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QUESTION ONE

(a) Explain the basic functions of managers. How is managerial

economics useful to them? (9marks)
(b) What are the functions of demand forecasting to business
managers? (6marks)

(¢) A firm has the following demand and supply functions
Demand: Q=25 - 0.5P
Supply : Q=10+1.0P
(i) Find the equilibrium price and quantity of the firm  (3marks)
(1) Express the firm’s supply curve if the government imposes a

specific sales tax of Ksh.3 per unit (3marks)
(iii) Find the equilibrium price and quantity after the imposition of
the tax by the government (4marks)
QUESTION TWO
(a) Explain cost-plus pricing strategy as used by firms and its limitations
, (lOmarks)
(b) Explain the main determmants of costs 1ncurred by firms in the
process of product10n AN A . (Smarks)

QUESTION THREE P

(a) Differentiate betweeﬁ a perfect and monopoly markets in terms of the e

~demand curves’ facing them and then proﬁt maxrmrzauon conditions
- : : - (Smarks)
(b) A 1nonopohst1c firm has the followmg demand and cost functrons
Demand function: - - P=100-2Q :
Cost function: - C=50+40Q . .
Calculate the profit of the firm and prove that it is a maximum -
(10marks)

QUESTION FOUR

~ (a)Explain the importance of production function to management of a
_ firm. ~ (Smarks)
. (b)Using a relevant dlagram explain the law of variable proportion and
"~ its usefulness in management decision making . (10marks)



QUESTION FIVE

In Nairobi City, the movie market is monopolistically competitive. In the
long run, the demand for movies at the casino theatre is given as:
P=5.00-0.002q where “q” is the number of paid admissions in a month.

The average cost function is given by

AC= 6.00-0.004g+0.000001¢>
(a)To maximize profit, what price should the manager of Casino theatre
charge? (Smarks)
(b)What would be the number of paid admissions per month? (Smarks)
(c)How much profit will the firm earn? (Smarks)





