
ETHIOEXAMS

Economicsproblemswithsolution

4.Supposeaparticularconsumerhas8birrtobespentontwogoods,AandB.Theunitprice

ofgoodAis2birrandtheunitpriceofBis1birr.Themarginalutility(MU)shegetsfrom the

consumptionofthegoodsisgivenbelow.

QuantityMUAMUB

13630

22422

3 2016

41812

5 16 10

610 4

a.Basedonthecardinalanalysis,whatisthecombinationofthetwogoodsthatgives

maximum utilitytotheconsumer?

b.Whatisthetotalutilityattheutilitymaximizationlevel?

Solution

a.TheutilityismaximizedwhenMUA/PA=MUB/PBMUA/PA=MUB/PBand

PA×QA+PB×QB=8.PA×QA+PB×QB=8.

BothequitiesaretrueifQA=2unitsandQB=4units.

b.Thetotalutilityattheutilitymaximizationlevelis:

TU=(36+24)+(30+22+16+12)=140units.

EthioExamsisyourChoose!


