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1. Consider the utility function u(x,y) = xy + x + y.  

a. Find the marginal rate of substitution as a function of bundle (x,y).  

b. If prices are px = 2 and py = 4, and if income is M = 18, find the 

consumption bundle that maximizes utility. 

 

2. Consider the utility function:  u(x, y) = y −1/x. Let the price of good x be given by 

px, the price of good y be given by py, and the income be given by M. 

(a) Derive the consumer’s demand function for good x given py. 

(b) Derive the consumer’s demand function for good y given px. 

(c) If we have px = 1, py = 4, and M = 10, compute the utility maximizing 

consumption bundle. 

(d) Compute the price elasticity of demand for good x. 

 

3. Consider the utility function: u(x, y) = 12x2y4. Let the price of good x be given by 

px, let the price of good y be given by py, and let income be given by M. 

a. What is the slope of the consumer’s indifference curve at the consumption 

bundle, (1,1) ? 

b. Derive the consumer’s demand function for goods x and y. 

c. If we have px = 2, py = 2, and M = 24, compute the utility maximizing 

consumption bundle. 

 

4. Let (g, u) be the commodity bundle consisting of g units of good A and u units of 

good B for consumer M. The utility function of M for goods A and B is defined by 

u(g,u) = 3g+5u.  

a. Find two consumption bundles that M is indifferent for consuming. 

b. Are the goods complements or substitutes and why? 

c. Consider that the price per unit of good A is 4 and the price for B is 1. 

What bundle should M buy if he spends 10?  

d. Represent the solution of question (c) graphically. 

5. Consider the utility function: 𝑢(𝑥, 𝑦) = 𝑥𝑦1/2. Suppose this consumer has an 

income m = 12. Let the price of good x be 𝑝𝑥 = 4, and let the price of good y be 

𝑝𝑦 = 1. Calculate the bundle of goods x and y that maximizes this consumer’s 

utility, subject to his budget constraint. 

 

6. Suppose that the demand curve for wheat is  𝑞 = 90 − 10𝑝  and the supply curve 

is 𝑞 = 10𝑝.  

 

a. Find the market clearing price and the quantity traded.  

b. Compute the consumer surplus and producer surplus in equilibrium. 
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