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ECO 3153 Microeconomics I11
Winter 2010 — Professor Shiell

Midterm I - Answers

Total marks:

1. Show that if indifference curves intersect the consumer is inconsistent.
B ~ C by construction (indifference curve 1) 1
C ~ A by construction (indifference curve 2) -
= B~ A by transitivity L

But B> A by non-satiation. 1
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2. A consumer has the following utility function: u(x;,x,)=xx5, a+b=1
a.) Derive the expenditure function, where p, and p, represent the prices of goods 1 and 2

respectively.

b.) Obtain the indirect utility function from your answer to (a.) above.

c.) Derive the Marshallian demand functions for goods 1 and 2 from your answer to (b.).
[Hint: Use Roy’s Identity.]
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Let m(p1, pa; u) be the expendlture functlon,
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5. Show that if complements and substitutes are defined in terms of Marshallian demand
derivatives, goods could be complements on the basis of the sign of D, / Op; and substitutes

on the basis of the sign of dD, / op, . (Hint: Use the Slutsky equation.)
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Now consider defining j,i as|Marshallian substitutes; i.e. —G—PTJ >0
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{x As long as — is in this range, the Marshallian derivatives will have opposite signs. / T
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