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QUESTION ONE
1. Explain the importance of opportunity cost in resource allocation                       	(2 marks)
1. Highlight any TWO criticisms of Adam’s wealth definition of economics 	       	(2 marks)
1. Given the following demand function;
Qx = 200 – 2Px + 0.5Py + 0.9M   and   Px = 25, Py = 10, M = 50
i. Compute the cross price elasticity of demand                       		       	(4 marks)
ii. Based on the answer to part (i), state with reasons the relationship between good X and Y                                                           			       							(2 marks)
iii. Highlight any THREE importance of the concept elasticity of demand  	(3 marks)
1. Explain the condition under which the profit is maximized in a competitive market       								              		       		(2 marks)
1. With the aid of a well labeled production possibility frontier (PPF) curve, explain how it can be of help in resource allocation    		   			       			(6 marks)
1. State any TWO conditions for the equilibrium of the firm			       	(2 marks)
1. Define the term “elasticity of supply” 			                               	(2 marks)

QUESTION TWO
a) Indicate whether the following statements are true or false.    	
i. If the demand curve is perfectly inelastic, the tax incidence will tentatively fall on the sellers							                     		(1 mark)
ii. If the supply curve is perfectly elastic, the tax incidence tentatively falls on the buyers									         		(1 mark)
iii. Monopolistic firms always choose their price that equals the marginal cost   
         	(1 mark)

b) Given the following demand and supply functions: 
Qd = 3550 – 266P;    Qs = 1526 + 240P, find equilibrium price and quantity      	(3 marks)
c) Using a diagram, explain the relationship between marginal product and average product under short-run production analysis.                     				       		(5 marks)
d) Explain any TWO assumptions of Cardinalist approach to consumer utility problem  	
						      				       	(4 marks)
QUESTION THREE
a) Highlight any TWO properties of indifference curves                             	(2 marks)
b) Explain any TWO factors that affect elasticity of demand                       	(4 marks)
c) Explain the nature of Engel’s curve        			                   	(5 marks)
d) State and prove the Euler’s theorem given Q = L0.5 K0.5                           	(4 marks)

QUESTION FOUR
1. State say’s law  								         	(1 mark)
1. Differentiate between the following;
i. Monopolistic competition and perfect competition 			       	(2 marks)
ii. Stable and unstable equilibrium 				                   	(2 marks)
iii. Consumer and producer surplus  					       	(2 marks)	
1. Discuss any FOUR factors responsible for a shift in demand curve to the right  	(8 marks)
QUESTION FIVE
a) With examples, distinguish between joint demand and composite demand        	(2 marks)
b) Highlight any FOUR circumstances under which disequilibrium exists in the market									   		       		(4 marks)
c) Given that; 
U =  X1 X2     
    s.t
                   M = P1 X1 + P2 X2
i. Derive the demand function for good X which will maximize consumer utility              					              			       		(7 marks)
ii. Given X2  = 20 and  M = 600 find  P2                                                                                    	(2 marks)

QUESTION SIX
1.   Define the term isoquant 							       	(2 marks)
1. Differentiate between technical efficiency and economic efficiency as applied in production 							   		       			(2 marks)
1. State the law of diminishing marginal returns    		                               	(2 marks)
1. With the aid of a clear illustration/diagram, discuss the THREE stages of production							                                                       		(9 marks)  
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