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Homework No. 4  Consumer Choice





1. Suppose you really like ice cream.  In fact, you love ice cream.  You might say that you adore ice cream.  (Do you get the picture?)  Does the law of diminishing marginal utility apply to you in this case?  Why or why not? 





2. Do you tend to eat more at an all-you-can-eat buffet or when you order off the a la carte menu?  Explain, using the marginal decision rule that guides your behavior.  








3. Do you think an extra $1 of income has the same marginal value to, say, Madonna as to a poor person? 


_________  If Madonna’s marginal utility is lower, does that justify confiscating $1 from her and giving it to the poor person?  __________  Why or why not?  





You are a careful utility maximizer.  Suppose you enjoy two activities--going to the movies and bowling.  You participate in the two activities until the marginal utility of going to the movies is 20 and the marginal utility of going bowling is 10.  The price of a movie ticket is $10 and the price of bowling is $5.  Are you maximizing your utility?  Explain.  








What happens if the price of bowling doubles?   








5. Consider the following information on utility form the consumption of CDs and magazines.  


Number bought�
Total utility from CDs�
Total utility from magazines�
�
1�
27�
18�
�
2�
45�
30�
�
3�
54�
36�
�
4�
60�
38�
�
a. Determine how much of each item will be consumed if the price of CDs is $9 and the price of magazines is $3 and you have $27 to spend on CDs and magazines.  











b. Suppose the price of magazines goes up to $4.50.  How much of each will be consumed now?  Why does consumption change?  














6. The Baylor Board of Regents voted to raise tuition for next year by 11 percent.  Explain how both the income and substitution effect will contribute to the change in quantity of a Baylor education demanded?  What are some other factors that might offset the rise in tuition?  








