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INSTRUCTIONS:  Answer question one and any other two questions 

QUESTION ONE – (30MARKS) 

(a) Market disequilibrium exist when the price and quantity of a commodity demanded fails 

to match consumers and producers expectations.  Discuss the circumstances leading to 

disequilibrium market.       (6 Marks) 

(b) Suppose the short-run total cost, function and demand function of a monopoly are; 

 and respectively calculate: 100012010
3
1 23  QQQTC QP 80600 

(i) Profit – maximizing output      (2 Marks) 

(ii) The price        (1 Mark) 

(iii) The profit        (1 Mark) 

(c) Distinguish between: 

(i) Short-run and long run production function.    (2 Marks) 

(ii) Economic rent and transfer earnings.     (4 Marks) 
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(d) Explain the concept of externality.      (3 Marks) 

(e) Some two related commodities have the following demand and supply functions.  

Determine the equilibrium price and quantity.    (4 Marks) 
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(f) Discuss the main sources of monopoly power.    (4 Marks) 

(g) Using appropriate equations and diagrams describe the various types of technology. 

          (3 Marks) 

QUESTION TWO – (20 MARKS) 

(a) Suppose a consumer has the following utility function based on the consumption of 

goods, . 𝑥1 and 𝑥2

.  Where  is the quantity of  consumed while  is the quantity    2121 xxxxU  𝑥1 𝑥1 𝑥2 𝑥2

consumed: 

(i) What is the marginal utility of each of the goods?   (3 Marks) 

(ii) What is the change in total utility associated with a small change in .    𝑥1

          (2 Marks) 

(iii) What is the change in total utility associated with a small change in both goods? 

         (4 Marks) 

(iv) Derive the demand function for both good  and .  (5 Marks) 𝑥1 𝑥2

(b) Explain the main conditions required in order to attain pareto efficiency. (6 Marks) 

QUESTION THREE – (20 MARKS) 

(a) Briefly explain the Ricardion Theory of rent pointing out its assumptions.   

          (6 Marks) 

(b) Explain at least four uses of general equilibrium.    (4 Marks) 

(c) Suppose that you are given a firms function as  and the firms cost are 𝑄 = 2000 ― 2𝑃

given by  000,1005.0 2  QTC

(i) Find the firms total revenue (TR) and her marginal revenue.  (2 Marks) 
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(ii) What are the firms marginal average costs.    (2 Marks) 

(iii) From the information given above, calculate the firm profit maximizing output 

and price level.       (3 Marks) 

(d) Write short notes on the Nash equilibrium.     (3 Marks) 

QUESTION FOUR – (20 MARKS) 

(a) What is a pure public good?  Give three examples of public goods and discuss the 

challenges faced in providing them.      (8 Marks) 

(b) The demand function in a competitive industry is represented by .  Where Q PQ  5.10

is the aggregate quantity supplied by all firms in the industry which have identical cost 

function:   where c is the cost of the firm and q is the quantity 32 5.0 qqqc 

produced by each. 

Required to calculate: 

(i) The amount produced by each firm in the long run.   (6 Marks) 

(ii) The long run equilibrium price.     (2 Marks) 

(iii) The equilibrium number of firms.     (4 Marks) 

QUESTION FIVE – (20 MARKS) 

(a) Explain the term price discrimination and the conditions necessary in order to effectively 

practice it.         (6 Marks) 

(b) Assume a monopolist is faced by the following demand curves. 
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Suppose the monopoly marginal cost is constant at Kshs40 per unit.  

(i) If it can discriminate what price should it charge in each of the market in order to 

maximize profits.       (6 Marks) 

(ii) What if it cannot price discriminate then what price should it charge.  

         (4 Marks) 

(c) Describe the four degrees of price discrimination.    (4 Marks) 


