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INSTRUCTIONS: Answer question one and any other three questions  
      
   
QUESTION ONE (30 MARKS) 

(a) The following demand function for Kirgit Motors product was estimated. 
Qda=-0.75Pa+1.5Pb+0.90y+0.02a+40c+e 

What: Qda is Annual demand for Kirgit Motors’ products. 
Pa IS average annual price for the Kirgit Motor’s products in Kenya Shillings. 
Pb 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=KShs. 1,333,000; Pb=Kshs. 1,050,000; Y=Kshs.20, 000; C= 1.0; and A=Kshs.1,500,000. 

i) Interpret the results of the estimated demand (5 Marks) 
ii) Compute point price elasticity of demand for Kirgit products   (4 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    (5 Marks) 
v) Would it be viable for the firm to continue incurring more expenses on 

advertisement?         (2 Marks) 
vi) Explain some marketing research methods that can be used to analyze demand.  
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(QUESTION TWO (15 MARKS)  

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

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

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

 Qx=15,000-6,000 Px+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 effect a price increase would have on total revenues  (4 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) 

iv) Briefly explain the concept and types of price discrimination   (4 Marks) 

QUESTION THREE (15MARKS)  

a) Consider the following short run algebraic production function for Eclipse Company: 

Q=6X2-0.2X3 

Where: Q is the total product and X is the input. 

Required: 

i) Determine the company’s marginal product     (2 Marks) 

ii) Determine the company’s average product      (2 Marks) 

iii) Determine the levels of output that describe the second stage of production for the 

company. Why is the second stage of production considered to be the economic stage 

of operation?          (4 Marks) 

(b) Explain the relationship between management economics and other subjects and taxation. 

             (6 Marks) 
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QUESTION FOUR (12 MARKS) 

i) The rivalry between the United States and CHINA can be interpreted by the following payoff 

matrix. Each side has the choice of two strategies, aggressive and restrained.  

 CHINA 

  Restrained  Aggressive 

USA Restrained 70, 50 30, 60 

 Aggressive 50, 30 40, 40 

 

i) Does each country have a dominant strategy?      (2 Marks) 

ii) Suppose the two countries move simultaneously, find the Nash equilibrium.  (2 Marks) 

iii) A farm has the following production function 

Q=600L2K2-40LK 

WHERE L=Labour units 

               K=Capital units 

Given the price of labour is 500 shillings per hour and the price of capital is 700 shillings per 

machine hour and the firms cost budget is 50000 shillings. 

Required: 

i) Determine the optimal input combination of capital and labour   (6 Marks) 

ii) Determine the optimal output level       (4 Marks) 

QUESTION FIVE (12 MARKS) 

1) Discuss the managerial decision making process     (4 Marks) 

2) A firm produces and sells product in both domestic and foreign market. The market 

demand functions are given as below 

 Q1=1200-10P1 

  Q2=800-10P2 

Where  

Q1 is the domestic quantity 

Q2 is the foreign quantity 

P1 is the domestic price/unit 
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P2 is the foreign price/unit 

The firms total cost function is given by  

TC=0.05Q2+10,000 

Required:  

i) Determine the price and quantities that maximize the firm’s profits  (2 Marks) 

ii) What is the maximum profit for the firm?     (2 Marks) 

iii)Compute the price elasticities  of demand in both the domestic and foreign market. 

How do the elasticities compare with the prices charged in each market?  (2 Marks) 

iv) A monopolist is known to cause inefficiency. With aid of a well labeled diagram 

explain the dead weight loss in a monopoly      (2 Marks) 

 

 


