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FIRST YEAR, FIRST SEMESTER EXAMINATION FOR MASTER OF BUSINESS 
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BFA 5128– MANAGERIAL ECONOMICS   

 
DATE: OCTOBER 2020            TIME: 3 HOURS 

INSTRUCTIONS:  Answer question one and any other two questions.  
 

QUESTION ONE (30 MARKS) 

a) Given the Income and Food expenditure (In dollars) for a random sample of 10 families below; 

Family 

Income  

20 30 33 40 15 13 26 38 53 43 

Food 

expenditure  

7 9 8 11 5 4 8 10 9 10 

 

Estimate the regression equation of food expenditure on income and explain the result.  
         (6 Marks) 

b) Two banks are operation in a duopolistic market, and each is considering whether to cut their 
interest rates or leave them the same. They have the following payoff matrix: 

 

 

Required: 

(i) Does either bank have a dominant strategy?    (2 Marks) 

(ii)  Does the above game represent a Prisoner’s Dilemma? Explain (2 Marks) 

(iii)   Is there any way in which the two banks can achieve co-operation? (2 Marks) 

 Bank B 

  Maintain rate  Cut rate  

Bank A Maintain Rate  (25,25) (10,35) 

Cut Rate  (35,10) (15,15) 
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c) Explain the various pricing practices that a firm can ADOPT.  (6 Marks) 

d) Explain the following terms;       (6 Marks) 

(i)    Dominant strategy  

(ii)     Nash equilibrium 

(iii)  Payoffs  

QUESTION TWO (20 MARKS) 

a) Suppose that a coffee producing firm estimated the following regression of the demand for its 
brand of coffee:        (12 Marks) 

              �� = 2.5 − 3.0�� + 0.6� + 2.0�� − 0.6�� + 2.2� 

 Where �� = sales of coffee brand C, in dollars per pound 

 ��= price of coffee brand C, in dollars per pound 

 �= personal disposable income, in millions of dollars per year 

 ��= price of the competitive brand of coffee, in dollars per pound 

 ��= price of sugar, in dollars per pound 

 �= advertising expenditures for coffee brand C, in hundreds of thousands of dollars per 
year 

 Suppose also that this year, ��= $2, Y=$6.5, ��=$1.2��=$1 and A=��=1  

(i)  Interpret the results of the estimated demand  
(ii)   Compute point price elasticity of demand for the firm’s brand of coffee with 

respect to its price  
(iii)Compute the cross-price elasticity of demand for coffee with respect to the price of 

competitive coffee brand b. 
(iv) At the current price level, would it be viable for the firm to increase the price level 

of its brand of coffee have on total revenue? 
(v) Would you recommend that the firm continues to advertise its product? 

 

QUESTION THREE (20 MARKS) 

a)    Kinjo lts produces tow products Q1 and Q2 and estimates that its total costs of production as 

        �� = 8��
�

5��
�

− �1�2 
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       where Q1 is the output per hour of first product and 

        Q2 is the output per hour for the second output. 

       Because of the commitments to customers, the number produced of both products combined should 
be equals to 60 per hour. 

       Find out the output levels of the two products that will minimize total costs for Kinjo ltd using: 
Lagrangian multiplier method        (6 Marks)  

b) Briefly explain the various steps involved in estimating demand by regression analysi(2 Marks) 
c) Clearly distinguish between consumer clinic and market experiments.  (4 Marks) 

QUESTION FOUR (20 MARKS) 

a) A firm producing calculators is faced with two markets with the following demand functions. 

12�� = 180 − 2�� and 

60�� = 400 − 2�� the producer’s cost functions if 2C-100=4Q 

(i)   Find the optimal quantities the producers will sell in each market , the equilibrium prices 

and the maximum profit attainable.      (4 Marks) 

(ii)    Calculate the price elasticity of demand at equilibrium level for the two markets and 

comment on your result       (4 Marks) 

b) Discuss the role of managerial economist to a firm.     (4 Marks) 

QUESTION FIVE (20 MARKS) 

a)        Discuss how managerial economics is closely related to the decision sciences. (4 Marks) 

b) Given the following information for a firm; 

            �� = 14 − 0.5� 

 �� = �� − 5� + 50 + 10���  

Find Q that maximizes profit (II)        (4 Marks) 

c) A firm’s long run total cost (LRTC)= 200Q-5Q2 + 0.005Q3 

(i)  What is firm’s long run average cost equation?    (2 Marks) 

(ii)  What is the firm’s minimum efficient scale of production?   (2 Marks) 


