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INSTRUCTIONS: Answer question ONE compulsory and any TWO questions.

QUESTION ONE (30 MARKS)
a) Definethe following terms (20 marks)
(1) Indifference curve
(i) Production possibility curve
(iii)  Scarcity
(iv)  Budget line
(v) Opyportunity cost
b) Briefly discuss the factors affecting supply of a product (6 marks)
c) Briefly discuss the determinants of price elasticity of demand (8 marks)
d) Resourcesto satisfy unlimited human wants are scarce. Briefly discuss how resources are

distributed in producing commodities in an economy using a production possibility frontier

(6 marks)
QUESTION TWO (20 MARKS)
a) Briefly describe the following costs
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(iv) AVC
(v) AFC (5 marks)
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b) Statethelaw of diminishing returns (2 marks)
c) Statethelaw of supply (2 marks)
d) Briefly discuss the 3 stages of production (8 marks)
e) Outline three assumptions of cardinal approach to consumer behavior (3 marks)
QUESTION THREE (20 MARKS)
a) Discuss consumer equilibrium using a graph (6 marks)
b) Outline the exemptions of downward sloping of demand curve (6 marks)
¢) Using graphs distinguish the difference between relatively elastic demand and relatively

inelastic demand (8 marks)
QUESTION FOUR (20 MARKS)
a) Outline the characteristics of indifference curve (6 marks)

b) Given the following
Q=4050-360P, Q=2500+320P
Identify the demand and supply equation and find the equilibrium price and quantity
(6 marks)
¢) Thedemand of acommodity is 10 units when the priceis Ksh 1500 per unit. When the price
fallsto 1000 the demand rises to 15 units. Compute price elasticity of demand
(8 marks)
QUESTION FIVE (20 MARKYS)
a) Giventhefollowing
No of workers Total product  Average product Margina product
10
15
20
24
27
27
7 23
Calculate average product and marginal product (8 marks)
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b) Explain the main types of market structures (12 marks)
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