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QUESTION ONE (30 MARKS)

(a) By use of a diagram explain how market prices restore equilibrium in a buyer
market and in a seller market. (10mks)
Consider a project maximizing form operating under conditions of perfect
competition. Suppose the market price is Ksh.50 and the firm face a total cost
fraction given by
TC= 10 + 5Q?

(i) Calculate the maximum profit that this firm can make. (7marks)

(b) By use of a diagram explain the bandwagon effect on demand of Pizza from

Helen’s restaurant. (7marks)

(c) Explain 3 features of a monopolistic market structure (6marks)

QUESTION TWO (20 marks)
(a) What factors determine the supply of hotel and catering services? (5 marks)

(b) Explain the economic motives that may drive firms in the hospitality industry to form
mergers. (5 marks)

(c) Discuss how growth of the hotel industry creates a multiplier effect on economic

development in Kenya. (10 marks)

QUESTION THREE (20 marks)

The following two functions represent the demand and supply function in the hotel
market

Q1 = 3550 — 266P Q2 = 1526 + 240P
(i) Identify the demand function and the supply function. (2 Marks)
(ii) Calculate equilibrium price and quantity in the market. (6 Marks)

(b) Discuss four ways in which government can assist to improve quality of products.
(4marks)
(c) Discuss 4 factors that determine the price elasticity of hotel demand. (8 Marks)
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QUESTION FOUR ( 20 marks)

(a) Discuss the role of Hospitality industry in the growth of Kenya's economy (20
Marks)

QUESTION FIVE (20 marks)

(a) Explain 3 uses of price elasticity of demand (6 Marks)
(b) National income accounting is very paramount to any country that is conscious about

its growth and development. Discuss importance of national income statistics. (14

Marks)
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