Exercise walk-through

Different market structures

A-Level Economics



The Microeconomy

L Market structures

|dentify structure from evidence, not profit alone

Three illustrative markets

A: many small farms sell the same grade of wheat; each accepts the market price. B: many
cafes sell different menus and service, with easy entry. C: three airlines watch each other’s
fares and face costly entry.

Name the closest model for each. Does a reported loss prove that a firm is not a monopoly?



The Microeconomy

L Market structures

|dentify structure from evidence, not profit alone

Three illustrative markets

A: many small farms sell the same grade of wheat; each accepts the market price. B: many
cafes sell different menus and service, with easy entry. C: three airlines watch each other’s
fares and face costly entry.

Name the closest model for each. Does a reported loss prove that a firm is not a monopoly?

Use the number and size of sellers, product differences and barriers. Profit is an outcome that
also depends on demand and cost.



The Microeconomy

L Market structures

Market structures describe conditions, not guaranteed profits

A fits perfect competition ; B fits monopolistic competition ; C fits
oligopoly . Real markets may only approximate these models.

A monopoly has one seller in the relevant market. Barriers to entry can
protect profit, but weak demand or high costs can still cause a loss.

Product differentiation gives some price-setting power; oligopoly adds
interdependence. A cartel is an agreement between firms, not a necessary feature of
oligopoly.

Potential entry matters too: even one seller may face a credible threat from new suppliers.
Always define the product and geographical market first.



The Microeconomy

L Market structures

A competitive firm takes price; the market determines it

One small farm, unchanged market price

The market price is £10 per unit. The farm can sell 4 or 5 units per day without changing
that price. Find TR, AR and MR for the extra unit. Would the whole market's demand

curve be horizontal too?



The Microeconomy

L Market structures

A competitive firm takes price; the market determines it

One small farm, unchanged market price

The market price is £10 per unit. The farm can sell 4 or 5 units per day without changing
that price. Find TR, AR and MR for the extra unit. Would the whole market's demand

curve be horizontal too?

Distinguish one firm's sales from total market sales. Market demand and supply determine the
price this firm accepts.



A-Level Economics

Exercises 2.1:2.3

2.1 State two features of perfect competition.

2.2 Define the term price discrimination.

2.3 State why a monopoly can earn supernormal profit in the long run.



A-Level Economics

Exercises 2.1:2.3

2.1 State two features of perfect competition. 2]

2.1

o any two of: very many firms; no barriers to entry; identical (homogeneous) product;
firms are price takers; perfect information (1 4 1)

2.2 Define the term price discrimination. 2]

2.2

o charging different consumers different prices for the same good (2 for a clear definition;
1 for a partial idea)

2.3 State why a monopoly can earn supernormal profit in the long run. 1]

2.3

+ because high barriers to entry stop new firms competing the profit away (1)



A-Level Economics

Exercises 3.1-3.2

3.1 In long-run equilibrium, a perfectly competitive firm earns:

D A supernormal profit
B normal profit only

C subnormal profit
D zero revenue

3.2 Using a diagram, explain how a monopoly can earn supernormal profit.



A-Level Economics

Exercises 3.1-3.2

3.1 In long-run equilibrium, a perfectly competitive firm earns: 1]

A supernormal profit
B normal profit only
C subnormal profit
D zero revenue

3.1 B

o Free entry competes profit down to normal in the long run

3.2 Using a diagram, explain how a monopoly can earn supernormal profit. 8]

3.2

o [8/ AO11 + AO3 diagram up to 4 (AR/MR, MC, ATC; output where MC = MR;
price read off AR above ATC; supernormal profit shaded) + AO2/AO3 up to 3 — the
monopoly produces where MC = MR, then charges the higher price buyers will pay

o price exceeds average cost

o the firm earns supernormal profit, protected by barriers to entry



A-Level Economics

Exercise 3.3

3.3 Discuss whether a monopoly is always worse for society than perfect competition.[12]
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Exercise 3.3

3.3 Discuss whether a monopoly is always worse for society than perfect competition.[12]

3.3

o [12] AO1/AO2/AO3 up to 8 + AO4 up to 4. Against monopoly: higher prices,
lower output, allocative and productive inefficiency, possible complacency. For monop:
economies of scale can lower costs, supernormal profit can fund research (dynamic effi-
ciency), and a natural monopoly avoids wasteful duplication. Judgement: monopoly is
not always worse — it depends on whether economies of scale and innovation outweigh
the higher price and inefficiency, and on regulation



