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Read the instructions provided below carefully;

i) Do NOT write on this question paper.
ii) This question paper contains SIX questions.
iii) Answer question ONE (COMPULSORY) and ANY OTHER THREE questions of your choice.  
iv) Marks allocated to each question is shown at the end of the question. (Question one carries 25 marks and the rest 15 marks each)
v) Show ALL your workings in the answer booklet provided.




[bookmark: _GoBack]QUESTION ONE
a) Distinguish between own-price elasticity of demand and cross - elasticity of demand.                                                                              (4marks)                                                                                                      
b) The demand for a commodity is 5 units when the price is sh. 1,000 per unit. When price per unit falls to Sh. 600 the demand rises to 6 units. Compute the point and arc elasticity of demand.                                    (4 marks)
c) A monopoly firm is faced with the following demand function P = 13 – 0.5Q. The Marginal Cost function for the firm is given by 3 + 4Q and the total fixed cost is 4. 
Determine: 
i) The profit maximizing output.                                        (4 marks) 
ii) The level of supernormal profit if any.                          (3 marks) 
iii) The output level at the break-even point.                          (2 marks) 
d) The table below shows the demand and supply schedules for a product. 
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Required:
Plot the demand and supply curves and determine the equilibrium price and quantity.                                                                                            (8 marks)

QUESTION TWO
a) State the law of diminishing marginal utility.                                    (2 marks)
b) If Mrs. Breader views butter and margarine as perfect substitutes, draw a set of indifference curves that describe her preference for these two commodities.                                                                             (4 marks)
c) The utility (U) obtained by Olympia by consuming food (F) and shelter (S) is given by utility function U = FS.
i). Draw the indifference curves associated with utility levels of 12 and 24 utils.                                                                         (4marks)                                                                                        
ii). If food costs Sh. 100 per unit and shelter Sh. 300 per unit and Olympia‟s monthly income equals Sh.1,200 to be spent entirely on these two commodities use graphical methods to determine the Utility maximizing choice of food and shelter for this household.                                             								(5marks)
                                                                                          



QUESTION THREE

The following economic functions have been derived by the Finance Manager of the Kenya Tea Limited: 
     and   ; where P represents price and Q is quantity

Required:
a) Which of the two functions represents a demand curve, supply curve and why?                                                                                                (3 marks)
b) At what values of price and quantity is the market in equilibrium?  (5 marks)
c) Explain, with the aid of a diagram, the effect on the demand and supply functions indicated in (a) above of a simultaneous decrease in cost of production and an increase in the price of a complementary good.   (7 marks)                                

QUESTION FOUR
a) Explain the factors of production?                                             (4 marks) 

b) Explain the meaning of mobility of factors of production. To what extent are factors of production mobile.                                                     (5 marks) 

c) State the aspects of significance of factor mobility.                      (2 marks) 

d) What policy recommendations would you suggest to reduce regional development imbalances if any in developing countries?            (4 marks)










QUESTION FIVE

a) What is “Oligopoly”?                                                                         (2 marks)
b) Using a well-illustrated diagram, explain why prices are “sticky” downwards under an oligopolistic market structure.                                             (8 marks)
c) Using a well-illustrated diagram, show that a monopolist can make losses in the short-run even when MC = MR.                                                 (5 marks)


QUESTION SIX

a) Explain the meaning of the term “Price Control”.                            (2 marks) 
b) Explain the circumstances under which price control is considered necessary.                 
                                                                                                           (4 marks) 
c) With the aid of well-labeled diagrams, distinguish between price floors and price ceilings.                                                                                     (6 marks) 
d) What are the major consequences of any three of the price control measures? 
                                                                                                           (3 marks) 
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Price (Sh. Per Kg) Demand (Kg) ~ Supply (Kg)

10 100 20
20 85 36
30 70 53
40 55 70
50 40 87
60 25 103

70 10 120




