U, W) = An x; + Inx,

‘a) well behoved prefeeencas = tenjamin speds all of Wis income, choosig a undle
J P j
on the kudget Line.
; p— »~ He cuooses the oundla. where the budget Uns
ot B e is tangent to the ndifferenca. cusve fuethest

fom te oeigin -
'“"_‘/ﬂ"—" P%’a = %2 _p = XBL
1/19, X Pa HL

substibrte % N BC: ?|‘X|+/p{:'_x_l_2L=m
% = m_

'QPI % zan_

') B fid dhe peice-offer cueve (which lies M our x\-x commodity space) uiEn pa=t
and M =10, we plig these numbers imtd demand x;:'.% @wﬁh‘ﬂi—g 5. 5o, regardliess
OF{he.péam. of %, with p,=l ad m=10, 5 units of x, are alunys p(.rdnaad-
Plokting this out in the commadiit) space :

-We found demand function x.._.,;r_n,_ akove,

|
and witke m=0 ue have 9‘1=%’—P| (or; equivalently
1P =gt ) ok the demand n the pi=X

space, we use the verse of 4he demand tunction:

p() = o ..
TR
A

(c) Looking at the demand function for ¥ , we
can see that gs p; \ncreases (decreases), +he
avount of % demanded clcrédses (increases), so

% s an orcinaey geod. This is consistent
with the fact +hat +he mverse cemand Lunction
e gmphed above s downward slopkg.




(1)
(o)

« Fiting pi=l and py=1, the income offer cueve shows us the optimal bundley in the

commodlityy space for different levels o{: M. Geophically, we see where the tangencies are
(ene thee are well- behaved peeferences) b/w the indlifference. curves and budget lines
asscoioted with different  levels of lncome.

- - Analgtically, oo the income offer cueve e tuen
o aur demand functions , which with ¥ese prices

\\\ - {uen into fx|=i_m and hg_krm_ solving these
N\ :?q.;xz
W\ tuwo eqns. (setting Mm=ax oo the flest eqn. ¥

\ Plu_ggity e into the second), ve et +hat our
L ofﬁ'mal pundles os ncome  chonges will e alom
" Ay
\\\\ _ % the Une x3=%.

. The =gl cupve for eack geod, movies X and sogs X, plots income m ogainet
quantity cemanded , holding the pa.ka.oF poth goods fixed. fiere we can ggain use the
demand cuRveS H=Lm and xg=4m. amilor. 40 when we're geaphing demand ,

solve for what's on te vertical axis (here,m) so we geaph m=32x and m=2x,
e
m
"

L, m=ax M=%

/

/

7 %
¥| o

« e tup commodities are normal rather than inferiar sixe, as we con see in the
demand functions analytically and the Thgel curve geaphically o= income. increases,
the (pam:ha._ demanded oo both goodls nureases.



2)

. Teevor's preferences can be represerted gy utiltity furction: U, X)) =min 12% /%3l

(a) He clacoses oo bundle along the optimal peoportion Ut = 2% =%2
Teevor spencks all of his income: Xyt PaXy =T
solvig Huse equations foa x and Xy we get

Pi1+apa Pi+2ps

(b) Tou pa=l and m=10 , we have the Puu_-o{:fee. wrve x,=A4%. (onthe left)

Demand foe % is X = IP0+1- we solve s for pt o gt the nverse demand cuewe
|

“+D 3|z_a.Ph.‘. Pi= .‘.,Q‘r —a&. (o the »’.A'\gh(::>l
X2 PoC:
'XQ::JX]
P[(xﬁe 0. .8

2

\
LN\ 5 _—
5

(c) milk, % is an oeclinaey good. ok Trevor Looking at the clemand function, we see that
as py Increases (cecreases) , quantity demanded x| decreases (increases).

(<) Given py=pa=1,the opinal choices gived m.(hich clefine. the TNget cukve) are given by:

X = = M. and Y= 2L T .Negmpk.&uﬁgd.wwesfu-
prtdpe 3 Pitdpa 3 eadh 8md in K-m and %5-m
m ™m spae:
m= 5y
5 M= ,/;'.’o- ’b:‘
.,-'///
X %
(s Ky =22 . The incomn.—cher weve coincdes with ¢he

optimal peopoetion ting. (colve eact of He
cemand functions tb m and =et tha.mequaL
to eacl other and solve foe. %, ).




&)

Wx, %)= 20+ %

(a) our demand functions foe % and % wil be depend on what 4he P“:‘“" vicbio: §s relaive
Like these).

___r_ﬂuu_l_,__.é_. F 4he budget Ulne is less atee? than the slope 0'F+h.a_
2

ifference aupves, Le. if I-P%,ll < \MRs,,| , then kate consumes only X (2ed Delicious)
othgewise, i the budget line is more steep than

the. indifference. aseves, |-Pup, |>1mes, |,
yake consumes onhly Jonoao\ds %, -

f A
sc, ue have that \‘ l/Pil <lmespl= %

g =D
Pt
(-] 7 Imeseal Y=ty Nl

M-
(b) with M=l0 ad py=t, ue have [~Pip|= Py since Imespl=2
For pi>2, demand fo ¥ =0 and =" =10

Toe. p<2, demand for %= M/p, and ¥, =0

T pi=2, m|zs—_—.Pa/Pi everywhare ;&0 any bundle along the budget line \s optimal .
% P

S

X
Yo e S
(o?ﬁmal bundles as ?

of good 1 varies)

() siace 4he. demand foe. % does not ncrease as its Po.ioz. P\ increases | 1s an ordmam:’ goex
) :F“’d‘qr

p=l and po=1  fo tius peice ratio we know that rate will always choose
r)qg,"l]).'____m ged Delidious oapples and Xa= 0 Jonagold apples.

K= %2=0

Xy
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