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JINSTRUCTIONS

1) Answer question one and any other two questions

2) Question one is compulsory and carries 30 marks

3) All other questions carry 20 marks each

Question One l~'rY'. ".~ )

a) Your friend, Tadeja, started planting avocados for export purposed on a 0.25 acres of

land (fairly small scale). After a few years she leased more land and is now growing the

avocados on 5 acres of land hence large scale. Her total costs of production have

increased henC~imag'ne that she could be making a loss. Tadeja,however, tells you

that since she increas~ her scale of plant, she has been making higher profits due to. .J' ~~~1.
economies of scale. iscu four such eco omie of scale that Tadeja could be

expenencmg. Fe1r-ecrlret;rrnrml~orscaUe~~~~?r~~50SstbiWex;mtpte:s-+Iffit-reIoo~}--

her prodtietieJn for elMiry .. (8 marks)

b) ~Using the law of diminishing returns, describe the three stages of ,QIoduction of a firm
, ~\lV-

and explain how the firm chooses the ptimal stage t e. (12 marks)

c) Cleady 19utline five factors you would consider when choosing a suitable location for

your business. (5 marks)

d) Local rice farmers have impressed on the government to increase the cost of imported

rice by increasing excise duty on the imported rice in order to encourage the consumption

of local rice. Using the concept of elasticity of demand, explain why this move by the

government may not yield the expected results. (5 marks)
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Question Two (20 marks) / 15\.0
a) Give three examples of oligopolistic industries W:i Ken~f parts ef th~ woFkl~an~

clearly explain why prices in an oligopoly market tend to remain sticky. (10 marks)

b) 6tearly(}utline four conditions that enable a firm to discriminate prices. (6 marks)

c) Distinguish between technical efficiency and allocative efficiency. (4 marks)

t Question Three (20 marks)

a) Briefly explain four factors to be considered while making capital budgeting decisions. (8

marks)

b) Discuss the dimensions of conduct of an industry and how it influences the market

structure and managers' strategies in improving the profitability ofa firm ..(12 marks)

Question Four (20 marks)

a) Distinguish between consumer clinics and market experiments methods of estimating

demand in the market. Out of the two methods, justify the best method for forecasting

demand for a new type of cooking oil in the market. (10 marks)

b) Managerial economics is micro in nature. However, macroeconomics is significant in

informing managerial decisions. Provide the rationale for integrating macroeconomics

concepts in managerial economics. (10 marks)

Question Five (20 marks) fv-.cXNs .
a) Briefly discuss fouWhat limit the ability of firms to collude with an aim of increasing

their monopoly power in the market. (8 marks)

b) ""'Asa student who has recently graduated, you decide to start a small enterprise in the

agribusiness sector. Explain the probable risks that the business could be exposed to. (6

marks)

c) Discuss four determinants of price elasticity of supply. (6 marks)
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