Microeconomics 1
Home Assignment # 5
Answer Key


Problem  1.
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52 150X + 50Y <= 6000 100 b
FOC: Y/X = (150/50)°2 =9 . .
—>X-10° Y=90 XAU2 4 YA1/2 => max
S1. 150X + 50 <= 6000
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XAL/2 4 YA172 ==> max
5.4 150X + S0V + 50(X + 2Y - 90) <= 6000
<= 4X+3Y <210

FOC: Y/X = (43)°2 = 16/9

= X-225 Y40 &), LetPisacoupon price
X+42Y-90 = 102.5-90 = 12.5 > X2+ YAL2 —> max
Consumer will buy 12.5 coupons. S 150X + S0Y + P(X + 2Y - 90) <= 6000

<=> (IS0+B)X + (S0+2P)Y <= (150+P)30 + (S0+2P)30
So consumption X~30 and Y=30 is possible at every price P

Tt will be an optimum <=
Shadow price at (30:30) = 1 = (150+P) / (50+2P)

=>P=100

at higher prices consumer will sell coupons
at lower prices consumer will buy coupons

20

30 40 50 X




Problem 2.
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Both proposals increase welfare
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Problem 3.
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c.1). Px changes from § to 2

N ) . ) If X is an inferior good
Uo =300 = Hx(UnPy/Px=1/2)= x then Marshalian demand function
—2507(1/2)~15.8

would be steaper than
the compensated demand function
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80} (15.8-10)/(25-10)=0.387 => 20
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¢.2). Px changes from § to 10:

Un= 500 => Hx(UoPy/Px=0.1)=
=50°(1/2)-7.07 10

20| \ (10°79)/(10-5)=0.586 =>

fchangc of Xis due SE 3
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