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INSTRUCTIONS:
· Answer ALL questions in SECTION A and any other TWO questions.
· Do not write on the question paper.

SECTION A 
QUESTION ONE 

(a)	Consider the following indirect utility function . Use the indirect 	function to find the marshalian demand function.				(10 marks)

(b)	Suppose the expenditure function is given by,  Find the hicksian 	demand function.								(5 marks)

QUESTION TWO 
[bookmark: _GoBack]
The market for milk in  a certain town is perfectly competitive. The market demand is given by Q=16-20P where P is the price of milk in KES/litre, Q is the quantity of milk in the market in “00,000” litres/day. There are 100 firms in the industry and each has the following marginal cost function P=0.44+4q where q is the quantity produced by each firm. Firms also have fixed cost of KES 80 per daty. Calculate: 

(a)	The short run equilibrium output and price 
(b)	Short run ATC 
(c)	Long run equilibrium price and output 					(15 marks)

SECTION B 
QUESTION THREE 

Suppose an individual has a utility function given as . If the income of the individual is Y, Calculate the equilibrium amount of  and  that maximizes the utility of consumer using lagrangian method.									(15 marks)

QUESTION FOUR 
Consider an individual with a current wealth of KES 10,000,000 who faces the prospects of a 25% chance of losing his or her car worth KES 2,000,000 through theft in the next year. Suppose this person utility index is logarithmic U(w)=1n(w).

(a)	If this person faces next year without insurance, what is his expected utility 

(b)	What will be a fair insurance in this case? 

(c)	If this person completely insures their car, what will their wealth and expected utility? 

(d)	What is the maximum amount that might be paid for their insurance? 	(15 marks)

QUESTION FIVE 

(a)	What is the slutsky equation and hicks substitution effect? 			(4 marks)

(b)	Observation of the choices that consumers make can allow us to recover or estimate the 	preferences that lie behind those choices. The more choices we observe, the more 	precisely we can estimate underlying preferences that generated those choices. Discuss 
											(6 marks)
(c)	Explain the properties of a cost function.					(5 marks)
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