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INSTRUCTIONS: Answer question one and any other two questions 
 

QUESTION ONE (30 MARKS) 
a) Explain the courses of external economics of scale for a firm.  (6 marks)   
b) Distinguish between the following concepts as applied in production economics.  

(i) Long-run and Short-run production function.  (4 marks)  
(ii) Isocost line and Isocline  (4 marks)  
(iii) Comparative advantage and Absolute advantage.  (4 marks)  

c) With an aid of a diagram explain the following concepts as applied in production economics.  
(i) Input-Input relationship  (4 marks)  
(ii) Input-Output relationship  (4 marks)  
(iii) Output-Output relationship  (4 marks)  

 
QUESTION TWO  
a) A company produces two products X and Y.  The demand equation for Y is;  

   yy PQ 151500 

 The total cost equation is  

   22100 yy QTC 
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 The demand equation for X is  

   xx PQ 101000 

 The total cost equation is  

    22.050 xx QTC 

 The company is divided into two divisions.  Division X and division Y.  
(i) What is the profit maximizing price and quantity for each division.  (6 marks)  
(ii) Determine the total profit for each division.  (6 marks)  

b) Explain the properties of Cubb-Douglas production function.  (8 marks)  
 
QUESTION THREE  
A watch producing firm caring out a small scale test a launch of a new low priced watch.  It 
estimates from this test that if it went into full-scale production it would sell between 1,000 
and 2,500 watches per month.  Its revenue function is represented by this equation.  

  XXR 52 

X is the monthly output in thousands of watches.  From experience of watch production the 
firm estimates its marginal cost in thousands to be:-  

  22  XXMC

The firm fixed costs will be 500 per watch.  
Required;  

(i) Determine the average cost and revenue equations for this firm.  (6 marks)  
(ii) Determine the profit maximizing output and the profit maximizing price.  (4 marks)  
(iii) Determine the cost for each watch.  (2 marks)  
 
 QUESTION FOUR  
a) Given the following Cubb-Douglas production function;  

  6
5

4
1

1800),( YXyxF 

Price of input X = 150 KES  
Price of input Y = 200 KES  
The firm’s cost outlay is Kshs.100,000.  
(i) Determine quantities of X and Y that minimizes costs.  (6 marks)  
(ii) Determine the optimal production level of output.  (6 marks)  



b) Discuss the law of variable proportions.  (8 marks)  
 
 QUESTION FIVE  
a) Given the following revenue function for a firm.  

  yyxyxxR 1042015101800 22 

 The firm has only 10,000 to spend on the production of variables.  

 Determine the value of X and Y that minimized revenue subject to the cost budget.  
   (10 marks)  

b) Given the following Cubb-Douglas production function;  

  9/88/1200 LKQ 

Determine;  

(i) Marginal product of capital and labour.  (4 marks)  

(ii) Marginal rate of technical substitution.  (4 marks)  

(iii) Returns to scale of the function.  (1 mark)  

(iv) Average product of capital labour.  (1 mark) 


