Econ 201 Tutorial #6 
Date: Week of Oct.24-30, 2011

Coverage: Chapter 6.1-6.5 Consumer Choice and Demand Decisions       

Part I: Multiple choice questions
1. What does the law of diminishing marginal utility state?


A)
That the amount of additional utility increases as successive units of a      product are consumed.


B)
That the amount of total utility decreases at an increasing rate.


C)
That the amount of total utility decreases at a decreasing rate.


D)
That the amount of additional utility decreases as successive units of a      product are consumed.

2. Assume that George is allocating his budget optimally between two products. If the MU of product X is 40 and its price is $8, what must be the price of product Y if its MU is 60?


A)
$7.50.


B)
$12.


C)
$16.


D)
$40.

3. A demand curve slope downward because:


A)
since the marginal utility increases with increased consumption, people will be eager to buy more at lower prices.


B)
since the marginal utility decreases with increased consumption, the price must fall in order to induce people to buy more.


C)
since total utility increases with increased consumption, a lower price is necessary to encourage increased production.


D)
lower prices mean a lower consumer surplus which will encourage increased consumption.

4. What will happen if MUA/PA>MUB/PB?


A)
The price of A will be forced to drop.


B)
The price of B will be forced to drop.


C)
The consumer should reallocate income so as to purchase more of good A.


D)
The consumer should reallocate income so as to purchase more of good B.

5. When is total utility at a maximum?

A)
When marginal utility is at a maximum.

B)
When marginal utility is zero.

C)
When marginal utility is equal to total utility.

D)
When marginal utility is greater than total utility.
6. The budget line is constructed by:


A)
plotting the individual's consumption budget over a five year period.


B)
plotting alternative consumption baskets that the consumer can buy, and that exhausts her income.


C)
plotting alternative consumption baskets when all prices continually change.


D)
plotting alternative consumption baskets at different levels of income and prices.

Part II: Short Question

1. A Consumer’s Budget Line

Maria spends all of her income of $2,000 on food (F) and clothing (C). The prices per unit are: PF = $5 and PC = $20.

i. The maximum amount of food that Maria can consume is _____.

ii. The maximum number of pieces of clothing that Maria can consume is ____.

iii. Therefore the intercepts of Maria’s budget line are _____ F and _____ C.

iv. Graph Maria’s budget line, with F on the vertical axis and C on the horizontal axis.

v. Maria (can, cannot) __________ afford to buy a combination of 200 F and 60 C because this combination of goods is located (outside, inside, on) __________ her budget line.

vi. The slope of this budget line is _________.

vii. The opportunity cost of one piece of clothing is ___ units of food.

viii. If Maria’s income rises to $3,000, the new intercepts of her budget line are _____ F and _____ C. Graph this new budget line on your graph in (iv).

2. Utility Maximization Rule
Suppose that Ben’s utility levels from consuming goods A, B, and C are given in the following table. Ben’s utility is calculated by adding together the utility obtained from each good. “TU’’ denotes total utility and “MU’’ denotes marginal utility. Assume Ben’s income equals $290, and the three goods’ prices are given by Pa = $10, Pb = $20, and Pc = $40.

	Good A
	Good B
	Good C

	Qa
	TUa
	MUa
	MUa/Pa
	Qb
	TUb
	MUb
	MUb/Pb
	Qc
	TUc
	MUc
	MUc/Pc

	1
	6
	 
	 
	1
	36
	 
	 
	1
	22
	 
	 

	2
	11
	 
	 
	2
	60
	 
	 
	2
	38
	 
	 

	3
	15.5
	 
	 
	3
	68
	 
	 
	3
	50
	 
	 

	4
	18
	 
	 
	4
	72
	 
	 
	4
	58
	 
	 

	5
	20
	 
	 
	5
	73
	 
	 
	5
	62
	 
	 


i. Fill in the values for the marginal utility and marginal utility per dollar spent.

ii. Consider the first unit purchased. Ben would choose good B because the marginal utility per dollar spent for the first unit of good B is _____ as compared to _____ for good A and _____ for good C.

iii. After Ben has purchased that first unit, he now has $_____ left to spend.

iv. For his next purchase Ben would take good _____ since the marginal utility per dollar spent on that unit of good is _____ as compared to _____ for good _____ and _____ for good _____.

v. After the second purchase, Ben now has $_____ left to spend.

vi. The third item purchased would be good _____ and the marginal utility per dollar spent to get that unit is _____. 

vii. To maximize utility Ben will buy _____ units of good A, _____ units of B, and _____ units of C. Total utility will be _____. 

viii. The marginal utility of the last dollar spent on each good will be _____.
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