Economics 331

Consumer Theory Problem Set:  ANSWER Guide

1.
NO; an “inferior” good still has a downward sloping demand curve. Only a

GIFFEN good has a positive slope.  Remember a Giffen good is an inferior good but not all inferior goods are Giffen goods

2.
NO; the demand curve will be downward sloping

3.
See notes or text for good diagrams

4.
We’ve done this TOO many times to warrant repeating again

5.
Points of tangency between budget line and indifference curves as money income changes

6.

a.
MRS = 2Y/X
I = 45 = 2X + 3Y



2Y/X = 2/3



Y = 1/3 X

45 = 2X + 3(1/3 X)






45 = 3X






 X = 15






 Y =  5

b.
If Px = 1


2Y/X = 1/3 --->  Y =  1/6 X


45 = 1X + 3 (1/6 X)


45 = 1.5 X


 X = 30


 Y =  5

c.
Ex = 1

d.
see class notes or text for sample diagrams

e.
downward sloping: see notes for similar example.

7.
price consumption curve should be upward sloping.  The PCC can NOT extend above the vertical intercept of the budget line.

8.
MRS = y/x = 1/2

y = 1/2 x


1000 = 10 x + 20 (1/2 x)


1000
= 20 X


     x = 50


      y = 25


if income declines to 500:  x = 25 and y = 12.5


see text/notes for sample diagrams

9.
Q = 20 – 2P if P = 6,  Q = 20 – 2(6) = 8:
CS  = 1/2 B H









   =  1/2 (4)(8) = 16
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