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INSTRUCTIONS:  Answer question one and any other two questions. 

 

QUESTION ONE (30 MARKS) 

a) Differentiate between the following terms used in microeconomics. Make use of diagrams 

where necessary.        (10 Marks)  

(i) Marginal rate of technical substitution & Elasticity of substitution (2 Marks) 

(ii) Isocost & Isoquant       (2 Marks) 

(iii) Budget set and Production set      (2 Marks)  

(iv) Monopoly & Monopolistic competition    (2 Marks) 

(v) Non linear pricing and perfect price discrimination   (2 Marks) 

b) Briefly explain what is oligopolistic market & why its demand curve kinked.(4 Marks) 

c) Discuss the properties of technology.      (6 Marks) 

d) A customer’s demand function for good X1 is given by; 

X1 =  
𝑀

2𝑃1 ― 𝑃2

where  is the price of good X1 and  is the price of related good. The consumer has an 𝑃1 𝑃2

income of Ksh 1,000 to spend and   is Ksh. 10. If the price of  rises from Ksh. 30, find  𝑃2 𝑋1
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the total effect of the price change and decompose it into substitution and income effects. 

           (10 Marks) 

QUESTION TWO (20 MARKS) 

a) A Cobb-Douglas production function for a firm is given as  𝑄 = 𝐴𝐿 ∝  𝐾1 ―  ∝

where:  Q = Output 

   K = Capital 

   L = Labour 

          Required: 

(i) Is the function homogeneous? Show your workings.    (2 Marks) 

(ii) Interpret A and   in the above function.     (3 Marks) ∝

(iii) Show that the above function exhibits constant returns to scale.  (2 Marks) 

(iv) Find the elasticity of substitution for the above function.   (5 Marks) 

b) Explain the conditions of cost minimization.     (4 Marks) 

c) Explain briefly the factors that determine the price discrimination.  (4 Marks) 

QUESTION THREE (20 MARKS) 

a)  Using a well labeled diagram, explain the statement that the price will be higher and the 

output lower if a firm behaves monopolistically rather than competitively. (10 Marks) 

b) Consider a perfect competitor who has the following demand function P = 140 – 4Q. In 

addition suppose that the total cost function is given as TC= 10 + 5Q2. Find his equilibrium 

price (P) and quantity (Q). What is his maximum profit?   (10 Marks) 

QUESTION FOUR (20 MARKS) 

a) Peter  consumers two goods X and Y. His utility function is given as U = + . The price 𝑥2  𝑦2

for good X & Y are  respectively. Peter’s total income is given by M. 𝑃1 𝑎𝑛𝑑 𝑃2

Required: 

(i)  Write an expression for Peter’s budget constraint & state his problem given that he 

is a rational consumer.       (2 Marks) 
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(ii) Given that  = Sh.5,  = sh. 10 and M = Sh. 100. Calculate the quantities of X 𝑃1 𝑃2

and Y that maximizes Peter’s utility. Hence, calculate Peter’s maximum utility. 

(9 Marks) 

b) Read each of the following statements carefully and for each, state whether it is True,False 

or Uncertain. Briefly explain your answer. 

(i) In the case of Convex Consumer Preferences, any point that satisfies the tangency 

condition must be an optimal point.     (3 Marks) 

(ii) Profit maximization by the firm ensures that every factor of production is paid the 

value for its marginal productivity.     (3 Marks) 

(iii) An economic situation is Pareto efficient if there is no way to make any person 

better-off without hurting anybody else.    (3 Marks) 

 

 


