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Answer two questions.

1 Income has been rising in Australia. However, butter production has dropped by 18
per cent between 2016 and 2017 due to the diversion of milk fat towards production of
more profitable dairy products such as cheese and cream.

Assess how consumers and producers in the market for butter and its related markets
might be affected by these events. [25]

2 In some markets, many small firms co-exist with large firms. While big coffee joints
such as Costa Coffee, Starbucks and Coffee Bean and Tea Leaf continue to expand,
smaller independent coffee shops sellling artisan coffee are also seeing a sales boon.
In other markets, there is dominance of large firms.

(a) Explain possible reasons why some markets comprise of only large firms while in
other markets, small firms can co-exist with large firms. [10]

(b) Discuss whether consumers might win or lose when a market becomes
dominated by a few large firms. [15]

3 (a) Using examples, explain why markets might fail where there is imperfect
information and where there is asymmetric information. [10]

(b) Evaluate the policies that governments may adopt to correct for the above types
of market failure. [15]
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