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

a) State the law of diminishing returns as applied to production functions.   (3 marks) 

b) Illustrate why a demand curve is negatively sloped      (4 marks) 

c) Explain the marginal Revenue = Marginal cost Rule.     (4 marks) 

d) You are given two function, the demand and supply functions respectively as follows: 

Demand function  9d=3550-266p 

Supply function  9s=1526+240p   

Required: 

Determine the equilibrium market price and quantity     (6 marks) 

e) Explain the concept of increasing and decreasing returns to scale    (4 marks) 

f) Using indifferent curve analysis, demonstrate how a households equilibrium point is 

attained           (5 marks) 

g) State any four factors that influence elasticity of demand     (4 marks) 
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QUESTION TWO (20 MARKS) 

a)  

(i) Distinguish between price floors and price ceilings     (4 marks) 

(ii) Explain the consequences of each situation in (a) (i) above    (8 marks) 

b) Explain the following terms as used in economics. 

(i) Indifference curves         (2 marks) 

(ii) Price elasticity of demand        (4 marks) 

(iii) Ceteris paribus         (2 marks)   

 

QUESTION THRE (20 MARKS) 

a) Illustrate the determinants of equilibrium market price     (2 marks) 

b) Outline the reasons why agricultural prices are more unstable compared to prices of 

industrial products          (2 marks) 

c) Illustrate production function showing total physical product (TPP) curve, marginal 

physical product (MPP) curve and average physical products (APP) curve.  Which is 

rational stage of production and why?       (16 marks) 

 

QUESTION FOUR (20 MARKS) 

You have been hired as a consultant by a firm producing bread to advise on a price strategy 

that would enable the firm to maximize its profits.  The firm is a monopolist which sells in 

two distinct markets, one of which is completely sealed off from the other. 

As part of the analysis, you establish that the total demand for the firm output is given by the 

following equation 

 pQ 550 

And the demand for the firms output in the two markets is given by the following equations  
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Where 

 Q = Total output 

 P = Price 

 Q1=Output sold in market 1 
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Q2 = Output sold in market 2 

P1 = Price charged in market 1 

P2 = price charged in market 2 

The total cost of production is given by , where C= Total Cost of producing a QC 4050 

unit of brad. 

Required: 

a) The total output that the firm must produce in order to maximize profits  (4 marks) 

b) What price must be charged in each market in order to maximize profits  (2 marks) 

c) How much profit would the firm earn if it sold the output at a single price, and it 

discriminates           (5 marks) 

d)  

(i) The price elasticity of demand for the two markets at the equilibrium price 

quantify          (5 marks) 

(ii) Explain how price elasticity of demand may be used in making economic 

decisions          (3 marks) 

e) Under what conditions is price discrimination possible     (2 marks) 

 

QUESTION FIVE (20 MARKS) 

a) Explain the functions of money        (10 marks) 

b) Discuss the methods of measuring a country’s national income    (10 marks)


