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INSTRUCTIONS TO CANDIDATES

Attempt five questions in all.
Section A is compulsory. Answers to this section should be concise.
Attempt four questions from section B.
Credit will be give to use of use of relevant illustration and diagrams.
All questions carry equal marks.


SECTION A (20 Marks)

1.a)(i)	State the law of diminishing marginal utility.					(01 mark)
(ii)	Mention three assumptions of the law of diminishing marginal utility.	(03 marks)

b.)(i)	Distinguish between geographical mobility of capital and productivity of capital.	
(02 marks)
(ii)	State two causes of geographical immobility of capital.			(02 marks)
(iii)	Mention four determinants of welfare in a market economy.		(04 marks)

c.)(i)	Distinguish between cyclical and frictional unemployment.			(02 marks)
(ii)	Give two solutions to cyclical unemployment in an economy.		(02 marks)

d.)(i)	Distinguish between price wage inflation and demand pull inflation.	(02 marks)
(ii)	Suggest two measures that should be taken to fight price - wage inflation in developing countries.									(02 marks)
SECTION B (80 Marks)

2.a)	Why is it necessary to interfere with price mechanism?			(10 marks)
b.)	Examine the steps that may be taken to alleviate the defects of the price mechanism in developing countries.								(10 marks)

3.a)	Explain the basis of monopoly power in an economy.			(10 marks)
b.)	how is monopoly power checked in an economy?				(10 marks)

4.	Study the table below showing prices of selected goods in the year 2008 and 2012 and answer the questions that follow:-
	Commodity
	Average price in 2008(Shs)
	Simple index  2012
	Average price in 2012 (Shs)
	Simple index 2008
	Weight

	A
	1800
	100
	____________
	120
	2

	B
	1500
	100
	____________
	125
	4

	C
	975
	100
	600
	____________
	3

	D
	1350
	100
	1125
	____________
	5



a.)	Calculate;
(i)	the average price for commodities A and B in 2012.				(02 marks)
(ii)	simple price index for commodities C and D in 2008				(02 marks)
(iii)	consumer price index for 2008.						(02 marks)
(iv)	the average weighted index for the current year.				(02 marks)
b.)	Why are price indices unreliable indicators of the cost of living in an economy?	
(12 marks)

5.a)	Describe the structure of the agriculture sector in the developing economies.(08 marks)
b.)	Examine the implications of the structure of the agriculture sector in the developing countries.									(12 marks)

6.a)	Distinguish between direct foreign investment and private foreign investment.	
(04 marks)
b.)	Explain the contribution of direct foreign investments in developing countries.	
(16 marks)

7.a)	Distinguish between structural unemployment and disguised unemployment.(04 marks)
b.)	What are the causes of disguised unemployment in the developing countries?(16 marks)
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