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12. Five consumers have the following marginal utility of apples and pears:
$n ($2) Totsl
Marginal Marginal  Morginal UEilty Morginal VRl marqing U{,;"Jﬁ"
Utility of Utility of per dollar per dollor per dollor
Apples Pears of Apples of Pasvs
Claire 6 12 €/°6 127226 = 12
Phil 6 6 -5 633 D9
Haley 6 3 é/-6 Y%h=15 D 9
Alex 3 6 Yped 6/g =% S b
Luke 3 12 =3 12p=6 = q

The price of an apple is $1, and the price of a pear is $2. Which, if any, of these consumers are
optimizing their choices of fruit? For those who are not, how should they change their spending?

Cleie & » person who  best OPTim'lz'mj her choice of frut becsuse her
totsl msrging wtiliby per doller of two kinds of fruts is the Wighest,
and Por dther people,they should chorge their spending by -

~Phil should spend 8l budget for Spples.

- Hsloy should spend ol budget for apples.
- Mex coan s‘)end Por what he wans.

- Luke  should spend oll budget for pests.
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#2 Given the price of x = 3, price of y = 4, and budget = 120. 3+ 4\’ = 190 ¢ OH
y when x: o, \,:ﬂ:m_"-,go
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when yeo, x-8. 120 . 4o
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3X+ 4\’ = 150 & new
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when x=o, \,-F= L@ 37.5
y
\1\-.\31(')5 when N0, X=b 150 50
5 )
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A) Draw the budget line and find the equilibrium with the given indifference curve IC in the diagram below.
B) If the income increases from 120 to 150, where will be the new equilibrium so that the change in the
consumption of x be such that the Income Elasticity of x is equal to 1.

C) With the change of equilibrium you found in (B), what will be the Income Elasticity of y?

A)  3x+4y= 1o
old equilibrium is st (30, 15)
X+ 4y = 150
new equilibrivm is 8t (25, 158)

B) )AL= 180-Yo. 30 . 95y

120 120
/DX = £5730 5 . 957
20 z0
X \
YLI e ﬂ: 25 . 91v0
7.AT 25

- When budget incresses, consume more of x.

C) Zby: WIS-5 BB gy

\S 5
Y]/\’ = VA’ < E =120
Iyl 25

. When bvdga,'\‘ inereases, ConSume wmore of y.



