopolistic
30
10
(i) Outline three
market.
2.50
20
20
2.75
10
30
Firms in an oligopolistic
market may have objectives
other than profit maximisation.
3.00
5
40
(ii) Outline two objectives firms in oligopoly may have, other than achieving the maximum
(i) Using
theprofits.
above data, draw the diagram showing the market demand and market supply
level of
(25)
curves for the soft drink YQuencherW. Clearly mark the point of equilibrium and the
equilibrium
and
quantity.
Using
one clearly price
labelled
diagram:
(i) Explain
Explain
theitshape
of for
the the
ckinked^
demand
facing a firm in oligopoly.
(ii)
what
means
market
Yto be curve
in equilibriume.
(ii)
Explain the long run equilibrium position of this firm.
(25)
(iii) Assume costs of production fell, resulting in an extra 20,000 units supplied at each
It isof
suggested
that
consumers
price competition
in the market
place,
yet there
the above
listed
prices. prefer
With reference
to your diagram
in 1(a)
(i) above
andare
assuming
benefits
for
consumers
arising
from
non-price
competition.
that demand remains unchanged, draw the new supply curve. Clearly indicate the new
point of equilibrium and the new equilibrium price and quantity.
(i)
Explain two reasons why consumers may prefer price competition.
(30 marks)
(ii)
Describe two benefits to consumers of non-price competition.
(i) Outline four factors which affect price elasticity of demand (PED).
(25)
(ii) The PED for the soft drink YQuencherW has been calculated at -3.8
Using your knowledge of PED, explain the economic meaning of this figure.
[75 marks]
(30 marks)
Many health advisors wish to reducePage
the4consumption
of soft drinks. Advise the Minister for
of 8
Health and Children on possible economic actions that the Government could take to reduce
the consumption of soft drinks.
2010 Q2
(15 marks)
[75 marks]
(i) State and explain three assumptions underlying the theory of monopoly.
(ii) Outline two possible advantages of monopoly as a market structure.
(25 marks)
Iarnród Eireann (Irish Rail) is the state monopoly in the provision of rail transport in Ireland. It
operates a system of price discrimination in setting some of its prices.
(i) Explain the underlined term, giving one example as practiced by Iarnród Eireann.
(ii) State and explain three conditions necessary for price discrimination to take place.
(20 marks)
Using suitably labelled diagram(s), compare the long run equilibrium position of the
monopoly firm with that of a perfectly competitive firm (assuming both operate under the same
cost conditions) under the following headings:
Price and Output;
Profits;
Efficiency.
(30 marks)
[75 marks]
Page 4 of 8
12

(b)

Calculate the expected total sales for the year if consumers’ incomes are expected to fall by 8%
in 2009.
Showrepresents
your workings.
The
data below
the market demand and supply schedules for MP3 Players.
Jonathan Traynor
www.thebusinessguys.ie (15 marks)
Price
Quantity Demanded
Quantity Supplied
[75 marks]
€
20

2.

(a)

(i)
(ii)

(c)

(c)

(a)
(b)
(c)

100

(units)
20

State and explain
the assumptions underlying
the theory of imperfect
competition.
30
80
40
Outline the advantages
imperfect
competition
may
offer
consumers.
40
60
60
(30 marks)
50

(b)

2009
(units)Q2

40

80

60 of a diagram in each case
20 the conditions for a100
Explain with the aid
profit maximising firm to be
in equilibrium under imperfect competition:
(i)(i) Using
above
in thethe
short
run; data, draw the diagram showing the market demand and supply
(ii) curves
in the for
longMP3
run. Players.
(ii)
Show on your diagram the price and quantity of MP3 Players at which this market
is in
(30 marks)
equilibrium.
‘Major
food retailers
the Irish the
market,
as Aldi,ofDunnes,
SuperValu
andchanges
Tesco operate
(iii)
Using
this data,incalculate
pricesuch
elasticity
demand
when price
under from
conditions
Imperfect
€40 toof€50.
(ShowCompetition’.
all your workings).
For this price change, is demand for MP3 Players elastic or inelastic? Explain your
Do you agree with this statement? Give reasons for your answer, referring to major food
answer.
retailers in the Irish market mentioned above.
(30
marks)
(15
marks)
(i)
With reference to your diagram in 1(b) (i), assume that consumer demand for
[75MP3
marks]
Players increases by 40 units at each price listed above, while supply remains
Page 4 of
8
unchanged, draw the new demand
curve
for this situation and show the new equilibrium
price and quantity.
(ii)
Explain two possible reasons for
the shift
2008
Q2 in the demand curve.
(25 marks)
[75 marks]
Explain, with the aid of a diagram, the long run equilibrium position for a monopoly firm
which seeks to maximise profits.
(25 marks)
(i)
Define price discrimination.
(ii)
Explain three types of price discrimination, using suitable examples in each case.
(20 marks)
(i)
State and explain three barriers to entry facing entrants to a monopoly market.
(ii)
Deregulation of markets (i.e. allowing more suppliers of a good or service into the
market) is a continuing development in the Irish economy e.g. energy, mobile phones,
transport etc.

Explain how deregulation could affect:
(i)
Consumers of the good/service;
(ii)
Employees in the industry;
(iii) Profits of existing firms.
(30 marks)
[75 marks]
Page 4 of 7
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2.

(c)

(a)

(a)
(b)

Outline FOUR factors, other than price, which affect the supply curve of an individual
firm. In each case explain how the factor affects the supply curve.
(25 marks)
Jonathan Traynor
www.thebusinessguys.ie
For analytical
purposes economists make certain assumptions about
consumer behaviour.
[75 marks]
State and explain FOUR principal assumptions.
2007 Q2
(15 marks)
(i)A manufacturer
A firm operating
under
conditions
of perfect
competition
is aelasticity
‘price taker’.
Explain
of three
different
products
calculates
the price
of demand
for each
the
concept
of
being
a
‘price
taker’.
product as follows:
(ii)
Explain,
with the aid of a labelled Product
diagram,Y:
the -1.0
equilibrium position of a Product
firm in Z: -0.3
Product
X: -1.5
short run perfect competition.
(25 marks)
The company wishes to maximise its revenues. Explain in respect of each of these products,

(b)

(c)
(c)

what change, if any, the company should make in the prices currently being charged to enable
With
aid ofitsa labelled
diagram(s), explain the impact which the entry of new firms
it to the
achieve
aim.
would have on the market and on the equilibrium position of this firm.
(30 marks)
(25 marks)
A consumer buys 10 units of Good A when the price of Good B is €5.
(i) Many firms today engage in product differentiation. Explain this underlined term showing,
When the price of Good B rises to €6 (the price of Good A remaining unchanged) the
with suitable examples, how it can be achieved.
consumer buys 14 units of Good A.
(ii) Explain the effect of product differentiation on the AR and MR curves of a firm, which
(i) previously
Define cross
elasticity
of demand.
operated
under conditions
of perfect competition.
(ii)
Using an appropriate formula, calculate this consumer’s cross elasticity of demand
for
(25 marks)
Good A. Show your workings.
[75 marks]
(iii)
Is Good A a substitute for, or a complement to, Good B? Explain your reasoning.
(30 marks)
[75 marks]

2006 Q2

Page 4 of 8

(a)

State and explain THREE key features of an oligopolistic market.
(15 marks)

(b)

With the aid of ONE clearly labelled diagram:
(i)
(ii)
(iii)

Explain the shape of the ‘kinked demand curve’ under oligopoly.
Explain the long run equilibrium position of a firm facing a ‘kinked demand curve’.
Explain what is meant by the term ‘rigidity of prices’ under a ‘kinked demand curve’.
(35 marks)

(c)

(i)
(ii)

Explain THREE types of collusion which may occur in an oligopolistic market.
Do you believe that the Irish retail market for banking services (e.g. personal current
accounts.) operates under oligopolistic conditions? Explain your answer.
(25 marks)
[75 marks]

Page 4 of 8
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initial price (price subsidy).
Which policy measure would you advise the government to take? Explain the economic
Traynor
www.thebusinessguys.ie
reasonsJonathan
for your
answer.

2005 Q2
2. (a)

(20 marks)
[75marks]

State and explain the assumptions underlying the theory of imperfect competition.
(20 marks)

(b)

(i) Explain, with the aid of a clearly labelled diagram the long run equilibrium position of a firm in
imperfect competition.
(ii) State and explain ONE feature of this firm in long run equilibrium which would be
common to a firm in long run equilibrium under perfect competition.
(iii) State and explain ONE feature of this firm in long run equilibrium which would be
common to a firm in long run equilibrium under monopoly.
(40 marks)

(c)

Consider the retail market for petrol.
Do you believe that this market operates under conditions of imperfect competition? State reasons
SECTION B (300 Marks)
for your answer.
(15 marks)
nswer Four questions.
[75marks]

Write the answers in your answer book(s).
o not write answers to Section B on this question paper.
Page 4 of 7
ll questions carry equal marks (75 marks).
2004 Q1
ote the sub-divisions in the questions.
(a)

Explain, with the aid of a diagram, the long run equilibrium position of a monopoly firm.
(25 marks)

(b)

If firms wish to enter a monopoly market they will face barriers to entry.
Explain THREE of these barriers.
(15 marks)

(c)

If a monopoly firm wishes to engage in price discrimination, certain conditions must apply.
State and explain THREE of these conditions.
(15 marks)

(d)

Irish semi-state transport companies are facing increasing competition.
Discuss ONE possible advantage and ONE possible disadvantage of this development for:
Consumers;
AND
Employees of semi-state transport companies.
(20 marks)
[75 marks]

(a)

(b)

Define the following types or degrees of price elasticity of demand:
(i)
Perfectly elastic demand;
(ii)
Perfectly inelastic demand;
(iii)
Elastic demand;
(iv)
Unitary elastic demand.
15
State and explain FIVE factors that affect price elasticity of demand.

(20 marks)
(25 marks)

ll questions carry equal marks (75 marks).
ote the sub-divisions in the questions.
Jonathan Traynor

www.thebusinessguys.ie

2003 Q1
(a)

Outline THREE key features of an oligopolistic market and state ONE example of an
oligopolistic market in Ireland.
(20 marks)

(b)

With the aid of ONE clearly labelled diagram:
(i)
(ii)
(iii)

(c)

Explain the shape of the demand curve facing a firm in oligopoly.
Explain the relationship between this demand curve and the firm’s marginal revenue
curve.
Explain the long run equilibrium position of this firm.
(40 marks)

Explain THREE methods
by which firms
in oligopolistic
SECTION
B (300
Marks)markets may collude.

our questions to be answered in your answer book(s).
ll questions carry equal marks (75 marks).
ote the sub-divisions in the questions.
(a)

(15 marks)
[75marks]

Q1 elasticity of demand.
Define (i) price elasticity of demand and2002
(ii) cross
In each case, state the formula by which it is measured.
(20 marks)

(a)
(b)
(b)

Outline the assumptions underlying the theory of Perfect Competition.
(20 marks)
When the price of Good X is €27, the quantity demanded of Good Y is 1,200 units. When the
price
Good X with
falls the
to €23
of Good
Y unchanged)
demanded ofachieves
Good Y
(i) ofExplain,
aid (the
of aprice
labelled
diagram,
how a firmthe
in quantity
Perfect Competition
falls to 800
units. in the short run.
equilibrium

(i)
(ii)

Using
elasticity
of demand
formula,
the cross elasticity of demand
for
Derivethe
andcross
explain
the short
run supply
curve calculate
of this firm.
(20 marks)
Good Y. Show all your workings.

(c)

Discuss, with the aid of labelled diagrams, the impact which the entry of new firms would have
(ii)
Goodrun
Y aequilibrium
substitute foroforexisting
complement
to Good
X? Explain
your choice.
on the Isshort
firms,
in perfectly
competitive
markets, earning
(25 marks)
marks)
supernormal profits.
(20

(c)
(d)

A
firminhas
the following
pricetend
elasticities
of demand
for two goods, Good X and Good Y:
Firms
Perfect
Competition
not to engage
in advertising.
State and explain TWO reasons why.
(15 marks)
Good X ….. 2.0
Good Y ….. 0.5
[75marks]
What changes, if any, should the firm make in the selling price of each of the goods to increase
overall revenue. Explain your answer.
(30 marks)

(a)

(i)

Draw a short-run average cost curve and a short-run marginal cost curve.

(ii)

Explain the relationships between the shapes of these curves.

[75 marks]
(20 marks)

(b)

Page 4 of 7
It is generally agreed that the long-run average cost curve initially slopes downward due to
16
economies of scale and then slopes upward due to diseconomies of scale. These economies and
diseconomies can be both internal and external.

Jonathan Traynor
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2001 Q1
1.

(a) State and explain the assumptions underlying the theory of Imperfect Competition.

(25 marks)

(b) Draw the demand curve which faces a firm in imperfect competition and justify its shape.

(10 marks)

(c) Discuss, with the aid of a clearly labelled diagram, the implications of the assumptions in (a) above, on
the equilibrium of the firm in the long run under conditions of imperfect competition.
(30 marks)
(d) State ONE FEATURE of this firm in long run equilibrium which would be common to a firm in long
run equilibrium under EITHER perfect competition OR monopoly.
(10 marks)
[75 marks]

2.

(a) Define what is meant by price elasticity of demand.

(10 marks)

(b) A consumer buys 80 units of a good when the price is £1.50. The price increases to £1.75 and the
consumer now buys 70 units.
ii(i) Using the formula below, calculate the consumer’s price elasticity of demand. Show all your
workings.
∆Q x P1 + P2
x
∆P
Q1 + Q2
i(ii) Is demand for this good elastic, inelastic or unitary elastic?
(iii) The seller of the above good wishes to earn maximum revenue. What changes, if any, should
the seller make in the selling price of the good to earn maximum revenue? Explain your answer.
(35 marks)
(c) State and explain FOUR factors that affect price elasticity of demand.

3.

(30 marks)
[75 marks]

(a) State FOUR factors that affect the supply of a good, other than the price of the good itself, and explain
how each factor affects supply.
(25 marks)
(b) State and explain the principal economic assumptions made about consumer behaviour.

(25 marks)

(c) The law of diminishing marginal utility states that as additional units of a good are consumed the
marginal utility of this good will eventually decline.
17

ii(i) State and explain the assumptions underlying the law of diminishing marginal utility.
i(ii) Give TWO examples of commodities which do not comply with this law. Justify each choice with

Jonathan Traynor
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Answers
SECTION
A (100 marks)
Short Ques+ons
Q

1) 2018 Q1

1

The firm in perfect competition is a ‘price taker’.
(a)

Possible responses

Marks

Explain this statement.

Each individual firm must accept the price as it is set in the market.
Because each firm supplies such a tiny fraction of the market, it cannot influence the
market price.
Demand is perfectly elastic and if price increases above the prevailing market price then
quantity demanded would fall to zero.

(b) Other than price taking, outline two characteristics of a perfectly competitive
market.

4
4

2x4

(2+2)

Freedom of entry and exit.
Perfect knowledge of market conditions: buyers always know the prices firms are
charging, and therefore can buy goods at the cheapest price. Firms are aware of
the profits earned by other firms in the industry.
The products offered for sale are homogenous – largely the same / identical.
Large number of buyers: no individual buyer can, by their own actions, influence
the market price by altering purchases.
Perfectly elastic supply of factors of production: a scarcity of factors doesn’t
develop causing prices to rise.
No collusion in the market: it is assumed that firms don’t group together to

control prices / output.
Firms aim to maximise profits where MC=MR.

4|Page
18

Jonathan Traynor

Q

www.thebusinessguys.ie

2) 2019 Q9

Possible responses

4.

State three limitations on the power of banks to create credit.

9

(a)
Define theofterm
priceborrowers
discrimination.
Limited
availability
suitable

Marks

(16 marks)

8

Limited ability to attract cash deposits

Selling the same product at different prices to different consumers or groups of

Lack
of demand
loans / markets)
credit by customers
consumers
(infor
different
at varying ratios between marginal cost and price

/the difference
in price
does not reflect
cost differences.
Customers'
demands
for cash/Liquidity
ratios
Controls by European Central Bank/Reserve ratios
Ability of banks to raise capital on international markets.

Outline three conditions necessary for price discrimination to occur.

(b)

5.

3x3

6 marks + 5 marks + 5 marks

Some
monopoly
/ market
power
After
plans
for ‘Brexit’
were revealed
there was a ‘flash crash’ where the value of the Pound
Firms
must
have
some
ability
to
alter
Sterling (£) fell sharply against the Euro
(€). the market price by exercising control over its
demand,
supplytwo
or possible
both. economic consequences of the above situation for the Irish Economy. (16 marks)
State
and explain
Separation
of markets
/ limited ability to sell the product
Possible
responses
may include:
This
ensures
that
the
good
bought in
the low-priced
market cannot
beinoffered
for demand for
Irish export prices to the UK become
relatively
more expensive
resulting
decreased
resale
in theinhigher
market.
The consumer
must
unable tofood
resell
the product
Irish
exports
the UKpriced
/ Reduction
in demand
from the
Irishbe
agricultural
sector.
e.g. dental appointments cannot be resold.
Less UK tourists visiting Ireland as Ireland becomes more expensive to visit.
Falling
employment
sectors
exposed to
UK market
(e.g. indigenous
firms in food, tourism).
Different
consumerinprice
elasticities
of the
demand
/ different
demand curves
Import
prices
from UK display
becomedifferent
relativelysensitivities
cheaper resulting
in i.e.
increased
demand
for sterling
Different
consumers
to price
they have
different
price imports.
elasticitiescosts
of demand.
The price
discriminator
charges
higher from
pricesthe
toUK.
consumers with
Decreased
of production
for Irish
firms importing
materials
inelastic FDI
demand
andfirms
the lower
to consumers
with
elastic
demand.
Reduced
from UK
as it is prices
now more
expensive for
them
to do
so.
Creates uncertainty and uncertainty leads to lower investment.
Effect on balance of trade / payments: if exports fall and imports rise then the BOT/BOP will
dis-improve.

3) 2017 Q6

6.

2 at 8 marks each

The diagram below shows a firm operating under conditions of Monopoly.
(a) Label the lines/curves in the diagram and
(b) Use the diagram to explain the long run equilibrium position for a firm in Monopoly.

Price /
Costs

(17 marks)

Explanation:
MC

(i)
AC

P1

SNP

Equilibrium is where MC = MR .

(ii) Firms produces Q1 and sells it at P1.
(iii) Costs are shown at C1.
(iv) SNPs are being earned as AR > AC/

C1

barriers to entry exist.
AR

MR
Q1

Quantity

or
Firm is not efficient at it is not
producing at the lowest point of AC

Diagram: MR, AR (D), MC: 3 at 2 mark each
Explanation: 11 marks graded

19
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4) 2016 Q1
1.
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SECTION A (100 marks)

The diagram below shows a firm operating under conditions of perfect competition in the short run.
(16 marks)
1

Price

(a)What is represented by the lines numbered1 to 3?
Use the answer box provided.

2

SNPs
Number
1
2
3

Name

3

Marginal cost
Average costs
Average Revenue / Marginal Revenue /
Demand
Quantity

3 correctly labelled lines x 3 marks each = 9 marks
(b)

(i) Show clearly on the diagram the total supernormal profit of the firm. Shaded region above
3 marks
(ii) Explain the term supernormal profit:
It is any profit earned in excess of normal profit (part of the AC). (It arises when AR is greater than AC).
4 marks

2.

Define the Law of Diminishing Marginal Returns and illustrate this with a suitable example.
Definition: The Law of Diminishing Marginal Returns states

(16 marks)

if increasing quantities of a variable factor of production are combined with a given quantity of a fixed
factor of production, a stage will eventually be reached where the addition to total output (the marginal
returns / output per unit of the variable factor) will begin to decrease.
10 marks

Any suitable example explained: 6 marks

3|Page
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5) 2015 Q4
4.

A high concentration ratio is a key feature of an Oligopolistic Market.
(a)

Explain this statement and give one example.

Explanation:
A high concentration ratio exists in an industry if a small number of firms account for / dominate a
relatively large part of the total output of the industry.

6 marks
Example:
Grocery trade in Ireland / Banking / Mobile phone industry / Domestic energy suppliers.

Example: 2marks

Explain
the meaning
the termbehave
‘complementary
goods’ (i.e. joint demand). State o
(b)
Outline
two waysof
oligopolists
in the market:

4.

Firms act in a way that affects the behaviour of their competitors in the industry. Firms are
interdependent.
Every decision
a firm
takes will
be based
the likely reaction
of its/ rivals
to thatin
decision.
Complementary
goods:
Goods
which
are on
consumed
together
are used
conjunction
Firms
can compete
via non-price
by firms,
lowering
to
a rise
in the price
of onecompetition.
good will Any
leadaction
to ataken
decrease
inother
the than
demand
forprice,
another
increase sales (focus on quality, after sales service, product differentiation).

good

Firms may engage in collusive practices. Firms in the industry come together for their mutual benefit.
Example: Computer consoles and software/games; cars and petrol.
Two or more firms act together to set price, output or other conditions of sale. Collusion can be explicit or
implicit (tacit).

6) 2014 Q5
5.

5.

Explanation:
12 marks / Example: 4 marks
2 ways at 4 marks

“Indirect taxes can be regressive but they also have advantages for governments.”

State
assumptions/characteristics
(a) three
Explain
what is meant by a regressive tax.underlying the theory of monopoly.
Takes a higher
percentage
income
from
taxpayers
from
tax payers /
There
is onlyofone
firm
in low
theincome
industry
/ thethan
firm
is high
the income
industry.
The proportion of taxation falls as income increases.

The firm controls price or output / the firm is a price maker.
The firm aims to maximizes
profits / it8 produces
where MC = MR.
Explanation:
marks
Barriers to entry exist in the industry.
(b)A unique
Outline product
two advantages
of / there are noforclose
governments:
is sold
substitutes.

6.

Low collection cost / convenient collection because the taxes are collected by retailers.
3 assumptions: 6 marks + 5 marks + 5 marks
Hard to avoid as these taxes are included in the price
st of the good or service.
1
answer:
Less distortionary: VAT does not discourage work correct
unlike increases
in income 6
tax.marks
Could be politically more popular than income tax: it may be easier for government to raise tax revenue
through
indirect
tax rather
than income
tax as effects
these taxes
arethe
included
the price of the
or service.
Outline
two
possible
economic
for
IrishinEconomy
of good
the euro
(€) appreci
Government can change consumption patterns (aligning private and social costs) e.g. reduce consumption of
the US dollar ($).
harmful products.

Import prices are cheaper
advantages
marks eachThis results in a lower import bi
Price of imports from the 2US
are likelyatto4 decrease.
increase in imports from the US.
Export Prices Dearer
Price of exports from Ireland to US are likely to increase and therefore become less
This may result in reduced exports to the US.
21

Falling Employment
With a reduction in exports, employment in those industries which depend on Irish e
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7) 2013 Q4
7.
4.

Outline three factors currently affecting the rate of savings in the Irish economy.
(a)
Collusion may be a feature of an oligopolistic market. Explain what is meant by ‘collusion’.
(b)
Collusive
practices may be undermined by price wars. Outline two benefits of price wars for the
Confidence
in economy
(16 marks)
consumer.
People are concerned about the future of the economy which is affecting consumer confidence.

AsCollusion:
a result people are tending to postpone purchasing and save instead. Consumers are spending less and
are deferring spending until later. This results in forced savings.

Rival sellers in the industry come together for their mutual benefit.
Security of savings
Due to the current economic climate people are8less
inclined towards risky investments and
marks

prefer the security of state backed savings. Due to the on-going banking crisis consumers are seeking
greater
Post’s ‘National Solidarity Bond’.
Twosecurity
benefitsfor
of their
pricesavings
wars fore.g.
theAn
consumer:

1. Lower prices / value for money
(Real) Rate
of interest
Consumers
will benefit from the availability of commodities at lower prices.
Savers will
seek
an
interest
greater
thevalue
current
oflimited
inflation
so as to maintain purchasing
Consumers will berate
able
to getthan
better
forrate
their
income.
power. If the products available produce reasonable returns / time deposits, then people are more likely to
Higher
disposable
income
use2.them
as a form
of saving.
With lower prices consumers will now have a higher disposable income resulting in a better
standard
of living.
Income
levels
For some people income levels have fallen and so they are able to save less.
3. More choice
As consumers now have a greater disposable income they can choose how to spend this
Rate
of DIRT
additional income.

The government increased the rate of DIRT in the December budget. This may discourage some
Any 2 points at 4 marks each.
people from saving.

5.

Outline three mechanisms for restricting
free trade.
3 points:
6 + 6 + 5 marks.

(16 marks)

Tariff

A tax on imports.
A limit on the quantity of goods imported.
Embargo
A total ban on imports.
‘Imperfect
Competition
is
wasteful
of resources’.
Do you
agree with
this statement?
Yes /No
Subsidy
A payment
to exporters
to reduce
production
costs.
Explain your answer.
Administrative barriers Rules / regulations applying to imports.
Exchange
the amount
of foreign
available
to importers
to on
Yes. It doescontrols
not produce at Limit
the lowest
point of average
cost.currency
This is due
to spending
by the firm
advertising its products / services
or the firm
does not produce a sufficient quantity to benefit from
buy imported
goods.

8)
2012 Q8
Quota
8.

economies of scale.

6 marks + 5 marks + 5 marks
Or

6.

No. If a firm invests in innovation and increases sales it may not be considered wasteful e.g.
Apple’s investment confers an advantage on the company that it would not enjoy without
such
Explain what is meant by the economic term ‘Paradox of Thrift’.
(17 marks)
spending.

An increase in savings by individuals could result in a fall in national / total savings
(1+8+8)falling
marks.
due to reduced consumption, reduced demand,
incomes, job losses and so total
savings will fall. Increased savings represent a diminishing circular flow of income.

7 marks + 6 marks + 4 marks
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A consumer
spends Q200 monthly on Product A when its price is Q2 and
continues to spend Q200 monthly
Traynor
www.thebusinessguys.ie
when its price increases to Q2.50. Calculate the consumer<s price elasticity of demand. Show all your
workings
9)
2011and
Q3explain your answer.

3. Workings:
Name the market structure (Perfect Competition, Imperfect Competition or Monopoly) to which
each statement below is most likely to apply:

Quantity 1: Q200 / Q2
= 100 units.
STATEMENT
Quantity 2: Q200 / Q2.50 = 80 units.
(i)

MARKET STRUCTURE

The firm has a perfectly elastic demand curve.

- 20* x Q2 + Q2.50 ( 4.50)* = - * 1.0*
(ii) The product of the firm is unique.
50*
100 + 80 (180)*

4.

Perfect Competition
Monopoly

(iii)

Restaurants could be an example of this market
Imperfect Competition
structure.
6 * at 2 marks each = 12 marks

(iv)

Average costs of the firm are at a minimum.

Perfect Competition

This good is a normal good because it has a minus sign / obeys the law of demand.
4 correct
responses
x 4 marks
eachPED
= 16= marks
This good
is unit elastic
because
1.
4 marks.
Outline three areas of responsibility of the National Treasury Management Agency (NTMA).

1. Borrowing
10)2010
Q4 on behalf of the Irish Government / sale of government bonds.

2. Managing the Irish National Debt on behalf of the government.
3. Managing
the National
Pension State
Reserve
4. Define
the term Enon-price
competition<.
twoFund.
examples.
4. Managing other government funds such as the Social Insurance Fund and Dormant Account
Fund.
5. Borrowing on behalf of the Housing Finance Agency.
Definition:
12 marks
6. Providing financial advice, possibly funding, and providing guarantees for all major public
investment
projects
carried
outeach
by thefirm
National
Development
operating
Competition
between
firms
where
tries to
increase itsFinance
sales / Agency
market share
by
through
the
NTMA.
methods other than changing prices.
7. Providing a Central Treasury Service for the taking of deposits and lending to local
government bodies, and liquidity management for the Central Bank and Financial Services
Authority of Ireland.
Two
examples:
8. Personal injuries claims brought against Government departments and other State Authorities/
the State’s Clinical Indemnity Scheme managed by the NTMA as the State Claims Agency.
Branding:
brand
namesoffor
the products
9. Actingestablishing
as Ireland’s different
agent for the
purchase
carbon
credits.

Packaging: use of distinctive packaging to clearly distinguish one product from another
Competitive Advertising: helps 16
create
differences
marks
(10+4+2) between products in the minds of
consumers
extended
opening
hoursOutline
for consumers
5. Opening
Define hours:
the termoffer
occupational
mobility
of labour.
two factors which can influence it.
Quality of service: improve staff service; improve layout of premises
Sponsorship:
/ national events
Definition:local
the ability/ease
of a worker to move from one job to another.
Special offers: free gifts/ money-coupons/ loyalty cards etc.
Two factors:
1. Availability and access to affordable
courses
2 at 2education
marks each.
2. Availability and access to training, re-training courses and courses to update skills.
3. Government policies which aid mobility i.e. work permits; elimination of language /
cultural barriers; offering internship programmes.
4. Reduced barriers for entry to some occupations e.g. journalism; medicine, teaching etc.

16 marks (12+4)
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11)2009 Q2
The diagram below represents the demand curve facing a firm in Perfect Competition.

2.
P

This demand curve is;

(

correct answer)

Unitary Elastic
P1

Perfectly Inelastic

D=AR=MR

Perfectly Elastic
Q

State the reason for your choice:

Any deviation in price from P 1 will result in quantity demand falling to zero.
Perfectly elastic: 4 marks

and

bulleted point above: 12 marks

(16 marks)

12)2008 Q8
8.

The diagram below represents the long run equilibrium of a firm in imperfect competition, which seeks
to maximise profits. Label the diagram and use it to describe the long run equilibrium position for a
firm in imperfect competition
P

Diagram 5 marks graded.3 | P a g e
MC

P1

C1

MR
Q1

D
Q

Conditions:
1.
2.
3.
4.
5.

MR = MC, profit maximisation, equilibrium
Equilibrium price = P1
Equilibrium quantity = Q1
Normal profit AR = AC/Cost of production C1
Not producing at lowest point of AC curve (inefficient).

4 conditions: 12 marks graded.
9.

State two economic reasons for increased oil prices
24

1. Greater demand for oil: Newly industrialised countries such as China, India (BRIC).
2. Affluence/Economic Growth: with higher disposable incomes/greater purchasing power, as a result of
economic growth there is a greater demand for bigger vehicles, more airline travel driving up oil prices.

Jonathan Traynor
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13) 2007 Q4
4.

Firms attempting to enter a monopoly market must overcome barriers to entry.
Outline THREE such barriers to entry.
1.
2.
3.
4.

5.
6.
7.

Legal / Statutory / Government Monopoly:
Government confers the sole right to supply a good or service/ CIE.
Ownership of a patent / copyright: A firm has the sole right to a manufacturing process.
Sole rights to raw materials: Firm may have complete control over the source of raw
materials
Large capital investment:
• minimum size of a firm required to operate efficiently is so large there is no room for
competitors.
• competitors are discouraged from entering because of the high initial start-up costs.
Entering Trade agreements [ collusion / cartels ]:
ensures that no competition exists within members’ segments of the market.
Mergers / takeovers:
A firm may ensure their survival by merging / taking over other (rival) firms in the same line
of business, such that it becomes a monopolist and no competition exists within the industry.
Brand proliferation:
Through advertising a firm’s consumers are convinced that there is no suitable alternative to
their particular brands

16 marks graded.

5.

Outline THREE functions / responsibilities of the European Central Bank (ECB).

1. Maintain Price Stability:
Monitor inflation in member countries and adjusts the base ECB interest rate so as to adjust spending.
2. Implements EU’s monetary policy:
ECB monitors and advises on: rates of interest, money supply, credit availability & protects the value
of the euro.
3. Holds and manages the official reserves of the euro area countries:
These are the EUs official holdings of gold, foreign currencies and other reserves held as security
against the issue of the euro. The ECB manages these reserves on behalf of the countries.
4. Financial stability and supervision:
The member authorities must provide prudential supervision of credit institutions and ensure stability
in the financial system.
5. Sole right to issue euro currency:
The ECB has exclusive right to issues euro bank notes and coins within the euro area.

16 marks graded.

3
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4. A consumer in equilibrium buys 10 cups of coffee at €2 each and 10 phone cards at €6 each. The marginal
utility of the cups of coffee is 5 utils. What is the marginal utility of phone cards? Show your workings.

14) 2006 Q7
7.

Marginal Utility of coffee = Marginal Utility of Phone Cards

Define price discrimination.
Price of Coffee
Price of Phone Cards
State TWO conditions under which it would be possible for a firm to price discriminate.

5 sold
= to
MU
PC
so consumers
MUPC = in15different
utils markets at varying ratios
When goods or services are
different
€2
€6
between marginal cost and price/ the price difference is not due to difference in the cost of
production.
16 marks graded.

1. Monopoly Power.
If freedom
entryisexisted
the industry,
competitors
would enterRequirement.
where the firm was charging the higher price and
5.
Explainofwhat
meantinto
by the
term Public
Sector Borrowing
earning SNP and this would continue until only normal profit was earned.

Financing the Exchequer Borrowing Requirement and Semi- State bodies and Local
2. Separation
of markets.
Authority borrowing.

This ensures that the good bought in the low priced market cannot be offered for resale in the higher priced market. If it was
not possible to separate the markets then the above would occur until no price difference existed.

16 marks graded.
3. Different consumer elasticities of demand.
with the greater
price elasticity
of demand
arethe
charged
lower
prices for their
goods
aretable,
assumed
6Consumers
. For a composite
(weighted)
price index
covering
three the
types
of expenditure
given
ine.g.
the students
following
to have
lower incomes
so are
the position
paybase
the full
for certain goods and services.
calculate
the priceand
index
fornot
theincurrent
year.toThe
yearprice
is 100.

4. Consumer
Indifference.
Category
%

Prices of

Prices of

Calculation of

Weight

Result

The difference in price may
be so small that
consumers are
indifferent and
so don't
mindIndex
paying the slightly higher price.
income
item(s)
item(s)
Simple
Price

spent on

Base Year

Current
Year
Consumers may be unaware that the good is available elsewhere at a lower price.
€
€
Food
30%
10.00
11.50
11.50 X 100 = 115.00
X 30%
34.5
6. Consumer attitudes to the goods.
10.00
A consumer may be willing to pay a higher price for a good which they consider to be in fashion / provide status e.g. young
Clothing
40.00
36.00
36.00 x 100 = 90.00
X 20%
18.0
people
and their&desire for 20%
'branded' products.
Footwear
40.00
Other Items
50%
20.00 17 marks
22.00 graded.
22.00 x 100 = 110.00
X 50%
55.0
20.00
100%
Price Index
for the
107.5
8. State TWO functions
of the Irish National Treasury Management
Agency.
Current Year

5. Lack of awareness
by consumers.
item(s)

1. Borrowing on behalf of the Irish Government / sale of government bonds.

→

15)2.2005
Q7 the Irish National Debt on17behalf
Managing
of graded.
the government.
marks

3. Managing of the National Pension Reserve Fund.
Managing
other government
as the
Socialcost
Insurance
Fund
Dormant
Account
7. 4. “When
a firmofproduces
at a level of funds
output such
at which
marginal
is greater
thanand
marginal
revenue
the firm
Fund.
is maximising profit (or minimising losses)”.
True / False
5. (Place
Borrows
on behalf
thechoice
Housing
Agency. explanation of your answer)
a circle
aroundof
your
andFinance
write a one-sentence
6. Provision of financial advice, possibly funding, and providing guarantees for all major public
investment
projects
carried outfurther
by the units
National
Development
Finance
Agency
False. The
extra cost
of producing
of output
is greater
than the
extraoperating
revenue through
the NTMA.
generated
therefore the firm could increase its profits by producing less output. The increased
7. Provides a Central Treasury Service for the taking of deposits and lending to local government
output adds more to cost than to revenues earned. Profits are maximised where MC=MR.
bodies and liquidity management for the Central Bank and Financial Services Authority of Ireland.
8. Personal injuries claims brought against Government departments and other State Authorities/ the
17 marksbygraded.
State’s Clinical Indemnity Scheme managed
the NTMA as the State Claims Agency.

17 marks graded

3

5
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16) 2004 Q4
4. Identify FOUR features of an oligopolistic market:

1. Few Sellers in the industry*
2. Interdependence between firms*
3. Product Differentiation occurs / firm sells close substitutes*
4. Barriers to entry exist – such as Limit Pricing.
5. Collusion may occur.
6. Non-price competition is more common than price competition.
7. Pursuing objectives other than profit maximisation.
8. Existence of Price Rigidity / ‘Sticky Prices’.
Marking Scheme: 4 points x 4 marks each = 16 marks
Must list 2 of the top 3 points above + any 2 others

5.

State THREE limitations on the power of the banks to create credit.

17)2002 Q5

1. Availability of creditworthy customers
Loans can only be given to those people who are in a position to repay them.

2. Availability of Cash Deposits
A bank can only give loans provided that they can attract cash deposits.

3. Customers' Demands for Cash [ Liquidity Ratios – PLR & SLR]
The bank must keep sufficient cash so as to be able to meet the demands of its customers for cash

4.[European] Central Bank guidelines
Commercial banks must note the guidelines of the Central Bank.

5. Demand for loans by customers.
A bank is limited in the amount of loans it creates by the demand for loans.
In a recessionary period the demand for loans will fall.

3 points at 6 + 5 + 5 marks each = 16 marks.

3
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Long Ques+on Answers
2018 Q2
Q2 Oligopoly and the Motor Insurance Industry
Possible responses
(a)
(i)

Describe how firms in this market structure compete with each other.
Non-price competition:
Because products are close substitutes firms may compete on quality of product;
after-sales service; guarantees; sales promotions e.g. ‘buy one get one free’; loyalty
schemes. Firms may focus on convenience, packaging, advertising, promotion,
advertising and branding/ Even though products are similar firms try to distinguish them
in some way (product differentiation) e.g. engage in heavy “product loyalty” promotions
/ their focus is on brand recognition and loyalty.

Max
Mark

6

-2m if no reference made to product differentiation
(ii)

Discuss the advantages and disadvantages of oligopoly as a market structure.
Possible advantages include:

2x6
(3+3)

Stability in prices / price comparability
If firms engage in non-price competition, then prices tend to remain stable and this
enables the consumer to plan ahead and stabilise their expenditure. It is easy to compare
prices as there are few firms which forces firms to set prices competitively, which is
good for consumers.
Profit levels
Firms may have to sacrifice some of their profits to keep customers or undercut rivals /
the existence of high profits may mean that the government benefits through higher
taxation revenue/ firms may be able to afford to engage in R&D.
Quality of product /service
Firms may improve the quality of products so as to attract and retain consumers. Firms
provide higher quality, more frequent services and other upgrades to maintain
consumer loyalty.
Benefits of advertising
With advertising consumers may be better informed. This may save consumers time and
money in searching for and learning about goods and services.
Advertising may encourage innovation, technological development leading to improved
products and services.
Possibility of lower prices
Economies of scale may be passed onto the consumer in the form of lower prices.
If firms adopt a highly competitive strategy they can generate similar benefits to more
competitive market structures, such as lower prices.
More secure employment
As there is little competition between firms, jobs may be more secure with the industry.
29
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2018 Q2 Con+nued
Possible responses
(ii)

Possible disadvantages include:
Supernormal profits
Moderate to high barriers to entry exist so new entrants can’t compete away
supernormal profits (SNP). SNPs can be earned at the expense of the consumer.
There may be a lack of innovation due to the existence of SNP.

Max
Mark
2x6
(3 + 3)

Higher prices
If firms collude and decide to take a high price strategy, then this is not good for the
consumer. Firms may meet to control the output in the industry and /or prices. The
presence of cartels and cartel like behaviour reduces competition and can lead to higher
prices.
Effects of cartels / collusion
Mutual interdependence makes the price and output difficult to predict.
Collusion may occur and firms may work together in order to behave as if they were a
Monopolist, thus making higher profits. Firms may not make independent decisions, and
this limits competition.
Restricted choice
High concentration ratios reduce consumer choice of products / services.
Prevention of the entry of new firms/barriers to entry
It is very difficult for startups as advertising/branding by the large established firms
limits exposure for new firms. The economies of scale resulting from advertising-driven
demand and market share place prospective new entrants at a significant cost
disadvantage. Other barriers to entry include patents and the inability to find suppliers of
materials and components for products. Strong brand loyalty schemes may also prevent
new entrants.

30

30

13 | P a g e

Jonathan Traynor

www.thebusinessguys.ie

2018 Q2 Con+nued
Possible responses
(b)
(i)

Max
Mark

Explain, using a clearly labelled diagram, the long-run equilibrium of a firm operating
under oligopoly conditions.
Diagram:

9
( 9 x 1)

P

A

MC
B

P1

AC

D

G

E
C

D = AR
Q

Q1
MR

Price axis / Quantity axis / Kinked D/C / Distinct MR / MC / AC / P 1 / Q1 / Point G
Explanation:
1. Equilibrium occurs where (a) MC = MR & (b) MC is rising.
2. The firm will produce Q1 and sell this output at price P1
3. The firm’s cost of production is shown at point G.
4. Should costs rise between points E and D then market price tends to remain
constant at P1.

8
(4x2)

or

5. This firm is earning SNPs because AR exceeds AC or barriers to entry exist.

(ii)

(AR>AC)

With reference to the ‘kinked’ demand curve drawn in part (i) above, explain the
rationale for ‘price rigidity’.
The firm above would fear increasing its price above P1 as other firms will leave their
prices unchanged, so this firm will lose many customers / fall in total revenue.
The firm would fear lowering its price below P1 as it believes others will match this price
decrease, so this firm will gain few additional customers / the proportionate increase in
demand is less than the reduction in price and total revenue falls.
This results in the kinked D/C and no incentive to change price from P1.
31

8
graded

25
14 | P a g e

Jonathan Traynor

www.thebusinessguys.ie

2018 Q2 Con+nued
Possible responses
(c)
(i)

‘Motor insurance providers in Ireland targeted in anti-cartel inquiry.’
(Source: The Irish Times, July 2017)
Explain the likely effects on consumers if collusion (e.g. cartel agreement) existed in the motor
insurance industry.

Max
Mark

2x5
(2+3)

Higher / less competitive prices
Collusion may mean that these firms agree not to lower prices and so consumers pay
higher prices and cannot seek more competitive quotes as the firms agree to act in this
agreed way.
Restricted choice
Because of the agreement of firms not to compete, consumers may have less choice on
the types of insurance available; extent of cover available; the benefits possible under
policies etc.
Supernormal profits earned
The aim of the firms who collude (restrict output/control price) is to maximise profits or
earn monopoly profits. If successful such agreements allow oligopolistic firms to earn
monopoly profits for the industry as a whole / make supernormal profits at the expense
of the consumer.
(ii)

Suggest two measures the government could consider to discourage anti-competitive
practices in industry. Explain your answer.
Improved consumer protection / education / awareness
Promote better consumer education and awareness. Encourage more reporting of
anti-competitive practices as experienced by consumers. They could encourage
consumers to shop around and to look at their options e.g. switching provider/ use
‘Bonkers’. The Central Bank requires insurers to provide correct information to
consumers when selling and renewing policies.

2x5
(2+3)

Improved regulation of the industry
Better regulation may discourage anti-competitive practices in the industry. The
Competition Authority could make further efforts to encourage competition in markets
and so protect the interests of consumers. The government could introduce tough
anticompetitive legislation. Require insurers to explain how policies are priced. Extend
the period of renewal to allow consumers time to shop around.
Improved investigation of alleged lack of competition
The Competition Authority could investigate breaches of competition law and take
appropriate action. Advise the government on how to protect and improve competition
in the economy. The EU Competition Commission might introduce greater fines / longer
jail sentences for offenders.
Deregulation of the industry
The government could attempt to deregulate the industry. Lower barriers to entry /
encourage the growth of small firms so as to eliminate inefficiency and to encourage
better resource allocation.

20
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2017Food
Q2 in Ireland
Perfect Competition / Market for Artisan

Q2
(a)

(i)
(ii)

Price / Cost

Show, by means of two separate labelled diagrams, the short run and long run
equilibrium positions of a profit maximising firm in perfect competition.
Compare the short run equilibrium position with the long run equilibrium position of
a perfectly competitive firm under the following headings: Price and Output / Profits /
Efficiency.
[35]
Short run

MC

€

AC
A

P1

D = AR = MR

C1

Q1

Quantity (units)

Diagram: P / Q / AC / MC / P = AR = MR / P1 / Q1 / C1 / Equilibrium point : 9 at 1 mark
Long Run

Price / Cost
€

MC

P1

A

P2 /C2

AC
MR1, AR1

MR2 = AR2

Q2 Q1

Quantity (units)
Diagram:
AC (2m) at a tangent to AR (2m); Then P2 /C2 / Q2 / Equilibrium point: 1mark each: 8 marks
11 | P a g e
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2017 Con+nued
(ii)

Compare the short run equilibrium position with the long run equilibrium position of a perfectly
competitive firm under the following headings:
Price and Output
Profits
Efficiency.

Price and
Output

When new firms enter the industry the market price falls and the firm must
accept the market price. The price in the long run is lower than it is in the short run
as the firm must accept the market price. The firm’s output in the long run is lower
than in the short run.
As new firms enter the industry each firm will supply a smaller fraction of the total
output.
6 marks

Profits

In the short run the firm earns SNP as AR>AC .
In the long run, new firms “compete” away the SNP so only normal profit is earned
where AR=AC.
6 marks

Efficiency

In the short run as there is SNP there is no incentive for firms to be efficient and they
do not produce at the lowest point of the AC curve.
In the long run, only firms that are efficient and produce at the lowest point on the AC
curve will survive.
6 marks

(b)

The table below shows data for a perfectly competitive firm in equilibrium.
Average Revenue (€)
Average Variable Cost (€)
Average Total Cost (€)
50

40

60

(i) Using your knowledge of perfect competition, what is the marginal revenue earned by
this firm? Explain your answer.
(ii) Should this firm continue in business? Explain your answer.
[20]
(i)

In Perfect Competition MR = AR thus MR = €50
In perfect competition the firm is a price taker /The demand curve is horizontal/ The AR and MR
are equal and constant/Each additional good is sold at the market price.
8 marks (4+4)

(ii)

This firm should continue in business in the short run even though it is making a loss.
The Price (i.e. AR) €50 is below the ATC of €60. The firm is making a loss of €10 per unit.
The firm is actually covering all of its variable costs and part of its fixed costs.
Thus, the firm should continue in business in the short run and absorb some of the loss and hope,
by adjusting it costs or production levels, to cover all of its costs in the long run.
12 marks (4+4+4)
34
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2017 Con+nued
(c)

Bord Bia reported the total value of the Artisan Food market to be growing strongly, leading to more firms
entering the industry. (Bord Bia defines Artisan Food as being “high-quality, distinctive and produced in small
quantities”, e.g., farmhouse cheeses, breads etc.)
[20]
(i)

State a market structure which most closely reflects this situation, giving reasons for your answer.

The Artisan Food market is imperfectly competitive (monopolistically competitive).
4 marks
1. There are many firms in this industry with a relatively small market share/Each artisan
producer is too small to influence the overall market.
2. There is freedom of entry and exit to/from the industry as no barriers to entry exist.
3. Product differentiation exists: The goods are differentiated which gives each firm some
power over price but as close substitutes are available they take into account the effect on
demand if they change their price.
2 reasons at 3 marks each
(ii)

Explain the shape of the demand curve of a firm in this market structure.

An imperfectly competitive firm faces a downward (negatively) sloping demand curve.
4 marks
Because it sells a differentiated product, it has some market power over price and it can decide what
price to charge. Each firm has a product that consumers view as somewhat distinct from the
products of competing firms. If the firm increases the product price there will be a reduction in
demand as some consumers will switch to rival firms’ goods (close substitutes) that have become
relatively cheaper.
6 mark graded
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2016 Q2

Q2: Chocolate industry in the EU / Small firms versus large firms
Cadbury, Mars and Nestlé dominate the chocolate industry in the European Union.
(a)

(i) State a market structure which most closely reflects the situation above, giving a reason for your answer.
(ii) Outline two other key characteristics of this market structure.
(iii) Explain, with the aid of a labelled diagram, the likely shape of the demand curve in this market
structure.
[35]

(i)

State a market structure which most closely reflects the situation above, giving a reason for your answer.

Oligopoly
The industry is dominated / controlled by a small number of firms that hold a large share of the
market / high concentration ratio.
7marks
(ii)

Outline two other key characteristics of this market structure.
Mutual interdependence between firms
Product differentiation
Brand proliferation
Barriers to entry
Collusion may occur (Explicit or implicit)
Non-price competition is more common
Firms may pursue objectives other than profit maximization
2 x 5 marks (2+3)
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2016 Con+nued
(iii) Explain, with the aid of a labelled diagram, the likely shape of the demand curve in this market structure.
P
A
B

P1

C
Q1

Q

Diagram: P, Q, AB, BC, P1 : 5 x 1 marks = 5 marks
Overall D/C
The overall demand curve is ABC, kinked at point B.
3 marks

Demand curve - AB

This portion of the D/C is elastic. The firm would fear increasing its price as other firms will leave their
prices unchanged so this firm will lose many customers (the firm fears it will lose significant market
share).
5 marks
Demand curve – BC
This portion of the D/C is inelastic. The firm does not lower its price as it believes other firms will match
this price decrease so this firm will gain few additional customers / this could lead to a price war.
5 marks
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2016 Con+nued
(b)

(i)
(ii)

(i)

If a large US chocolate manufacturer entered the EU chocolate market, outline the possible
economic impacts of greater competition in this market.

Outline two factors which could make it difficult for this US chocolate manufacturer to enter the
EU chocolate market.
[25]

If a large US chocolate manufacturer entered the EU chocolate market, outline the possible economic
impacts of greater competition in this market.
Lower prices for consumers
Increased competition within the market can drive prices down for the benefit of consumers.
More choice for consumers
Consumers can expect a wider choice of chocolate on the market with the US firm trying to gain market
share.
Better quality product

Competition may lead to a better quality chocolate product for the consumer.
More innovation
Firms that are faced with competitive pressure are more likely to look for ways to make their products
more attractive to consumers. Thus consumers will benefit as firms create and modify products to suit
consumer’s tastes. Firms’ fear of competitors stealing market share is the driver of this innovation and
quality improvement.
Better use of scare resources / greater efficiency
In order to be more competitive firms within the industry may aim to reduce costs which may result
in greater efficiency and better use of resources.
(ii)

3 x 5 marks (2+3)
Outline two factors which could make it difficult for this US chocolate manufacturer to enter the EU
chocolate market.
Existence of trade agreements / EU import tariffs/Regulations within the EU
These agreements could make it difficult for the US manufacturer to enter the EU market. EU import
tariffs will add to the cost of doing business and may be passed onto the consumer in the form of higher
prices.
Brand loyalty of existing customers/ Creating a new brand / advertising
EU consumers may be loyal to existing brands and it will cost the US firm a lot of money on advertising to
create its own brand loyalty. It will be expensive to establish a different and distinctive brand name from
those already well-established in the market. (Creating differences in the product in the minds of
consumers e.g. packaging which clearly distinguishes one product from another).
Economies of scale in the European market
These may have been achieved by existing producers in the European market over a period of time and
resulting in lower average costs of production. It will be difficult for a new entrant to achieve these
economies of scale and so compete with existing firms.
Knowledge and expertise
The present suppliers of chocolate have an advantage in terms of knowledge of the market which will take
time and money for the US producer to ascertain.
Transport costs
If produced in the US, the cost of transporting the chocolate into the EU market will increase the costs of
production.
2 x 5 marks (2+3)
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(c)

Explain why small firms succeed in some markets while other markets are dominated by large firms.
Why small firms succeed in some markets:

[15]

Personal service
Small firms provide personal attention in the provision of certain goods and services e.g. hairdresser, plumber
etc.
Size of market doesn’t justify a large supplier
The restricted size of the market may not facilitate the operation of large scale business e.g. a small shop in a
rural area may be viable while a large supermarket may not.
Government assistance for small firms
The government may provide aid in the form of grants or subsidies for labour.
Consumer loyalty
Small firms may have built up a reputation over the years in the provision of goods and services to its
customers who may respond by being loyal to that firm.
Viable community
Citizens in small communities may support local business so that continuity of supply is ensured e.g. a
community may support its local shop so that it continues in existence.
Niche markets/traditional markets/the type of product /service being supplied
The type of product / service being supplied might make it more suitable for a small firm. Examples include:
wedding planners; handmade/ craft products; perishable products etc.
A small firm may find it easier to locate close to the market where it might be difficult for a larger firm to do so
e.g. roadside sellers of local produce can be flexible in choosing their location.
Nature of product
Heavy goods which are costly to transport may be manufactured locally on a small scale to supply local
markets e.g. concrete blocks
Why some markets are dominated by large firms:
Existence of economies of scale
Larger firm benefit from the advantages of large scale production whereby unit cost falls as a firm expands in
size. The nature of small firms makes it difficult to achieve such economies of scale.
Existence of barriers to entry
Makes it difficult for new firms entering the market e.g. Mobile phones industry; banking sector.
Advertising
The cost of using national media e.g. TV, newspapers, cinema etc. is expensive and this cost is prohibitive for
small firms e.g. local supermarkets.
Product differentiation
Investment in R & D to such an extent that small firms would not have the resources to compete.
Brand Proliferation
Large firms have the resources to invest in establishing many brands and small firms would not be able to
compete on such a basis.
3 x 5 marks (2+3)
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Q2 Monopoly, Price Discrimination & Irish water
(a)

(i)
(ii)

(i)

State and explain two examples of barriers to entry facing firms wishing to enter a monopoly
market.
Explain, with the aid of a diagram, the long run equilibrium position of a monopolist.
Identify on your diagram the profit the monopolist makes.
(35)

Barriers to entry facing firms wishing to enter a monopoly market.
Legal / statutory restrictions
The government may grant a firm the sole right to supply a good or service so that there is a legal
restriction on competition e.g. Irish rail services or government legislation regarding licences.
Trade Agreements / market sharing agreements
Firms may enter into trade agreements with other suppliers (collude with them) so that no other firm can
supply the commodity to a particular segment of the market.
Ownership of a key resource / raw materials
A firm may acquire the sole right to the available raw materials thereby becoming a monopoly in that
particular market e.g. an oil exploration company.
Industry requires a large investment in capital / High start-up costs
For some industries the capital required to get established in that industry is so large that only the firm
which can raise the necessary capital can operate in the market.
Competitors are discouraged from entering because of the high initial start-up costs.
Mergers / Takeovers
By merging with a competitor or buying out the competitor a firm may become a monopoly supplier in that
industry.
Limit pricing
A firm may use limit pricing (selling at exceptionally low prices) to force new entrants out of the industry
so that it retains monopoly power.
Brand dominance of a large supplier
A firm may gain monopoly power, if through its advertising consumers are convinced that there is no
suitable alternative to its particular brands.
Natural monopoly / economies of scale/ technological superiority
A natural monopoly arises because a single firm can supply a good or a service to an entire market at a
smaller cost than could two or more firms.
A firm that has superior technology can become a monopolist. However, over time
competitors may enter the market e.g., Intel had market dominance until AMD entered the market.
Ownership of a patent / copyright
If a firm has the sole right to a manufacturing process then no other firm can compete with it. A
patent (i.e. used to protect the intellectual property rights of firms) acts as a barrier to entry. Other
firms are not allowed to produce the good until the patent has expired..

2 points at 5 marks (2 + 3)
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(ii)

Explain, with the aid of a diagram, the long run equilibrium position of a monopolist.
Identify on your diagram the profit the monopolist makes.
(35)
Price

MC
AC
P1

B
SNP
D

C1

E
MR

AR

Q1

Quantity

Diagram: 11 points at 1 mark each.
1

2

3

4

5

6

7

8

9

10

11

Price
axis

Quantity
axis

AR

MR

MC

AC

Correct
Equilibrium
point - E

P1

C1

Q1

Profits
shown

1. Equilibrium
Occurs at point E where
MC = MR [and MC is rising]

1 marks
2 marks

2. Price / Output
The firm produces Q1
and sells it at P1

2 marks
1 marks

3. Cost
The cost of producing this output is shown at point C1

2 marks

4. SNP
The firm is earning SNP [P1 C1D B]
because AR > AC they can continue to exist due to barriers to entry.

1 mark
2 mark

5. Waste of Scarce Resources / Inefficiency
The firm is not producing at the lowest point on the AC curve

1 mark
2 mark
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(b)

A monopolist can increase its profits by engaging in price discrimination.
(i)
(ii)

(i)

Explain the concept price discrimination, using a suitable example.
State and explain the market conditions necessary for price discrimination to take place.

(25)

Explain the concept price discrimination, using a suitable example.

Explanation:
When the same goods or services are sold to different consumers (in different markets) at varying ratios
between marginal cost and the price / the price difference is not due to differences in the cost of
production.

8 marks
Example:
By location (different regions / countries different prices (e.g. Netflix more expensive in Ireland than in the UK).
By demographic (child fares / OAP concessions / students at cinema)
By time, different rates at different times (Rail fares at commuter times, at other times)
By status (existing club members may be charged different prices to new members)

2 marks
(ii)

State and explain the market conditions necessary for price discrimination to take place.

Some monopoly / market power
Firms must have some ability to alter the market price by exercising control over its demand, supply or both.
If freedom of entry existed into the industry, competitors would enter where the firm was charging the higher
price and earning SNP and this would continue until only normal profit was being earned.
Separation of markets / limited ability to sell the product
The markets must be distinct and separate. This ensures that the good bought in the low priced market cannot
be offered for resale in the higher priced market (no resale between markets). If this was not the case the
transfer of the goods bought in the low price market to the high price market would make the charging of
different prices in the two markets impossible. Dental/Doctor treatments cannot be sold.
Different consumer price elasticities of demand / different demand curves
Different consumers display different sensitivities to price i.e. they have different price elasticities of demand.
Consumers with the greater PED are charged the lower prices for their goods e.g. students are assumed to have
lower incomes and so are not in the position to pay the full price for certain goods and services.

3 conditions at 5 marks each (2 + 3)
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(c)

The Commission for Energy Regulation (CER), Ireland’s independent energy regulator, has been
appointed as the independent economic regulator for Ireland’s public water services.
Discuss whether or not Irish Water (Uisce Éireann), Ireland’s new water utility company, should be
regulated.
(15)

Possible responses include:
Arguments why Irish Water should be regulated
Pricing: ensure that consumers are charged a fair price
As water is a basic human right it should be provided to consumers at a fair price.
The regulator should prevent the abuse of monopoly power and so protect the interests of water customers and
ensure that they are not exploited. By approving and regulating Irish Water’s proposed revenue allowances and tariff
structures consumers can be protected.

Quality: provision of clean water
Regulation should ensure that water services are delivered in a safe and secure way / the water provided should
be clean and an uninterrupted supply should be guaranteed.
Invest in infrastructure
To ensure Ireland has sustainable water supply and wastewater treatment service provision it must invest in
infrastructure to support the development of the service into the future e.g. remove the lead in water pipes.
Protection of the environment
Irish water is responsible for wastewater treatment. This will ensure that the environment is protected and thus
future citizens are safeguarded etc.
Arguments why Irish Water should not be regulated
Laissez faire policies should be pursued
The government should not interfere in the market. By regulating the market this may discourage potential
investors in Ireland as they see their profit motive may attract negative attention.
Prices should be determined by the market
The price of water should be determined by the market. This should ensure that the full
economic price is charged for the service and no political interference should be considered.
Irish Water can generate funds for innovation
Irish Water will be able to generate funds which would allow the company innovate
in production / distribution methods / generate funds for investment in infrastructure etc.

3 reasons at 5 marks each (2 + 3)
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Q2 Imperfect Competition and Irish grocery market
(a)

(i)
(ii)
(i)

State and explain three assumptions underlying the theory of imperfect competition.
Explain why a firm’s demand curve under imperfect competition differs from a firm’s demand
curve under perfect competition.
(25)
State and explain three assumptions underlying the theory of imperfect competition.

There are many buyers
An individual buyer, by his/her own actions, can not influence the market price of the goods.
There are many sellers in the industry
An individual seller can influence the quantity sold by the price it charges for its output.
Product differentiation exists
The goods supplied by the firm are not homogenous but are close substitutes.
Firms use branding to distinguish their products from one another.
Freedom of entry and exit
No barriers to entry exist within the industry.
It is possible for firms to enter/leave the industry as they wish.
Reasonable knowledge
Within the industry each firm has reasonable knowledge of profits made by other firms.
Consumers have a reasonable knowledge of the prices being charged for different products.
Each firm attempts to maximise profits
Firms produce where MC = MR.
Each firm will attempt to minimise costs of production.

3 Assumptions: 5 marks + 4 marks + 4 marks
1 st correct answer: 5 marks
(ii) Explain why a firm’s demand curve under imperfect competition differs from a firm’s demand curve
under perfect competition.
Perfect competition
The demand curve facing a perfectly competitive firm is horizontal or perfectly elastic (D=AR=MR).
This is because each firm is selling an identical (i.e. homogeneous) product and each firm's quantity
sold is small relative to the total market size. Any attempt to undercut the market price will result in
complete switching to identical products of competitors.

6 marks
Imperfect competition
The demand curve facing a firm in imperfect competition is downward-sloping. This is because each
firm sells a differentiated product, which creates scope for brand loyalty. Each firm has a product that
consumers view as somewhat distinct from the products of competing firms.
If the firm increases the product price there will be a reduction in demand as some consumers will
switch to rival firms' goods (close substitutes) that have become relatively cheaper.

6 marks
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(b)

(i)

Explain, with the aid of a diagram, the long run equilibrium of a firm in imperfect competition.
MC

Price

AC
C
P2
W
X

MR
D=AR
Explanation of long run equilibrium:

Quantity

Q2

Equilibrium / profit maximisation occurs (at point X) where MC = MR
(MC is rising and cuts MR from below).
The level of output produced is Q2 and the price the firm sells this output at is P2.
The average cost of production is shown at point C / not producing at lowest point of AC.
This firm is earning normal profits because AR = AC.

Correct Diagram: 10 marks/ Explanation: 8 marks = 18 marks

(ii) With reference to your diagram in (b) (i) explain why the firm is not making socially efficient use of
scarce resources.
Possible response
An imperfectly competitive firm does not produce at the socially efficient lowest point on its AC
curve, point W.
They are not producing at the lowest point of AC due to product differentiation. Product
differentiation makes a firm's product appear different through additional costs such as advertising and
branding.
Price exceeds the marginal cost of production. The extent of the difference between P and MC
represents the degree of monopoly power the firm is able to exert in the market for its differentiated
product.
Because it is not producing at the lowest point of the average cost curve, there is spare/excess capacity
in its operations and society does not benefit from maximum utilisation of resources. Consumers gain
variety at the expense of social efficiency.

3 points of information: 4 marks each = 12 marks
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(c)

“A few large retailers (e.g. Tesco, SuperValu, Dunnes Stores, Aldi, Lidl) dominate the Irish grocery
market at present.”
Suggest a market structure which most closely reflects this situation. Explain your answer.
(20)

Market Structure: Oligopoly
Explanation:
The Irish grocery market is dominated by a few large sellers
The industry is dominated by a few large retailers, who hold a major share of the market / high
concentration ratio. The large multiples dominate the grocery trade in Ireland. While Tesco’s dominant
market share is falling the share of the market held by Lidl and Aldi is expanding. The Musgrave Group is
also a large player which owns Centra and SuperValu.
Barriers to entry exist
New firms may find it difficult to enter due to high barriers to entry such as economies of scale, brand
proliferation and control by existing firms of the channels of distribution. Limit Pricing may also be used
by the existing firms, so future entrants to the market are discouraged. Apart from the entry of Aldi and
Lidl no new firms have entered the Irish grocery trade in recent years.
Mutual interdependence between the large retailers
Firms interact by taking account of each other’s marketing/pricing strategies. They are concerned with
maintaining or increasing their share of the total market e.g. the current wave of below cost selling/loss
leaders, which has become part of the pricing strategy of Dunnes Stores, Aldi, Lidl etc.
The products sold are close substitutes / product differentiation
Competitive advertising is very important as is heavy ‘product loyalty’ promotions in-store e.g. loyalty
cards etc. Large multiples also use ‘brand names’ to maintain consumer loyalty. The multiple may also use
advertising and marketing campaigns to create differentiation in the mind of consumers, even though its
product is more or less identical to the products of rivals/ positioning strategies attempt to increase brand
recognition and loyalty. The multiples engage in extensive advertising on TV and newspapers.
Non price competition
The large retailers that have a tacit understanding not to compete on price often engage in intense nonprice competition using advertising and other means to try and increase their sales. There may be
short-lived price wars or price competition based around a few well-known products as happened with the
multiples before the Christmas period. Price wars occur when tacit collusion breaks down and prices
collapse.

Choice of market structure: 1 mark
Explanation: 4 responses: 5 marks + 5 marks + 5 marks + 4 marks
Reference must be made to the Irish grocery market
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(a)

Technology companies such as Apple and Samsung are currently involved in legal disputes
regarding patents on various aspects of their smartphones. When a company wins a patent dispute it
may become the sole producer using the patented technology.
(i)
Explain three barriers to entry, other than patents, that can exist in business.
(ii)
Outline two reasons why monopolies may not be in the public interest.
(25)

(i)

Explain three barriers to entry, other than patents, that can exist in business.

Government Regulation / Legal restrictions
The government may grant a company the sole right to supply a good or service so that there is a
legal restriction on competition e.g. Dublin Bus routes / rail services.
Trade Agreements & Collusion.
Companies may enter into trade agreements with other suppliers (collude with them) so that no
other company finds it possible to supply the commodity to a particular segment of the market.
Ownership of raw materials
A company may acquire the sole right to the available raw materials thereby becoming a monopoly
in that particular market e.g. an oil exploration company.
Industry requires a large investment in capital / High start-up costs
For some industries the capital required to get established in the industry is so large that only the
company which can raise the necessary capital can operate in the market.
Competitors are discouraged from entering because of the high initial start-up costs.
Mergers / Takeovers
By merging with a competitor or buying out the competitor a company may become a monopoly
supplier in that industry.
Monopolies based on fear, force or threats
An individual or group of individuals may, by fear, force or threats, stop other individuals
competing with the supplier e.g. the supply of illegal drugs
Limit pricing
A company may use limit pricing (selling at exceptionally low prices) to force new entrants out of
the industry so that it retains monopoly power.
Proliferation of brands on the market
By using extensive branding of its products a company may be able to dominate the market so that
competitors may find it impossible to compete.

3 at 5 marks (2+3) each
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(ii)

Outline two reasons why monopolies may not be in the public interest.

Higher Prices
Monopolies can charge higher prices, compared to perfect competition, because there is no
competition.
Lower output produced
Monopolies with similar costs to a firm in perfect competition may produce a lower output
compared to a firm in Perfect Competition.
Inefficiency/Wasteful of resources
Monopolies not producing at the lowest point of the AC curve results in waste of scarce resources.
Super Normal Profits
If a monopolist charges a price above AC then it will earn SNPs at the expense of the consumer.
Poorer Quality Service
Due to lack of competition the quality of service provided may be poor.
Lack of innovation
The lack of competition means that a Monopolist does not have to innovate or develop new
products or services.
May engage in price discrimination
Some monopolies engage in price discrimination which means that different prices are being
charged for the exact same good or service.
Loss making state monopolies
If the monopoly is state run and is loss making e.g. CIE then these losses are borne by the
taxpayers in the form of higher taxes.

2 at 5 marks (2+3) each
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(b)

Explain, with the aid of a diagram, the long run equilibrium position of a monopoly firm.

(25)

Price

MC
AC
P1

B

C1
E
MR

AR

Q1

Qty

Diagram: 10 points at 1 mark each.
1
Price
axis

2
Quantity
axis

3
AR

4
MR

5
MC

6
AC

7
Equilibrium
point- E

8
P1

9
C1

10
Q1

Explanation: 15 marks
1. Equilibrium/Profit maximising point
Occurs at point E. )
Where MC = MR. )
Any 2 points at 2 marks each.
And MC is rising. )
2. Price / Output
The firm produces Q1
and sells it at P1

2 marks
2 marks

3. Cost / Normal profit
The cost of producing this output / normal profit is shown at point C1

2 marks

4. SNP’s
The firm is earning SNPs
Because AR > AC they can continue to exist due to barriers to entry.

2 marks
1 mark

5. Waste of Scarce Resources / Inefficiency
The firm is not producing at the lowest point of AC

1 mark
1 mark
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(c)

(i)

The global market for toothpaste products can be described as an imperfectly competitive market, where
firms engage in competitive advertising and branding.
(i)
Explain the term ‘competitive advertising’.
(ii)
Outline, using an example, how advertising can be used to prevent small firms entering an
industry.
(iii) State and explain two possible disadvantages of advertising for the consumer.
(25)
Competitive advertising

This is advertising which stresses the advantages of one firm’s products/services over its rivals.

7 marks
(ii)

Outline, using an example, how advertising can be used to prevent small firms entering an industry.
Any correct Explanation: Prohibitive costs of advertising:
3 marks
If a small firm has to advertise in order to compete with rival firms its costs will increase
disproportionately to a larger firm, therefore advertising may be used as a barrier to a small firm
entering an industry.
Existing firms may continue to spend money on advertising to increase their sales/market share
persuading consumers that their product is the best, so consumers will stay with their products making it
difficult for small firms to enter.

3 marks

Any correct Example:
Two firms spend €6,000 on an advertising campaign.
The small firm produces output of 300 units so the average cost per unit is €20.
The larger firm produces output of 8,000 units so the average cost per unit is €0.75.

(iii) State and explain two possible disadvantages of advertising for the consumer.

1. Increased prices
The firm may have to increase prices to cover the increased costs.
2. False / Misleading information
Consumers may be presented with inaccurate/incomplete information leading to confusion /
mis-information.
3. Impulse buying / creates unsustainable wants
The advertising may lead customers to impulse buy and so ‘waste’ part of their income.
Advertising may create a desire in consumers for a life style which is not attainable.
4. Harmful commodities
Advertising may encourage the consumption of harmful commodities e.g. cigarettes; alcohol
which may damage the health of the consumer.
5. Unnecessary pollution
Consumers may have to pay for the removal of litter caused by advertising such as leaflets discarded etc.

2 at 6 marks (3+3) each
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withQ2
monopoly
(a)

(i)
(ii)

Explain the reason for the shape of the demand curve of an individual firm in perfect competition.
Outline two advantages of perfect competition.
(20)

(i)

A firm in perfect competition is a price taker / it accepts the market price.
6 marks

The single firm by its own actions cannot influence the market price because the single firm
represents such a small proportion of the total supply.
Or
If a firm increases price quantity demanded will fall to zero as consumers switch to the cheaper
identical goods available.
4 marks

(ii) Outline two advantages of perfect competition.

Low prices
The firm sells its products at the lowest possible prices.
Efficient
The firm produces at the lowest point of average costs so there is no waste of scarce resources.
No advertising
As the goods are homogeneous there is no need for wasteful advertising.
Normal profits earned
Because freedom of entry exists no firm will continue to earn SNPs in the long run as new firms
will enter / no exploitation of consumers.
2 at 5 marks each.
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(b)

(i)
(ii)

(i)

Explain, with the aid of a labelled diagram, the equilibrium position of a firm in short
run perfect competition.
With the aid of labelled diagrams, explain the impact which the entry of new firms
would have on the market and on the equilibrium position of the firm.

(35)

P
MC

AC
A
P1

D = AR = MR
B

Q1

Q

Diagram

Explanation

7 marks

10 marks: 5 at 2 marks each

MC curve
AC curve
D = AR = MR
Point A
P1

Equilibrium at point A: MC = MR and MC
cuts MR from below.
The firm produces Q1
Firm will sell this output at P1
Cost of production is at point B.
Firm will earn SNP’s because AR exceeds
AC.

Q1
Cost is at point B.
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(ii)

With the aid of labelled diagrams, explain the impact which the entry of new firms would have on the
market and on the equilibrium position of the firm.

Market

Firm

P

P
MC

S1

S2
AC

P1
E

P2

P2

D = AR =MR

D
Q

Q2

Q

Market and Individual Firm
Market Diagram

Firm Diagram

Explanation

4 marks

4 marks

10 marks: 5 at 2 marks each

S1
S2
P1
P2

D = AR =MR (new)

Market supply curve shifts out to the right.
The market price falls
Individual firm’s D/C falls / its price falls
Firm will now produce a smaller quantity.
Amount of SNP’s earned will fall / are eliminated.

P2
Q2
Equilibrium point (E)

18 marks
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(c)

Contrast the characteristics of perfect competition with monopoly under the following headings:
Barriers to entry;
Profits in the long run;
Economies of scale;
Price discrimination.
(20)
Barriers to entry: 6 marks
Perfect Competition

Monopoly

No barriers to entry exist.
Because there is free entry and exit into
the industry.

Barriers to entry do exist.
Firms cannot enter as they may face cost
barriers /government regulation which
prohibits free entry.

Profits in the long run: 6 marks
Perfect Competition

Monopoly

Only earns normal profit.
Can earn SNPs.
Because there is free entry and exit into
Firms cannot enter and so this firm can
the industry new firms will enter and the
continue to earn SNPs.
SNP will be eroded.
As AR = AC.
AR can exceed AC.
Economies of scale: 4 marks
Perfect Competition

Monopoly

Tend not to benefit from E/S.
Because they produce only a small
fraction of total output they cannot
achieve E/S.

May benefit from E/S.
As there is only one firm in the industry
they can expand and may benefit from
E/S.

Price discrimination: 4 marks
Perfect Competition

Cannot practise price discrimination.
The firm does not have control over
the price it charges because it must
accept the market price.

Monopoly

Could practise price discrimination.
It has monopoly power or has control
over the price charged or output
produced and so can charge different
prices to different consumers for the
same good.
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(a) Some Telecoms8 analysts believe the main mobile operators in Ireland D Vodafone, O2, Meteor and 3 D
control an oligopoly and have little reason to make the market really competitive.
(The Irish Times, November, 2010)
(i)

Outline three key features of an oligopolistic market.
Firms in an oligopolistic market may have objectives other than profit maximisation.

(ii) Outline two objectives firms in oligopoly may have, other than achieving the maximum level of profits.
(25)
(i)

Outline three key features of an oligopolistic market.

1. Few Sellers in the industry.
Because of this each seller can influence the price of the commodity and /or the output sold.
2. Interdependence between firms.
Firms in oligopoly do not act independently of each other. They will each take into the account the
likely reactions of their competitors, hence prices tend to be rigid.
3. Product Differentiation occurs.
The commodities which firms sell are close substitutes. Firms will engage in advertising to persuade
consumers to buy their product rather than a competitor’s product.
4. Barriers to entry.
These are common in an oligopolistic market as existing firms will wish to maintain their share of the
market. Examples of barriers include: high costs of setting up in the industry, brand proliferation etc.
5. Collusion may occur.
Firms within the industry may meet to control the output in the industry and/or control prices
e.g. OPEC.
6. Non-price competition is more common than price competition.
Due to the fear of how competitors will react, firms tend not to engage in price competition but rather
they engage in non-price competition to gain consumers.

3 features x 5 marks each

10 | P a g e
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(ii)

Outline two objectives firms in oligopoly may have, other than achieving the maximum level of profits.

1. Prevent government market intervention/interference
Firms may fear that the existence of supernormal profits would attract government intervention
into the market and thereby restrict the firm’s activities.
2. Discourage the entry of new firms into the industry
Firms may set prices at a low level which is intended to discourage the entry of new firms into the
industry (limit pricing). By pursuing this policy they are forsaking higher present profits for
potentially higher future profits.
3. Maximisation of sales / increased share of market
Once a minimum level of profit is earned to reward shareholders, provide funds for reinvestment
etc. the firm may concentrate on maximising sales; increasing its share of the market. It may wish
to achieve economies of scale; decrease the level of sales of rival firms; become the most
dominant firm in the market.
4. Maintain adequate profits.
The owners of the business may prefer to earn stable/moderate levels of profits rather than
constantly striving for large supernormal profits as this is what they are satisfied with.
Where the managers are not owners they may tend towards a more conservative approach
rather than a dynamic drive to profit maximisation.

2 x 5 marks each
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(b)

Using one clearly labelled diagram:
(i) Explain the shape of the ‘kinked’ demand curve facing a firm in oligopoly.
(ii)
Explain the long run equilibrium position of this firm.

(25)

Diagram: 9 marks
P
Price axis
Quantity axis
Kinked D/C
Distinct MR curve
MC
AC
P1
Q1
Point G

A
MC
B

P1
G

AC

D
E

C
Q

Q1
MR

Shape of the demand curve: 8 marks

(i)

Demand curve - AB
If this firm increases its price others will leave their prices unchanged so this firm will lose many
customers – this portion of the D/C is elastic.
Demand curve h BC
If this firm lowers its price others will match this price decrease so this firm will gain few
additional customers – this portion of the D/C is inelastic.
(ii)
The long run equilibrium position of this firm:
1.
2.
3.
4.
5.

8 marks

Equilibrium occurs at point G where (a) MC = MR & (b) MC is rising.
The firm will produce Q1 and sell this output at price P1
The firm’s cost of production is shown at point G.
Should costs rise between points D and E then market price tends to remain constant at P1.
This firm is earning SNPs because AR exceeds AC or barriers to entry exist.
57

12 | P a g e

Jonathan Traynor

www.thebusinessguys.ie

2011 Con+nued
(c)

It is suggested that consumers prefer price competition in the market place, yet there are benefits for
consumers arising from non-price competition.
(i)
Explain two reasons why consumers may prefer price competition.
(ii)
Describe two benefits to consumers of non-price competition.
(25)

(i) Reasons why consumers may prefer price competition
1. Lower prices / value for money
Consumers will benefit from availability of commodities at lower prices. Consumers will be able to
get better value for their limited income.
2. Higher disposable income
With lower prices consumers will now have a higher disposable income, resulting in a better
standard of living.
3. More choice
As consumers have a greater disposable income they can now choose how to spend this additional
income.
4. Preferable to non-price competitive measure because:
Consumers pay for non-price competitive measures e.g. advertising;
Offers may be unwanted / of little value; tokens may go unused etc.

(ii) Benefits of non-price competition.
1. Consumer loyalty rewarded
Consumers can, by shopping in selected stores, receive loyalty points which can be used as they
wish.
2. Stability in prices
Non-price competition means prices will not be constantly changing and so consumers do not have
to worry that they are losing out on bargains / may be better able to budget.
3. Better quality commodities / services
Firms may improve the quality of their commodities; offer better service and/ or after sales service
to consumers.
4. Allows consumers to save and / or avail of dfreee gifts
With regular shopping consumers can ‘save’ their loyalty points for those time periods when they
incur additional expenses e.g. Christmas; Easter etc. Consumers may benefit from ‘free’ gifts from
retailers e.g. free turkeys at Christmas.
5. More informed consumers
Through advertising consumers may acquire more information about products and services and so
can make more informed choices.

25 marks (7+6+6+6)
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Q2and Monopoly - comparison
Question 2 Monopoly, Price Discrimination,
(a) (i) State and explain three assumptions underlying the theory of monopoly.
(ii) Outline two possible advantages of monopoly as a market structure.

(25 marks)

(i) Assumptions of Monopoly

One firm in the industry
One firm exists within the industry so there is no distinction between the firm and industry.
One firm supplies the output in the entire industry.
Controls price or output
A firm can control price or output but not both.
If it sets the price the output produced will be determined by consumers.
If it sets the output the price will be determined by the market.
Profit maximisation
It is possible for the firm to earn SNP<s in both the short run and long run.
A firm aims to make maximum profits and it achieves this when MC = MR
Barriers to entry
If a monopoly market structure is to continue into existence into the long run there cannot be
freedom of entry into the industry.
These barriers prevent the entry of new firms into the industry to threaten the position of the
monopolist.

3 points at 5 marks each. State: 2 marks. Explain: 3 marks.
(ii) Possible advantages of monopoly as a market structure

Economies of scale
Production on a large scale may help the firm benefit from economies of scale and these cost savings
may be passed on to the consumer in the form of lower prices.
Guarantee supply of product / service
The supply of the product / service may be guaranteed and provided where profit is minimal (e.g. a
state monopoly) so consumers benefit e.g. provision of bus services in areas of low population.
Employment
As there is no competition employees have greater security of employment/may benefit from
preferential conditions of employment /better rates of pay and pensions.
Reduced use of scarce resources
There may be less duplication in the provision of products / services. There may be less need for
competitive advertising so society<s resources are not wasted. Certain services may be best provided by
one provider e.g. train tracks /electricity grid so as to avoid duplication.
Potential for innovation/ R & D
The (supernormal) profits that monopolies may make could be used for investment in R&D and secure
their dominance in the market. Inventors/creators need patent protection otherwise they may not
invent.

2 points at 5 marks each. State: 2 marks. Explain: 3 marks.
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(b) (Irish Rail) is the state monopoly in the provision of rail transport in Ireland. It operates a system of price
discrimination in setting some of its prices.
(i)
Explain the underlined term, giving one example as practiced by Iarnród Eireann.
(ii)
State and explain three conditions necessary for price discrimination to take place. (20 marks)

6 marks

Price Discrimination:

When a good or service is sold to different consumers / different markets at
varying ratios between marginal cost and price or the price difference is not due to difference
in the cost of production.
2 marks

Example:

A student being charged a lower rate for travel from Cork to Dublin than another passenger
Consumers being charged different rates for peak and off-peak travel.

(ii)

State and explain three conditions necessary for price discrimination to take place.

1. Monopoly Power.
If freedom of entry existed into the industry, competitors would enter where the firm was
charging the higher price and earning SNP and this would continue until only normal profit was
being earned.
2. Separation of markets.
The good bought in the low priced market cannot be offered for resale in the higher priced
market. If it was not possible to separate the markets then the above would occur until no price
difference existed.
3. Different consumer price elasticities of demand.
Consumers with the high price elasticity of demand are charged the lower prices for their goods
e.g. students are assumed to have lower incomes and so are not in the position to pay the full
price for certain goods and services.
4. Consumer Indifference.
The difference in price may be so small that consumers are indifferent and so don't mind paying
the slightly higher price.
5. Lack of awareness by consumers.
Consumers may be unaware that the good is available elsewhere at a lower price.
6. Consumer attitudes to the goods.
A consumer may be willing to pay a higher price for a good which s/he considers to be in
fashion / provide status e.g. people and their desire for 'branded' products.
3 points at 4 marks each. State: 2 marks. Explain: 2 marks.
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(c) Using suitably labeled diagram(s), compare the long run equilibrium position of the monopoly firm with
that of a perfectly competitive firm (assuming both operates under the same cost conditions) using the
following headings:
Price and Output;
Profits;
Efficiency.
(30 marks)
1
P
MC

1

AC

1

PM

1

PC

E

1 F

1

D = AR=MR

2

1
D = AR [M] 2
MR 2

QM

Qc

1

1

Q
1

Diagram
10 items at 1 mark each + 3 items at 2 marks each = 16 marks.
Comment
Price
A firm in a monopoly position sells its output at a higher priced Pm
rather than Pc.
Output
A firm in a monopoly position produces a smaller output than in
perfect competition d Qm rather than Qc.
Profits
Because AR = AC (1) a firm in PC earns normal profit (1).
(2)
Because AR > AC (1) a firm in monopoly can earn SNPs. (1). (2)
Efficiency A firm in PC produces at the lowest point of AC (1) and so is
efficient (1).
(2)
A monopoly may not produce at the lowest point of AC (1) and so
(2)
maybe inefficient (1).

Marks
3 marks
3 marks
4 marks
4 marks
14 marks
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State and explain the assumptions underlying the theory of imperfect competition.

1. There are many buyers in the industry.
An individual buyer, by his/her own actions, can’t influence the market price of the goods.

2. There are many sellers in the industry.
An individual seller can influence the quantity sold by the price it charges for its output.

3. Product differentiation exists.
The goods, supplied by the producer, are not homogenous but are close substitutes.
Firms use branding to distinguish their products from one another.

4. Freedom of entry and exit.
No barriers to entry exist within the industry.
It is possible for firms to enter/leave the industry as they wish.

5. Reasonable knowledge.
Within the industry each firm has reasonable knowledge of profits made by other firms.
Consumers have a reasonable knowledge of the prices being charged for different products.

6. Each firm attempts to maximise profits.
Firms produce where MC = MR
Each firm will attempt to minimise costs of production.

5 points @ 4 marks each graded
(ii)

Outline the advantages imperfect competition may offer to consumers.
Greater choice
Goods are not homogenous, but are close substitutes, therefore consumers have a greater choice of
goods/services.
Normal Profit
In the long-run consumers are not being exploited as the firm is earning normal profits.
Lower prices
Competition between firms in the industry will help lower prices and make them more competitive
for consumers.
Some items such as newspapers, magazines, sporting and music events may be cheaper due to the
revenues earned by the supplier from competitive advertising.
Innovative goods/services
Innovation is encouraged as firms will constantly strive to gain a competitive edge over their rivals,
hence, consumers get the benefit of modern up-to-date goods/services.
Access to information
Consumers may have more information available to them because of the extensive competitive
advertising used within the industry.

2 points @ 5 marks each graded
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(b)

Explain with the aid of a diagram in each case the conditions for a profit maximising firm to be in
equilibrium under imperfect competition:
(i) In the short run
Price
Price
MC

SNP

Marking of Diagrams
Short Run

AC

P1

P&Q
MR

C

C

Long Run

D=AR

W
X

D=AR

MR
Q1

AC

Quantity
Quantity

MC

AC = AR:
Correct
equilibrium:
Lowest point of
AC

Correct

Explanation of short run equilibrium:
equilibrium
Equilibrium/ Profit maximisation occurs at point X where
7 marks
5 marks
MC = MR (MC is rising and cuts MR from below).
The level of output produced is Q 1 and the price the firm
sells this output at is P 1
The average cost of production is shown at point C / not producing at lowest point of AC.
This firm is earning super normal profits because AR > AC.

4 points @ 2 marks each = 8 marks
(ii) In the long run.
Price

MC
AC
C

P2

W
X

MR

D=AR
Quantity

Q2

Explanation of long run equilibrium:
Equilibrium / profit maximisation occurs at point X where MC = MR
(MC is rising and cuts MR from below).
The level of output produced is Q 2 and the price the firm sells this output at is P 2 .
The average cost of production is shown at point C.
This firm is earning normal profits because AR = AC.
The firm is not producing at the lowest point of AC/ this indicates that the firm is wasting scarce
resources.

5 points @ 2 marks each = 10 marks
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(c)

‘Major food retailers in the Irish market, such as Aldi, Dunnes, SuperValu and Tesco, operate under
conditions of Imperfect Competition’.
Do you agree with this statement?
Give reasons for your answer, referring to major food retailers in the Irish market mentioned above.

No, I do not agree with this statement. It is an oligopolistic market because:
1. The industry is dominated by a few large retailers/multiples, who hold a major share
of the market such as Tesco, Dunnes Stores, Superquinn etc.
2. New firms may find it difficult to enter due to barriers to entry such as economies of
scale, brand proliferation and control by existing firms of the channels of distribution.
3. Mutual interdependence between the firms: Firms interact by taking account of each
others marketing / pricing strategies. They are concerned with maintaining or
increasing their share of the total market e.g. the current Tesco and Dunnes Stores
advertising / pricing campaigns.
4. The products sold are close substitutes: Competitive advertising is important as is
heavy ‘product loyalty’ promotion. Various gimmicks are used to attract customers.
Sellers also use ‘brand names’ extensively to maintain consumer loyalty.

2 reasons @15 marks graded
(Development must refer to the food retailers in the Irish market)
Note:
Arguments for imperfect competition from a local market point of view were also accepted
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Question 2 Monopoly
(a)

Explain with the aid of a diagram, the long run equilibrium position for a monopoly firm which seeks to
maximise profits.
(25 marks)

Diagram: 10 marks graded
(a)
P

•
•
•
•
•
•
•
•
•
•

MC
AC
P1
C
E
MR

D = AR

Q1

Price axis
Quantity axis
P1
Q1
C
MC
AC
D = AR
MR
E

Q

1.

Equilibrium
• Occurs at point E where
• MC = MR and MC is rising and cuts MR from below.

2.

Price charge & /Output produced
• The firm produces output Q1 and sells it at price P1 on the market

3.

Cost of production
• The cost of producing this output shown at point C.
• Because AR=AC this represents normal profit.

4.

Super Normal Profits.
• This firm is earning SNP’s – represented by the shaded area above.
• They are earning SNP’s because AR > AC and
• they can continue to earn SNP’s because barriers to entry exist..

5.

Waste of Scarce Resources
• Because the firm is not producing at the lowest point of the AC curve it is
wasting scarce resources.

5 points of explanation at 15 marks graded.
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(b) (i) Define price discrimination.
(ii) Explain three types of price discrimination, using suitable examples in each case

(20 marks)

When the same goods or services are sold to different consumers (in different markets)
at varying ratios between marginal cost and price/the price difference is not due to a
difference in the cost of production.

Definition: 8 marks graded.
(ii) Explain three types of price discrimination, using suitable examples in each case

Type

Explanation

Example

1st Degree

• A monopolist attempts to remove consumer
surplus.
• A monopolist identifies those consumers
who are prepared to pay a higher price and
consequently charges them that higher price.
• This type of price discrimination can occur
in one-to-one confidential services.

Visiting a medical
consultant / solicitor

2nd Degree

• A monopolist gives discounts for bulk
buying

Night Saver Electricity
Magazine subscriptions
3 for 2 offers

3rd Degree

• Consumers have different price elasticities of
demand.
• Consumers with inelastic demand pay a
higher price than consumers with elastic
demand

Business air travel vs.
leisure air travel
Special rates / prices
for students and old
age pensioners.

3 explanations at 4 marks each graded (must include example).
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(c)

(i)
(ii)

State and explain three barriers to entry facing entrants to a monopoly market.
Explain how deregulation could affect:
(i)
Consumers of the good/service;
(ii)
Employees in the industry;
(iii)
Profits of existing firms.

(30 marks)

(i) State and explain three barriers to entry facing entrants to a monopoly market.
1. Legal / Statutory Monopoly
Other firms may not be allowed into the industry because the government confers on a firm the
sole right to supply a particular good or service e.g. Iarnród Éireann.
2. Ownership of a patent / copyright
If a firm has the sole right to a manufacturing process then no other firm can compete with it.
Other firms are not allowed to use this patent until the time period for it has expired.
3. Ownership of raw materials
A firm may have complete control over the source of essential raw materials i.e. an oil drilling
company.
4. Large capital investment
• In some industries the minimum size of a firm required to operate efficiently is so large
that there is no room for competitors once one firm has established itself.
• Competitors are discouraged from entering because of the high initial start-up costs.
5. Trade agreements /collusion/cartels
By entering trade agreements with other firms, a firm can share out the market so that no
competition exists within its segment of the market.
6. Mergers / takeovers
A firm may ensure its survival by merging / taking over other rival firms in the same line of
business, such that it becomes a monopolist and no competition exists within the industry.
7. Monopolies based on fear, force or threats
An individual / firm may stop other individuals/firms providing similar goods/services by means
of threats/force /instilling fear into potential entrants i.e. the supply of illegal drugs.
8. Brand proliferation
A firm may gain monopoly power if, through its advertising, consumers are convinced that there
is no suitable alternative to its particular brands.

3 barriers at 5 marks each graded.
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(a) (i) A firm operating under conditions of perfect competition is a ‘price taker’.
Explain the concept of being a ‘price taker’.

• This means that the individual firm must accept the price as it is set on the market.
• Each firm supplies such a tiny fraction of the market it cannot influence the market price.

6 marks graded.
(ii) Explain, with the aid of labelled diagram, the equilibrium position of a firm in
short run perfect competition.

(25 marks)

MC
AC
A

•

D = AR = MR

P1

•

B

Q1

Diagram
•
•
•
•

MC curve
AC curve
D = AR = MR
Point A

Explanation
•
•
•
•

At point A: MC = MR
The firm produces Q1
Firm will sell this output at P1
Firm will earn SNP’s
because AR > AC.

• P1
• Q1
• Cost is at point B.

19 marks graded.
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(b) With the aid of a labelled diagram (s), explain the impact which the entry of new firms would have on the
market and on the equilibrium position of this firm.
(25 marks)

FIRM

MARKET
P

S1

P

MC
AC

S2

P1

A

P2

P2

D = AR = MR

D
Q2

Q

Q

Market and Individual Firm.
Mkt. Diagram

•
•
•
•
•

D
S1
S2
P1
P2

Firm Diagram
•
•
•
•
•
•
•
•

P axis
Q axis
AC
MC
D = AR = MR
P2
Q2
Equilibrium point

Explanation
Key Points
•
•
•
•

Market supply curve shifts out to the right.
Market price falls / the firm’s D/C falls
Firm will now produce a smaller quantity.
Amount of SNP’s earned will fall / be eliminated.

25 marks graded.
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(c) (i)

Many firms today engage in product differentiation. Explain this underlined term showing, with
suitable examples, how it can be achieved.

(ii) Explain the effect of product differentiation on the AR and MR curves of a firm, which previously
operated under conditions of perfect competition.
(25 marks)

(i) 17 marks graded.
Product Differentiation
The goods which are produced are close substitutes / similar goods / not identical goods.
Product differentiation can be achieved by:
Explanation
Branding
Establishing different and distinctive brand names for the products
Competitive Advertising
Creating differences in the products in the minds of consumers e.g.
through packaging which clearly distinguishes one product from
another
Product innovation
Firms develop their product further (add value) so that it is better or
more advanced than that of competitors.

Example
Nike, Addidas, Reebok
Daz v. Surf
Kellogs Cornflakes
Lyons pyramid tea bags;
Avonmore – super milk.
Fairy detergent – anti
bacterial agents.

(ii) 8 marks graded.
Effect of product differentiation on the AR and MR curves of a firm
As a result of product differentiation:

• A firm’s AR will be downward sloping from left to right.
As products are close substitutes:
If a firm lowers price it can expect to attract some but not all customers from other firms; if the
firm increases prices it may expect to lose some but not all customers – so the firm will sell less at
higher prices and more at lower prices. Consequently the demand curve (AR curve) facing the firm
is downward sloping.
• If AR is falling then MR is also falling and lies below AR. To encourage more customers the firm
must drop the price. The AR Curve is falling. The revenue from the increased sales will be reduced
by the falling revenue on each unit previously sold at a higher price but now at a reduced price.
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State and explain THREE key features of an oligopolistic market.

(15 marks)

1. Few Sellers in the industry.
Because of this each seller can influence the price of the commodity/or the output sold.
2. Interdependence between firms.
Firms in oligopoly do not act independently of each other. They will each take into the account the
likely reactions of their competitors. Hence prices tend to be rigid.
3. Product Differentiation occurs.
The commodities which firms sell are close substitutes. Firms will engage in advertising to
persuade consumers to buy their product rather than a competitor’s product.
4. Barriers to entry.
These are common in an oligopolistic market as existing firms will wish to maintain their share of
the market. Examples of barriers include: high costs of setting up in the industry, brand
proliferation etc.
5. Collusion may occur.
Firms within the industry may meet to control the output in the industry and/or control prices e.g.
OPEC.
6. Non-price competition is more common than price competition.
Due to the fear of how their competitors will react firms tend not to engage in price competition
but rather they engage in non-price competitive measures to gain consumers.
7. Pursuing objectives other than profit maximisation.
Firms may have objectives other than maximizing their profits i.e. increasing their share of the
total market, limiting profits to discourage government investigation, satisfaction with the existing
level of profits (e.g. in a small family business)
3 features x 5 marks each = 15 marks graded
Must state TWO of the first THREE listed features.

(b)

With the aid of ONE clearly labelled diagram:
(i) Explain the shape of the ‘kinked demand curve’ under oligopoly.
(ii) Explain the long run equilibrium position of a firm facing a ‘kinked demand curve’.
(iii) Explain what is meant by the term ‘rigidity of prices’ under a ‘kinked demand curve’. (35 marks)
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Marking scheme: Diagram – 9 marks graded

(i)
!

This firm faces an ELASTIC D/C - demand curve AB
If a firm increases its price other firms leave
their prices unchanged - so this firm will lose many customers.

!

The firm faces an INELASTIC D/C - demand curve XY If a firm lowers its price other firms will match
this price decrease - the firm will gain few additional customers.

(ii)
!
!
!
!

Shape of the demand curve: 8 marks graded

the long run equilibrium position of this firm:

10 marks graded

Equilibrium is achieved where (a) MC = MR & (b) MC is rising.
This occurs at point G in the diagram.
The firm will produce Q1 and sell this output at price P1
Reference to unchanging prices: should costs rise between points D and E then
market price tends to remain constant at P1.
Reference to profits: as barriers to entry may exist, this firm can earn SNPs
if AR exceeds AC.

(iii)

Explain what is meant by the term ‘rigidity of prices’ under a ‘kinked demand curve’

8 marks graded

This occurs when prices tend not to change when costs change in an oligopolist
Industry.
! This is because firms are fearful of the likely reaction of their competitors should they
change prices.
! Between points D & E as MR is constant, if MC changes prices tend not to change.
!
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(c)

(i) Explain THREE types of collusion which may occur in an oligopolistic market.
(ii) Do you believe that the Irish retail market for banking services (e.g. personal current
accounts) operates under oligopolistic conditions? Explain your answer.
(25 marks)

(i)
1. Pricing Policy / Limit Pricing
One firm, with the tacit agreement of others, could reduce prices forcing unwanted entrants out of the industry.

2. Production/output policy
Firms could join together to limit output to certain agreed amounts.

3. Sales Territories.
Firms could divide up the markets between them and agree not to compete in each other’s market segments.

4. Refusal to supply firms.
Firms may not supply those firms who buy from firms not in the cartel.

5. Implicit Collusion
Each firm recognises that behaving as if they were branches of a single firm their joint profits would be higher.
So firms do not provoke their rivals by cutting prices. Instead they try to increase market share by engaging in
non-price competitive measures.

3 forms of collusion at 5 marks each graded.
(ii) Do you believe that the Irish retail market for market for banking services (e.g. personal current
accounts) operates under oligopolistic conditions? Explain your answer.
(25 marks)

The retail market for personal banking services in Ireland operates under oligopolistic
conditions because:
1. Few Sellers.
There are relatively few banks providing personal services within the market e.g. AIB,
Bank of Ireland etc. Even with the entry of new banks these two dominate the market.
2. Interdependence between firms.
The banks do not act independently of each other. They closely take into the account the
likely reactions of their competitors to any changes they may make.
3. Close substitutes.
The services provided are very close substitutes. There is competitive advertising and heavy
‘product loyalty’ promotion. Various gimmicks are used to attract customers.
2 reasons at 5 marks each graded.
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Explanation of long run equilibrium:
1. Equilibrium occurs at point A where MC = MR (and MC is rising and cuts MR from below).
2. The level of output produced is Q1 and the price the firm sells this output at is P1.
3. The average cost of production is shown at point B.
4. This firm is earning normal profits because AR = AC.
5. The firm is not producing at the lowest point of AC (point C).
This indicates that the firm is wasting scarce resources.
(b) (ii) and (iii)
Perfect Competition
1. Both earn Normal Profit
Because AR = AC.

Monopoly
1. Both wasteful of resources
Neither produces at the lowest point of
average cost:
2. Downward sloping D/C
Both must lower P to increase QD
3. Price is greater than MC
Indicates than more of the good could be
produced.

Explanation of long run equilibrium and Part (b) (ii) and (iii): 24 marks graded.
(c)

Consider the retail market for petrol.
Do you believe that this market operates under conditions of imperfect competition?
State reasons for your answers.

(15 marks)

The retail market for petrol operates under conditions of imperfect competition because:
1. There are many sellers of petrol within the market e.g. Shell, Statoil, Maxol.
2. The products sold are close substitutes. There is competitive advertising and heavy ‘product
loyalty’ promotion. Various gimmicks are used to attract customers. Sellers also use ‘brand
names’ extensively to maintain consumer loyalty.
3. Each seller can influence the demand for petrol by altering the price as consumers are
becoming far more sensitive to the price differences for petrol.
15 marks graded.
Note: Arguments for oligopoly market from a national point of view were also accepted.
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Question 1: MONOPOLIES & COMPETITION
2004 Q1
(a) Explain, with the aid of a diagram, the long run equilibrium position of a monopoly firm (25 marks)

Diagram

Marking Scheme
9 marks: 9 x 1 mark each

P

Price axis
Quantity axis
D = AR:
MR
AC
MC

MC

P1

D

AC

C

•B •
A
•E

Point E / Equilibrium point
Output : Q1
Price: P1

D = AR
Q1

MR

Q

Explanation: 16 marks graded
1. Equilibrium
• Occurs at point E where
• MC = MR [and MC is rising]
2. Price / Output
•
The firm produces Q1
•
and sells it at P1
3. Cost / Normal profit
• The cost of producing this output / normal profit is shown at point B
4. SNP’s
• The firm is earning SNP’s of P1CBD
• because AR > AC
)
• or they can continue to exist due to barrier to entry. )
5. Use of Scarce Resources
• The firm is not producing at the lowest point of AC (point A)
• hence this firm is wasting scarce resources / inefficiency
6
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(b)

If firms wish to enter a monopoly market they will face barriers to entry.
Explain THREE of these barriers.

(15 marks)

3 points x 5 marks graded .
1. Legal / Statutory Monopoly.
Other firms may not be allowed into the industry because the government confers on a firm
the sole right to supply a particular good or service i.e. Aer Rianta.
2. Ownership of a patent / copyright.
If a firm has the sole right to a manufacturing process then no other firm can compete with
it. Other firms are not allowed to use this patent until the time period for it has expired.
3. Sole rights to raw materials.
A firm may have complete control over the source of essential raw materials i.e. an oil
drilling company.
4. Large capital investment.
• In some industries the minimum size of a firm required to operate efficiently is so
large that there is no room for competitors once one firm has established itself.
• Competitors are discouraged from entering because of the high initial start-up costs.
5. Trade agreements /collusion – cartels.
By entering trade agreements with other firms, a firm can share out the market so that no
competition exists within its segment of the market.
6. Mergers / takeovers
A firm may ensure their survival by merging / taking over other (rival) firms in the same
line of business - such that it becomes a monopolist and no competition exists within the
industry.
7. Monopolies based on fear, force or threats
An individual / firm may stop other individuals/firms providing similar goods/services by
threats/force – instilling fear into potential entrants i.e. the supply of illegal drugs.
8. Brand proliferation
A firm may gain monopoly power if through its advertising consumers are convinced that
there is no suitable alternative to their particular brands
77
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(c)

If a monopoly firm wishes to engage in price discrimination, certain conditions must apply.
(15 marks)
State and explain THREE of these conditions.

1. Monopoly Power.
If freedom of entry existed into the industry, competitors would enter where the firm was charging
the higher price and earning SNP and this would continue until only normal profit was being earned.

2. Separation of markets.
This is, so that the good bought in the low priced market cannot be offered for resale in the higher
priced market. If it was not possible to separate the markets then the above would occur until no
price difference existed.

3. Different consumer elasticities of demand.
So that consumers with the high price elasticity of demand are charged the lower prices for their
goods e.g. students are assumed to have lower incomes and so are not in the position to pay the full
price for certain goods and services.

4. Consumer Indifference.
The difference in price may be so small that consumers are indifferent and so don't mind paying the
slightly higher price.

5. Lack of awareness by consumers.
Consumers may be simply unaware that the good is available elsewhere at a lower price.

6. Consumer attitudes to the goods.
A consumer may be willing to pay a higher price for a good which they consider to be in fashion /
provide status e.g. young people and their desire for 'branded' products.

3 points x 5 marks graded.
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(d)

Irish semi-state transport companies are facing increasing competition.
Discuss ONE possible advantage and ONE possible disadvantage of this development for:
Consumers AND
Employees of semi-state transport firms.
(20 marks)

CONSUMERS
Advantages
1 x 5 marks graded.
1. Quality of services.

Disadvantages
1 x 5 marks graded.
1. Loss of non-profit making services.

The competition may force the semi-state
Non-profit making services may be discontinued
companies to improve the quality/efficiency of the by the semi-state company in an effort to reduce
service provided.
costs.

2. More competitive prices.

2. Possible reduction in safety standards.

Increased competition may force the firm to offer
consumers more competitive prices.

In the drive towards increased efficiency
shortcuts may be taken resulting in a possible
decline in safety.

3. Increased choice /
availability of services.

3. Decline in standards of service.
The service provided by the semi-state company
may deteriorate in quality in an effort to save
costs.

Consumers may now be able to avail themselves
of a wider choice of services.

4. Disruption to supply of service.
The fear of workers about the effects of
competition may cause them engage in industrial
disputes disrupting the service for consumers.

EMPLOYEES OF SEMI-STATE TRANSPORT COMPANIES
ADVANTAGES
1 x 5 marks graded.
1. More motivated workforce.

DISADVANTAGES
1 x 5 marks graded.
1. Loss of job / reduced job security.

Competition may pressurise the workforce to
become more innovative in their jobs

The biggest risk is the loss of their job through
rationalisation of services.

2. Reward/Incentive for innovation.

2. Changes in conditions of employment
/ Loss of benefits

If the semi-state firm can meet the challenges of
competition, employees may reap more rewards
for their innovation i.e. higher bonuses.

The firm may change the conditions of
employment for its employees resulting in a
worsening of these.

3. Provision of extra services.

3. Curtailment in Pay / Pensions ↑’s

It may now be possible for the company to
aggressively pursue its share of the market,
without state restrictions, ensuring a growth in
employment / additional job security.

The firm may limit the pay / pension increases
due to its employees.

4. Opportunities from settlement packages
Workers might take the opportunity to change
career / use their settlement packages to invest /
start a business.
79
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(a) Outline THREE key features of an oligopolistic market.

(20 marks)

1. Few Sellers dominate the industry.
Because of this sellers can influence the selling price of the commodity/or the output sold.
2. Interdependence of firms.
Firms in oligopoly do not act independently of each other. They will each take into the
account the likely reactions of their competitors; hence prices tend to be rigid.
3. Product Differentiation occurs.
The commodities, which the firms sell, are close substitutes. Firms will engage in
advertising to persuade consumers to buy their product rather than competitors’ products.
4. Barriers to entry.
These are common in an oligopolistic market, as existing firms will wish to maintain their
share of the market. Examples of such barriers include: high costs of setting up in the
industry, brand proliferation etc.
5. Collusion may occur.
Firms within the industry may meet to control the output in the industry and/or control
prices e.g. OPEC.
6. Non-price competition is more common than price competition.
Due to fear of how their competitors will react firms tend not to engage in price competition
but rather engage in non-price competitive measures to gain consumers from rival firms.
7. Pursuing objectives other than profit maximisation.
Firms may have objectives other than maximizing of profits i.e. increasing their share of the
total market, limiting profits to discourage government investigation, satisfaction with the
existing level of profits (e.g. in a small family business)
3 features x 6 marks each graded
Must state TWO of the first THREE listed points.
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Examples:
Petrol/Oil companies - Shell, Statoil, Esso etc.
Motor Car Manufacturers - Ford, General Motors, Nissan etc.
Retail Banks - AIB, Bank of Ireland etc.
Supermarkets - Tesco, Dunnes Stores, Superquinn etc.
Detergent Manufacturers - Proctor & Gamble, Smith & Nephew.
1 example x 2 marks = 2 marks
(b) With the aid of ONE clearly labelled diagram:
(i) Explain the shape of the demand curve facing a firm in oligopoly.
(ii) Explain the relationship between this demand curve and the firm’s marginal
revenue curve.
(iii) Explain the long run equilibrium position of this firm.
(40 marks)
Diagram

Axes
Kinked D/C:AZY
MR
MC
Equilibrium: P1 & Q1

2 marks
2 marks
2 marks
2 marks
2 marks

(i)
Shape of the demand curve:
12 marks graded
• If a firm increases its price other firms leave their prices unchanged - so this firm will
lose many customers. This firm faces an ELASTIC D/C - demand curve AB.
• If a firm lowers its price other firms will match this price decrease - the firm will gain
few additional customers. Hence the firm faces an INELASTIC D/C - demand curve XY.
• If the price leader sets price at point Z then the firm faces a distinct demand curve: AZY,
kinked at point Z.
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(ii) Relationship between this D/C and the firm’s marginal revenue curve:

8 marks graded

• Because the D/C is kinked the firms MR curve consists of 2 distinct parts
• and is constant between point D and point E, so irrespective of what happens to costs the
firms revenue does not change.
(iii) The long run equilibrium position of this firm:

10 marks graded

• Equilibrium is achieved where (a) MC = MR and (b) MC is rising.
This occurs at point G in the diagram.
• The firm will produce Q1 and sell this output at price P1.
Reference to profits position
As barriers to entry may exist this firm can earn SNP’s – if AR exceeds AC.
or
Reference to Price Rigidity
Should costs rise between points D and E the market price tends to remain constant at P1.
(c) Explain THREE methods by which firms in oligopolistic markets may collude.
(15 marks)
1. Pricing policy / Limit Pricing
One firm, with the tacit agreement of others, could reduce prices forcing unwanted
entrants out of the industry.
2. Production/output policy
Firms could join together to limit output to certain agreed amounts.
3. Sales Territories.
Firms could divide up the market between them and agree not to compete in each
other’s market segment.
4. Refusal to supply firms.
Firms may not supply those firms who buy from firms not in the cartel.
3 x 5 marks each graded
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