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Question One (COMPULSORY)

a) Explain the concept of consumer sovereignty in economics and state the limiting factors to it.

(8 marks)
b) With the aid of demand and supply curves, explain the fluctuation of prices of agricultural produce
with changes in weather. (Drought and wet). (8 marks)

¢) (i) Explain the term utility and discuss its application in economics.

(ii) With the aid of a hypothetical schedule, explain the diminishing marginal utility concept, stating
its assumptions and limitations. (8 marks)
d) Outline what constitutes perfect competition, relative to imperfect competition. (6 marks)
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Question Two

a) Use demand and supply curves to illustrate the effect of improved technology on the market price of a
product. (8 marks)

b) Use demand and supply curves to show the effect of:
1) 6.67% tax levied on cypress timber which is currently retailing at kshs 75,000 per m?
(ii) Rent control — to a ceiling of kshs 25,000 for three bedroom apartments

Question Three

a) Discuss the significance of international trade to our nation. (6 marks)

b) Explain the terms absolute and comparative advantage as applied to international trade.

(6 marks)
¢) Analyse factors which contribute to balance of trade deficit, and outline measures to curtail the deficit.
(8 marks)
Question Four
a) Outline THREE main types of inflation. (6 marks)
b) With the aid of demand and supply curves, explain the causes of:
(i) Demand pull inflation
(ii)  Cost push inflation (8 marks)
c) Discuss appropriate measures to curb inflation. (6 marks)
Question Five
a) Explain with the aid of demand and supply curves the cobweb theorem. (6 marks)
b) Explain the terms isocosts and isoquants. (6 marks)
¢) Discuss with the aid of demand and supply curves, the effects of introducing:
@) Minimum
(ii) Maximum cost controls (8 marks)
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