Question 1 (20 marks)

Monopoly firm always introduce price discrimination in the market. Using an appropriate
diagram, clearly show how does the monopoly firm setup their price range in the market and
how its relate to price discrimination.

1 st Degree PD

e A monopoly firm means that the company has dominated a certain market
and does not have many competitions with other companies to get sales.

e This advantage can be used by monopoly companies to act as a price
maker.

e They can discriminate the price so that they can maximise the profit and
reduce the deadweight loss.

e Monopolistic companies cannot discriminate on price because they have
many market competitors.

o For example, 'zoo negara' has set different prices for customers with
different age categories where the ticket price for adults with malaysian
citizenship is RM45.00 and children is RM18.00 while senior citizens are
RM23.00.

o This indicates that the ‘zoo negara’ can actually operate for RM18 but they
choose to sell tickets at varying prices or in another word, discriminating
price.

e Inaddition, another example is Malaysia Airlines. The company offers a
variety of prices that based on the level of comfort in a particular seat. they
offer economy seats at low or moderate prices while bussiness seats at
high prices and first class seats at a very high prices.

o They will provide different choices of food and drink for each type of seat.

o Customers in economy seats can only choose between two types of food
and beverage during the flight while customers in bussiness and first class
seats can choose various foods according to their tastes.
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Question 2 (20 marks)

The perfect competitive firm always receive ‘zero profit’ in the market. Explain in detail using
diagrams, why this market structure always facing this issue.
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Based on the question, we can say that the perfect competitive firm always
receive zero profit because in the long-run, the firm profit can’t be
sustained. The arrival of new firms in the market will causes the demand
curve of each firm to shift downward which will eventually decrease the
price.

From these, the firm in the market will get zero profit due to the presence
of other firms in the market.

For example, the stall that sells fruit in R&R highway. Each fruit stall has to
sell its products at the same price as the competitor’s price to get sales. If
one of the competitors decide to decrease price, the equilibrium price also
will decrease and the other firms must follow the equilibrium price in
order to avoid negative profit.



