
COURSETITLE:PRINCIPLESOFMICROECONOMICS

COURSECODE:ECON101

INSTRUCTIONS

 QuestiononeinsectionAiscompulsory.

 AnsweranyothertwoquestionsfromsectionB.

SECTIONA

QuestionOne

 Brieflydiscusstheassumptionsofindifferencecurves.What

istheirapplicationineconomics?Arethereanycriticism

concerningtheuseofindifferencecurves?Explain.

     (10

marks)

 Supposeafirm increasesthepriceofitsproductby2%andthe

quantitydemandeddecreasesby3%;whatisthepriceelasticityof

demand?(Writedowntheformulaandsolve).Interprettheresult.

  (10

Marks)

 Usingarelevantdiagram,illustratethe

lawofdiminishingreturns.

                   (10

Marks)

SECTIONB

QuestionTwo

 Howistheconceptofequilibrium relatedtoallocative

efficiency?Illustrateusingarelevantdiagram.

      (10

Marks)

 Giventhefollowingfunctions,determineP*andQ*
    (10Marks)

Qd=14-2P



Qs=2+4P

QuestionThree

 Does the Kenyan economy have any

monopolies? Giving examples where

applicable,discussthemainfeaturesofa

monopoly,anditssources.

            (14

Marks)

 Giventhatafirmoperatesinacompetitive

market.ShowthatAR=P.

            (6

Marks)

QuestionFour

 UsingaPPFcurve,showthefollowing:

 Scarcity.

 Increasingopportunitycost.

 Productive/technologicalefficiency.
      (14marks)

 CanthePPFbeusedtoshowallocativeefficiency?Explain.
(6Marks)

QuestionFive

Supposeanindustryhasonlyonefirmandthecostfunctionisgivenby:

C=200+10Q2

Whilethedemandfunctionfortheindustryis:

P=220–Q



 Findtheprofitmaximizingoutputandusethesecond

orderconditiontoconfirmtheanswer.

       (10

marks)

 Findtheprofitforthefirm.
            (10Marks)


