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QUESTION ONE: COMPULSORY

a. Explain the following economic terms:

1. Marginal product (2 Marks)
ii.  Technical rate of substitution (2 Marks)
iil.  Monopolistic competitive market (2 Marks)
iv.  Budget constraint (2 Marks)
v.  Externality (2 Marks)
b. Explain four factors of production (8marks)

c. A firm produces candles. The market for candles is highly competitive, with candles
currently selling for $10. The firm's short-run total cost function is
C =200 + 0.2Q?, so its marginal cost is MC = 0.4Q.

Required:
1. Calculate the firm's profit-maximizing quantity. (6 Marks)
ii.  Determine whether the firm is earning a profit. (6 Marks)
d. Discuss five factors that cause the demand curve to shift (10 marks)
QUESTION TWO
a. Explain two assumptions of the Cournot model (4 Marks)
b. Describe two conditions that can lead a cartel to be successful in raising price and not
falling apart. (5 Marks)
c. Differentiate between normal and abnormal profits ( 6Marks)
QUESTION THREE
a. Differentiate between bad goods and neutral goods in economics ( SMarks)
b. Using a diagram describe the short run equilibrium of the firm (10 Marks)
QUESTION FOUR
a. Discuss two remedies to negative externalities ( SMarks)
b. Explain five characteristics of perfect competition in any market (10 Marks)
QUESTION FIVE
a. Differentiate between a monopoly and a monopolistic competition. (3 marks)
b. Discuss four types of Monopoly markets (12marks)
QUESTION SIX
a. Using examples distinguish between complementary goods and substitutes goods.
(3
Marks)
b. Explain three uses of indifference curve analysis (6 marks)

c. Discuss three major characteristics that define a monopoly. (6 Marks)



