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Group Assignment on Theory of Consumer Behavior and Demand (15%b)

1. Find the optimal quantities that maximize utility and the maximum utility for the

following questions? (Also you should draw the graphs clearly).

a) Max U(ay,ay) = a; + 2a,

b) Max U(x,y) = min(x, 2y)
S.t 4x+4y =18

¢) Max U = X°%%Y?°°
S.t 2x+3y=50

2. Assume that a person has a utility function U(X,Y) = XY, and money income of
$10,000, facing an initial price of X is $10 and price of Y is $15. If the price of X
increases to $15, answer the following questions;

a. What is the initial utility maximizing quantity of X and Y?

b. What is the new utility maximizing quantity of X and Y following the increase in
the price of X?

c. What is the Hicks compensating variation in income that would leave this person
equally well off following the price increase? What is the Slutsky compensating
variation in income?

d. Calculate the pure substitution effect and the real income effect of this increase in
the price of X?

3. Find the substitution and income effects of the following price changes on good 1.

UX1,X,) =X, +X,,and m =120,P, =1,P, =2and P'; = 2

4. Find the consumer’s surplus at price of $8 if the demand function is given by;

P=20- 1?Qs, where Qs is quantity supplied.



