B.E. International Program

Faculty of Economics, Thammasat University

EE 211 Principle of Microeconomics (Semester 1/2020)
Quiz 3

Suppose a consumer spends all of his income on two goods, X and Y, and the price
per unit of each good is given by Py = $4 and P, = §6, respectively. At first, his’s
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budget line is BL, as shown in the figure below.
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1. (2 points) Based on the budget line BL,, determine this consumer’s total income.
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2. (2 points) Suppose now that price of good Y decreases, everything else
constant. Accordingly, the budget line changes to BL;. Based on the given

infoﬁn;tion, what is the new price of good Y? , | 30 4
= G 2
New Twmex = 4S5 , ?1 T 4%

3. (2 points) Given the reduction in the price of good Y, consumer’s optimal
choice changes from E, to E;. State the utility-maximizing condition at point
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4. (12 points) Use Hicksian approach to illustrate the substitution effect and )
income effect of this price change on the optimal consumption of both good X
and good Y. Also, indicate the direction of each effect.
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5. (2 points) Is good X a normal good or an inferior good?
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