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TUTORIAL 4
Q1
Daniel allocates his budget of $24 per week among three goods. Use the following table of the marginal utilities for Good A, Good B and Good C to answer the questions below:

	QA
	MUA
	QB
	MUB
	QC
	MUC

	1
	50
	1
	75
	1
	25

	2
	40
	2
	60
	2
	20

	3
	30
	3
	40
	3
	15

	4
	20
	4
	30
	4
	10

	5
	15
	5
	20
	5
	7.5


a) If the price of A is $2, the price of B is $3 and the price of C is $1, how much of each will Daniel purchase in equilibrium?

b) If the price of A rises to $4 while other prices and Daniel’s budget remain unchanged, how much of each will he purchase in equilibrium?

c) Using the information from parts (a) and (b), draw the demand curve for Good A. Be sure to indicate the price and quantity demanded for each point on the curve.

Q2
The tables below are the utility from the consumption of popcorn and candy bars by Amy during a week. Complete the tables.

	Bags of popcorn
	Total utility
	Marginal utility

	1
	20
	

	2
	36
	

	3
	50
	

	4
	
	12

	5
	72
	

	6
	80
	

	7
	86
	


	Number of 

candy bars
	Total utility
	Marginal utility

	1
	14
	

	2
	26
	

	3
	
	10

	4
	44
	

	5
	51
	

	6
	57
	

	7
	61
	


a) 
Suppose the price of a bag of popcorn is $1.00 and the price of a candy bar is $0.50, complete the table below.

	Bags of popcorn
	MU/P
	Number of candy bars
	MU/P

	1
	
	1
	

	2
	
	2
	

	3
	
	3
	

	4
	
	4
	

	5
	
	5
	

	6
	
	6
	

	7
	
	7
	


b)
If the prices for popcorn and candy bars are as given in problem (a), 

i) how should Amy spend her first dollar of weekly allowance? Why?

ii)
how should Amy spend her second dollar of weekly allowance? Why?

c) Suppose now Amy’s weekly allowance is $4. Answer the following if she spends her entire allowance on popcorn and candy?

i) How much popcorn and candy bars if she maximizes her utility?

ii) What is the total utility
d) Suppose that Amy’s preferences remain as they were in problem (b), but the price of a candy bar doubles to $1. 

i) Amy’s allowance continues to be $4. After the price change, how much popcorn and candy bars will she consume each week?

ii) Are popcorn and candy bars substitutes or complements for Amy? Why?

iii) Based on the information you have obtained, draw Amy’s demand curve for candy bars.

e) Suppose that both bags of popcorn and candy bars continue to sell for $1 each, but now Amy’s allowance increases to $6 per week.

i)
How many candy bars and bags of popcorn will Amy choose to consumer per week under the new situation?

ii)
Are popcorn and candy bars normal goods? Why and why not?
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