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INSTRUCTIONS: Answer Question One and Any Other Two Questions

QUESTION ONE (30 marks) – compulsory 
a) Suppose you have a constrained profit problem as follows:
 Subject to: 

Required:
Use lagragian multiplier methods find the values of X, Y and λ hence find the maximum profit without the multiplier.					(10marks)
b) With the aid of graphs explain the properties of indifference curve.	(10marks)
c) Define the nature and scope of microeconomics 				(5marks)
d) Using a labelled diagram explain the concept of general equilibrium.	(5marks)

QUESTION TWO (20 marks)
a) A monopolist faces the following average revenue (demand) function
P=140-2Q where P is price (average revenue) and Q is quantity.
His total cost is . Where TC is total cost and Q is output. 
Required;
Determine the profit maximization output and price.			(5marks)
b) Using the information provided in two b above, compute the profit or loss the monopolist is earning and comments on your results.			(5marks)
c) Discuss the assumptions of the cardinal approach to utility 		(10marks)
							

QUESTION THREE (20 marks)
a) Define monopoly and with the aid of diagram explain how a monopolist determines his profit maximizing output and price.					(10marks)
b) You are given the following functions;
Q=40+4P and Q=100-2P
Where Q represents quantity and P is price of a commodity.
i) Which function represents a demand curve? A supply curve? And why?										(2marks)
ii) Determine the equilibrium price and quantity. With the aid of a diagram show the equilibrium point.						(5marks)
iii) If the demand curve changes to Q=160-2P with no change in supply determine the new equilibrium price and quantity using a diagram.											(5marks)
iv) Explain the four factors that could have caused the change in demand in (iii) above.									(3marks)
QUESTION FOUR (20 marks)
a) Define the term externalities and hence discuss negative externalities and clearly give the various forms of negative externalities.				(10marks)
b) Define the term economic model and explain the importance of mathematics in the study of economics 								(5marks)
c) [bookmark: _GoBack]Prove that MR=MC at maximum profits. 					(5marks)
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