Intermediate Microeconomics

Homework Assignment #1

Due 9.27.11

1. The standard case is for indifference curves to be convex and negatively sloped. Keeping in mind the explanations for why this is true, consider the following four commodity bundles for goods x and good y. Each of these bundles have six hypothetical utility functions. Which of the utility functions are consistent with the assumptions about consumer preferences in the standard case? When inconsistencies are found, indicate which assumption(s) is violated. You might plot the bundles on the X-Y commodity space.

Amount of        Utility Assigned by____________________




  X      Y              U1   U2   U3   U4   U5   U6

Bundle

          A                         1       1               10     5      2     30     6      7          

      


          B                         2       3               30   10      2     60     6      7

          C                         3      1                20   10     4      60     3      7

          D                         1      4                30   10     4      30     3      7

2. Assume that Jones thinks pollution is bad and automobiles are good. Draw a typical indifference curve in the pollution-automobile commodity space for Jones.

3. Two goods, X and Y, are said to be perfect substitutes if the marginal rate of substitution of X for Y is a constant that does not depend on the quantities of X and Y in the commodity bundle. Sketch a typical indifference map for two goods that are perfect substitutes. Can you think of any actual goods or services that are nearly perfect substitutes (don’t use left shoes and right shoes)? 

4. Using a graph of a budget line and several indifference curves explain why the consumer will always choose the quantities of x and y (i.e. a particular commodity bundle) that satisfies the following equality.

MUx  = Px

                        MUy  =  Py

5. A certain college student who is cramming for an exam (never do this!) has only six hours study-time remaining. Her goal is to get as high an average grade as possible in three subjects: economics, mathematics, and statistics. She must decide how to allocate her time among the subjects. According to the best estimates she can make, her grade in each subject will depend upon the time allocated to it according to the following schedule:
_____________________________________________________________

             Economics                       Mathematics                          Statistics   

             Hrs   Grade                       Hrs      Grade                         Hrs   Grade

               0        20                           0            40                            0         80

               1        45                           1            52                            1         90

               2        65                           2            62                            2         95

               3        75                           3            71                            3         97

               4        83                           4            78                            4         98

               5        90                           5            83                            5         99

               6        92                           6            86                            6         99

 How should the student allocate her time? How did you get the answer?         

6. Write a short critique of Varian’s argument on pgs 57-58 about why “cardinal utility isn’t needed to describe choice behavior”.
