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ANSWER  ALL QUESTIONS  N SECTION A AND ANY  TWO IN SECTION B
==========================================================
SECTION A: [60 MARKS] [ANSWER ALL QUESTIONS IN THIS SECTION 
QUESTION ONE 
Differentiate  the following concepts: 
(a) Supply  and quantity  supplied   					[2 marks]
(b) Indifference curve  an asquint  curve   				 [ 2 marks]
(c) Marginal  rate of substitution   and marginal rate of technical  substitution 										 [2 marks]
(d) Substitution effect  and income effect of price change   [4 marks]

QUESTION TWO
Explain  five factors  that influence  the  consumer’s  willingness and ability to buy  a particular  commodity  in a perfectly  competitive  market.  [10 marks]

QUESTION THREE 
(a) Explain three properties  of consumer preference    [6 marks]
(b) Given  Qd=500-4p  and Qs=-100+2p
Required: 
(i) Derive the inverse demand and inverse supply functions [2 marks]
(ii) Calculate the equilibrium price and quantity    [2 marks]



QUESTION FOUR

(a) Given the utility  function of a consumer as u(x,y) =xy. The price  of x is  kshs. 20 and the price  of y is kshs. 25.  The income  of the consumer is kshs. 1000.  Calculate  the optimal bundle  that will maximize  the consumers level of utility.								[7 marks]
(b) Briefly, explain   three forms of returns  to scale   [3 marks]

QUESTION FIVE  
(a) With  the help of a diagram, explain  the relationship between average  product  and marginal  product   [4 marks]
(b) A consumer  has   an initial  income of ksh. 800 to spent  on two goods x and y.  the unit  of  good x is shs 10  while  that of good y is shs.  200.  Plot  the budget  line facing  the consumer  and show the effect of a value tax (t) on commodity x.  [6 marks]

QUESTION SIX 

(a) Mathematically show the  relationship between price elasticity and marginal revenue   [4 marks]
(b) 
Given that a consumer   faces the following demand function for  commodity x:  

The level of the consumer income (m) is 120.  In January the price of  x was  kshs. 3 and in February  the price falls to kshs  2.  

Required:
(a)  Calculate  the total change in demand  for x in February  [2 marks]
(b) Calculate the substitution effect  [4 marks]

SECTION B: 40 MARKS  ANSWER TWO QUESTIONS  IN THIS SECTION 
QUESTION SEVEN 

(a)  With the help of a diagram, explain  how resources are allocated under monopoly.   [10 marks]
(b) 
Given the following production function 
(i) Find  the MPL and the MPK  [4 marks]
(ii) Calculate the marginal rate of  technical substitution  [4 marks]


QUESTION EIGHT 


Given  the utility  function of a consumer as  and  as  his budget  line, using the Lagrange  method:

(a)  Define  the ordinary demand function  for commodity x and y   [15 marks]
(b) 

If   and 1=100, find the specific  quantities of the consumers  optional  bundle  [5 marks]

QUESTION NINE 
(a) Using  appropriate graphs ,  explain  the three stages  of production    [9 marks]

(b) Suppose a perfectly  competitive  firm faces  the following  demand for its  product, P=32-2a  and the firms  total cost of production  and marketing is C=2Q2, 	
Required: 

(i) State  the conditions  necessary for profit  maximization   [2 marks]
(ii)  Calculate  the equilibrium price and quantify for the firm    [5 marks]
(iii) Calculate the maximum profit  /loss realized   [4 marks]
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