Microeconomics 1
Home Assignment # 4
Answer Key


Problem 1.
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Problem 2.
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Problem 3.



i.







ii.
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iii. & v






iv

a).

	 
	 
	 
	A
	B
	C
	D
	Consistent 

	 
	
	X=
	1
	2
	3
	5
	with ranking

	 
	
	Y=
	7
	3
	2
	1
	A>B=C>D

	i.
	log(X+Y)
	 
	0.9031
	0.699
	0.699
	0.7782
	No

	ii.
	[Min(X,Y)]^2
	 
	1
	4
	4
	1
	No

	iii.
	XY
	 
	7
	6
	6
	5
	Yes

	iv.
	X^1/2+Y^1/2
	 
	3.6458
	3.1463
	3.1463
	3.2361
	No

	v.
	log(X)+log(Y)
	 
	0.8451
	0.7782
	0.7782
	0.699
	Yes


b).

	 
	 
	 
	A
	B
	C
	D
	Consistent 

	 
	 
	MRS
	7
	3/2
	2/3
	1/5
	with "prices"

	i.
	log(X+Y)
	1
	1
	1
	1
	1
	No

	ii.
	[Min(X,Y)]^2
	0 / infinity
	infinity
	infinity
	0
	0
	No

	iii.
	XY
	Y/X
	7
	3/2
	2/3
	1/5
	Yes

	iv.
	X^1/2+Y^1/2
	(Y/X)^1/2
	2.65
	1.22
	0.82
	0.45
	No

	v.
	log(X)+log(Y)
	Y/X
	7
	3/2
	2/3
	1/5
	Yes


c).

No. It is not true to say that the consumer prefers (A) compared to (B) by the same amount he prefers (C) compared to (D) because utility is used to describe ordinal relationships but not cardinal relationships.
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