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

To continue our attempt to identify causes of market failure we can separate new knowledge 

from its application in a variety of innovations and then consider another useful economic model 

of commercial innovation that of a private good with externalities. Production externalities arise 

when the profit-seeking activities of one firm create positive or negative effects for other firms 

and where these side effects are not priced and cannot be sold through the market. Positive 

externalities occur when the unpriced effects arising from one producers activity improve the 

profits of other firms, as seen in our examples of new intermediate goods, or when the innovation 

improves the welfare of consumers more than the extent of any charge for the product decreases 

consumers’ welfare, as happens when a better-quality final product is supplied for the same 

price. 
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It is useful to classify the different stages of R&D, innovation, and diffusion into a spectrum of 

types of public and private goods. Basic research has more the nature of a public good because 

its applications can be in different fields (and diverse applications are nonrival). For example, 

recent research into how spider creates and spins its silk is leading to applications in medicine for 

building human tissue and in cosmetics for better hair shampoo (as reported on the material 

World, BBC Radio 4, and November 9, 2006). Also, once a scientific discovery is made it is 

hard to suppress it or keep it secret, so basic scientific knowledge is also more likely to be non-

excludable. In contrast, when we get to the point of a particular application of knowledge, a firm 

undertaking near-market applied R&D and introducing a specific innovation is closer to 

supplying a private good with externalities 

Required: 

a) Describe any five areas where innovation can be applied in a business highlighting five 

benefits of innovation        (10 marks) 

b) Using illustrations, explain the meaning of technology diffusion showing its relationship 

with innovation and R&D as implied in the case    (10 marks) 

c) Discuss the dangers of not being innovative to a modern business as implied in the case 

(5 marks) 

d) Differentiate between innovation and invention using illustrations  (5 marks) 

QUESTION TWO (20 MARKS) 

a) Comprehensively explain the meaning of the term appropriate technology. (5 marks) 

b) With examples, describe any 5 types of technology    (5 marks) 

c) Discuss any five business technology forecasting techniques an entrepreneur can apply  

(10 marks) 

QUESTION THREE (20 MARKS) 

a) Identify and explain the various ways technology development has impacted on the 

social-cultural environment in Kenya using relevant examples  (10 marks) 
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b) According to Dr. Fritz Schumacher, “Appropriate Technology is not a one size fits all 

approach, but rather adapts to best fit the community in which it is developed”. Critically 

explain your understanding of this assertion     (10 marks) 

QUESTION FOUR (20 MARKS) 

a) Continuous R&D is inevitable to ensure businesses remain viable and competitive in 

today’s business environment. Show how managers can encourage innovative practices 

in their business organizations highlighting the challenges to innovation (10 marks) 

b) Identify and discuss the various technology related challenges facing small business 

sector players and suggest remedies      (10 marks) 

QUESTION FIVE (20 MARKS) 

a) Highlight the meaning of technology capability and discuss the three types of technology 

capability         (12 marks) 

b) Explain the possible reasons why most of the Kenyan entrepreneurs have failed to take 

advantage of intellectual property rights and suggest ways forward  (8 marks) 


