CB2400 Micro-Economics 
Essay Question
Monopoly
Intended Learning Outcomes
The “Essay Questions” help you attain the following intended learning outcomes:

· Identify concepts you have learned which are relevant to the real-world economic case.
· Apply these concepts to the case.
Essay Question
The following information is extracted from two articles in South China Morning Post2 concerning a 9.2% rise in tariff by China Light and Power (CLP) which is the largest power producer and the supplier of electricity to the New Territories, Kowloon and Lantau Island.

“The companies (CLP) have blamed soaring operating and fuel costs for the increases.”

“Residential customers hardest hit by CLP plan to raise tariffs and make them more progressive, but businesses also face paying more, and may pass on rise to customers”

“One restaurateur said his company was prepared to raise menu prices, as the increase in their monthly electricity bills would probably exceed HK$200,000. Wu (owner of the restaurant) said the company had seen large rises in rents and wages last year and the new charges would erode what profits it could still manage.”

“… a small business consuming 5,000 kWh (unit of electricity) a month would pay HK$5,605, a 9 per cent increase over its current HK$5,140 bill.”

“Bulk users consuming 20,000 units per month … the unit price they pay would increase by up to 9 per cent.”

2 Sources: Homes with high power use face 20pc bigger bills, South China Morning Post, 15 December 2011. Power firms defiant on bills, South China Morning Post, 17 December 2011.

Based on the information above, answer the following question with the aid of diagrams. State clearly your assumptions.
Question: Explain the effect of the sharp increase in electricity tariff on the residential consumers and the businesses with high usage of electricity. 

