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Answer Question ONE (compulsory) and ANY OTHER THREE questions 
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EXAMINATION CHEATING IS A CRIME

QUESTION ONE
1. Differentiate between Monopoly and Monopsony as used in the study of market structures 								    (2 marks)
1. A country X is experiencing a decline in its output and economic growth. Explain any two constraints that could be contributing to this decline in economic production	            				              (4 marks)
1. Differentiate between market and command economic systems      (2 marks)

1. The diagram below shows a PPF curve in which the vertical and horizontal axes show the quantity of Beans and Maize respectively that can be produced at any given point.
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		Explain what happens to production at;
i. Point A  							               (1 mark)
ii. Point B 								     (1 mark)
iii. Point C 								     (2 mark)
iv. Point M 								     (2 mark)
1. With an illustration in each case differentiate between a theory and a model as used in the methodology of microeconomics study.                    (2 marks) 
1. Given the following demand function;

Qx = 200 – 2Px + 0.5Py - + 0.9M   and   Px = 20, Py = 10, M = 100

i. Compute the Own price elasticity of demand                         (3marks)

ii. Based on the answer to part (i), state with reasons, the relationship between good X and Y                                                           (2 marks)
iii. Highlight any TWO importance of the concept elasticity of demand								                        (2 marks)
1. State the condition under which the profit is maximized in a competitive market       								              (2 marks)
QUESTION TWO
a) Distinguish between positive and normative economic approaches as two of the economic methodologies used in the study of economics.   (3 marks)

b) Given that; 
U =  X1 X2     and M = P1 X1 + P2 X2
i. Derive the demand function for good X which will maximize consumer utility              							            (7 marks)

ii. Given M = 1000 and P2 = Kshs. 50, find X2                                                (2 marks)

c) Highlight any THREE properties of indifference curves                 (3 marks)
QUESTION THREE
1. Discuss the THREE stages of production and recommend with reasons which at which stage production should take place  (9 marks)

1. State and prove the Euler’s theorem given Q = L0.5 K0.5      (4 marks)

1. Determine whether the following statements are true or false as conditions for equilibrium of the firm;

i. The isoquant must be concave to the origin (1 mark)

ii. The slope of the isoquant line must be equal to the slope of the isocost 				     (1 mark)


QUESTION FOUR
a) With an example in each case, differentiate between joint and competitive demand 									   (3 marks)  
b) The monthly demand and supply curves for beef in Tourist Hotel are given by the following equations;

Qd = 3500 – 7P;    Qs = -1500 + 3P

i. Find the equilibrium price and quantity in the market for beef in Tourist Hotel                                                                                     (3 marks)

ii. If the price fell by Shs. 50 per month, calculate the shortage or surplus in the market   					                        (2 marks)

iii. With an aid of a diagram illustrate how a decrease in consumer taste for beef might affect the market for beef at Tourist Hotel	(2 marks)

c) Using a diagram, explain the relationship between marginal product and average product under short-run production analysis.                      (5 marks)
QUESTION FIVE
1. Explain any TWO major forms of imperfect competition under market structures.				       					    (4 marks)
1. Differentiate between the following;
i. Point and Arch elasticities as types of Own price elasticity (2 marks)

ii. Producer and consumer surplus   				   (2 marks)
1. The supply of rental houses for Tom Mboya university college students is currently low compared to demand. Explain any THREE factors that could be contributing to this							    (6 marks)
1. What would happen to the price paid by the consumer for a commodity whose demand curve is perfectly elastic and the supply curve perfectly inelastic a sale’s tax is imposed by the government on such a commodity?                      (1 marks)
QUESTION SIX
1. Using clear illustrations, discuss the cobweb model and its implication in the production cycle.								 (15 marks)               
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