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University Examinations 2018/2019 

FIRST YEAR FIRST SEMESTER EXAMINATION FOR THE DEGREE OF MASTER OF 
BUSINESS ADMINISTRATION 

BFA 5128: MANAGERIAL ECONOMICS     

 DATE: AUGUST 2019         TIME: 3 HOURS 

INSTRUCTIONS: Answer question one and any other three questions  
   
QUESTION ONE (25 MARKS) 

a) The following demand function for Kirgit Motors product was estimated. 

eCAPPQd baa ++++−= 4002.05.175.0  

Where: aQd is Annual demand for Kirgit Motor’s products. 

aP is average annual price for the Kirgit Motor’s products in Kenya Shillings. 

bP is average annual price for the competing firms’ products. 

Y is income per capita. 

C is index for credit availability. 

A is annual advertising expenditure  

Assume that the independent variables take the following values: 

Pa=Ksh.1,333,000; Pb=Ksh.1,050,000; Y=Ksh.20,000; C=1.0; and A=Ksh.1,500,000. 

(i) Interpret the results of the estimated demand.     (5 Marks) 

(ii)  Compute point price elasticity of demand for Kirgit products.   (3 Marks) 

(iii) Calculate the point cross-elasticity of demand.     (2 Marks) 

(iv) At the current price level, what effect would an increase in price of the firm’s products 

have on total revenue?  Support your answer.     (3 Marks) 
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(v) Would it be viable for the firm to continue incurring more expenses on advertisement?  

Support your answer.        (3 Marks) 

b) Suppose that the cost equation for a monopolist is given by 

TC=500+20Q2 

Let the demand equation be given by  

P=400-20Q. 

Find the profit-maximizing price and output for a monopolist.    (4 Marks) 

c) Discuss the role of managerial economist to a firm.     (4 Marks) 

QUESTION TWO (12 MARKS) 

The management of Timau Flower Company is concerned about the costs incurred in flower 

production at Timau and is contemplating transferring production activities at Nyahururu where the 

variable costs per unit are lower but the Timau Municipality is persuading them to stay to save on jobs.  

However, the company statisticians seek to prove to the municipality that they have to reciprocate by 

lowering the electricity and levy cost.  Use the following data on volume of flower sticks produced 

and the corresponding total costs and answer the questions that follow: 

 Production volume (sticks) Total Costs 

 200    2000 

 225    2500 

 275    2700 

 300    2950 

 350    3200 

 375    3500 

a) Determine the estimated regression equation that could be used by Timau to predict the total 

cost for a given production volume in Timau.      (4 Marks) 

b) What is the variable cost per stick produced at Timau?  The variable cost in Nyahururu is 

Ksh.6.5 is Timau’s consideration justified?       (4 Marks) 

c) Given the production schedule of 650 sticks for the valentines festivals this February,  what 

will it cost Timau Limited?        (4 Marks) 
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QUESTION THREE (12 MARKS) 

a) The R.J Smith Corporation is a publisher of romance novels.  The Corporation hires and 

Economist to determine the demand for its product.  After months of hardwork the analyst tells 

the company that demands for the firm’s novels (Qx) is given by the following equation.  

Qx=15,000-6,000Px+10Y+700Pc. 

Where Px is the price charges for the R.J. Smith Novels, y is the income per capita, and Pc is 

the price of books from competing publishers. 

Using the information the company’s managers want you to: 

(i) Determine what affect a price increase would have on total revenues. (3 Marks) 

(ii)  Evaluate how sale of the novels would change during a period of rising 

incomes.         (2 Marks) 

(iii)Assess the probable impact if competing publishers raise their prices.  

         (2 Marks) 

b) Briefly explain the various steps involved in estimating demand by regression analysis.  

           (3 Marks) 

c) Clearly distinguish between consumer clinic and market experiments.   (2 Marks) 

QUESTION FOUR (12 MARKS) 

a) Between 1999 and 2000, the quantity of automobiles produced and sold declined by 20 

percent.  During this period, the real price of cars increased by 5 percent, real income levels 

declined by 2 percent and the real cost of gasoline increased by 20 percent.  Given that the 

income elasticity of demand is +1.5 and the cross-price elasticity of gasoline and cars is -0.3; 

(i) Compute the impact of the decline in real income on the demand for cars.  (3 Marks) 

(ii)  Compute the impact of the gasoline price increase on the demand for cars.  (3 Marks) 

(iii) Compute the price elasticity of demand for cars during this period.  (4 Marks) 

b) Explain the differences between price elasticity and income elasticity of demand and highlight 

their importance in managerial economics.      (2 Marks)   

QUESTION FIVE (12 MARKS) 

a) Two banks are operating in a duopolistic market, and each is considering whether to cut their 

interest rates or leave them the same.  They have the following payoff matrix: 
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  Bank B 

  Maintain rate Cut rate 

 

Bank A 

Maintain rate  (200,200) (80,280) 

Cut rate  (280,80) (120,120) 

 

Required: 

(i) Does either bank have a dominant strategy?     (4 Marks) 

(ii)  Does the above game represent a Prisoner’s Dilemma?  Explain.   (2 Marks) 

(iii) Is there any way in which the two banks can achieve co-operation? (2 Marks) 

b) Discuss the managerial decision making process.     (4 Marks) 

  


