#1

12. Five consumers have the following marginal utility of apples and pears:

Marginal Marginal
Utility of Utility of
Apples Pears

Claire 6 12
Phil 6 6
Haley 6 3
Alex 3 6
Luke 3 12

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?

#2 Given the price of x = 3, price of y = 4, and budget = 120.
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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?



Q1. oapple $1 pear $2

Moxkimi2Q condition

Pa_ Mua . 1
Pp- Mup 2
Glaire Phitp Haley
§-1 6-1
2 i * 2
Claire has 134 2
fhe same Phi p dow't Haloy alsa thig case
as maXx condition has the Same did n0Y  haS the same
as MO conditioh, 45 Maximium towdikiow,
Twevefove, Philpshould Thevefove, Haley Should
consum® More oppleumtil  COMSUME \esS peay wniil
MWA=3 SO that it could MM=12,
satisfies the moaximiuwm cowndition
A\ex Luke
3 -1 3. L
b 2 - 4
saxisky woX Luke should consume
covdiiow, move peay uwtil My= 6

10 satify the maximiviv cowdition



Q2. o)

50
40
309
20

10

IC,
10 20 30 40 50 60 Xx

the equilibrium isat point € (40,30)

b) when income increages from 12010 IS0
s Consumv's budeget will increase so they Cal
consume move A omd .

® Y
190/3 = %0 150 /4= 31.9

) YEDof Y is alse 1 as a notrmal good.



