HW II Answer Key
1. See the notes.

2.  a) Pecans are equally preferred to macadamias, which are preferred to almonds, which are preferred to walnuts, so by transitivity it follows that pecans are preferred to walnuts.

b) Macadamias are preferred to almonds and cashews are preferred to almonds. Transitivity tells us nothing here about the preference ranking of macadamias and cashews.
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5. a) To get any enjoyment from them, Picabo must consume skis and bindings in exactly the right proportion.  This means that the satisfaction Picabo gets from the bundle consisting of 4 pairs of skis per year and 5 pairs of bindings will be no greater than the satisfaction provided by the bundle (4, 4).  Thus the bundle consisting of 4 pairs of skis per year and 5 pairs of bindings lies on exactly the same indifference curve as the original bundle.  By similar reasoning, the bundle consisting of 5 pairs of skis per year and 4 pairs of bindings lies on this indifference curve as well.  Proceeding in like fashion, we can trace out the entire indifference curve passing through the bundle (4, 4), which is denoted as I1 in the diagram.   
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b) If plays cost $12 and movies cost $4, the budget line is Bo, which has exactly the same slope as Paula's indifference curves. She will be indifferent between all the bundles on B0.

c) On B1, she will consume 10 plays.

7. 
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8. 
a) I=10*10=100;
b) Py=100/25=4;

c) Y=25-2.5x; slope is -2.5;

d) MRS=|slope of the budget line(indifference curve) at the optimal point|=2.5;

e) NO;

f) No for point B and yes for point C because of decreasing MRS along the IC.

9. 
No, Martin is not maximizing his utility because 
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. He should consume more good x and less good y.
10. No, a Giffen good cannot be a normal good. It has to be an inferior good whose income effect acts to offset the substitution effect. And the income effect is so strong that it is larger than the substitution effect.
Refer to your notes for the graph. Make sure you label the graph correctly.

You get only half points if you fail to draw the graph.
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