K360 Homework 2 - Word Problems

1. Ike's utility function is U(x,y) = 25xy. He har 12 unite of good = and % unite of . Ben's
utility funection for the smame two goode 1s UV, ) = 4z + 4y, Ben has 9 unite of £ and 13
unite of ¥,

a lke prefers Ben's bundle to his own bundle, but Ben preferes his own bundle to Ike's,

b Ben prefers Ike's bundle to his owm, but Tke prefers his own bundle to Ben's.

¢ Bach prefers the other guy’s bundle to his own.

d MNeather prefers the cther guy's bundle to his camn.

€ Since they have diffarent preferences, there is not enough information to determine who

envies whotn.

2. Hane has 10 dollars, which he decides to spend on x and 3 Commedity © coste 32 per unit
and commeodity ¥ coete $1 per unit. He has the utility funetion Uz ¥) = z* +3* and he can
purchase fractional unite of = and ». (Hint: 2 + 3% = F? is the equation of a dircle of radiue
R, centered at (0,0).)

a Hane will choose only =
b Hane will choose only 3.
¢ Hane will chocee some of each commedity, but more  than x.
d Hane will choose some of each commedity, but more x than y.

€ Hane will choose equal amounts of the two commadities.

3. Walt consumes strawherries and cream but only in the fixed mtic of three boxes of strawherries
to two cartons of eream. At any other ratic, the etcess goode are totally useless to him. The
eoet of a box of strawberries 1s 10 and the coet of & carton of cream is 10, Walt’s income is

200, Which of the following is true?

a Walt demandes 10 cartone of eream.

b Wall demande 10 boxes of st mwherries.

¢ Wall considers sirawberries and cartone of eream to be pearfect substitutes.
d Wall demande 12 boxes of st mwherries.

e MNone of the abowve.

This homework e due in clase Tuesday, Sept. 22,
PFlease ehow your reascning, along with your anewears.



