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Questions: Answer the following questions:

1. Mention the most important assumptions adopted by the Ordinal Utility Approach in analyzing consumer behavior.
2. Define the indifference curve and mention its characteristics.

3. Define the marginal rate of substitution, and explain why its value decreases by moving to the right on the
indifference curve.

4. Explain the special forms of indifference maps.

Exercise 01: Anwser the following questions:

1. Prove the validity of the following relationship, and give its economic significance:

Ay MU,
MRS, , = —— =
Sxy = T MU,
2. Give the economic significance of the following mathematical formula:
MU, Py
MU, P,

Exercise 02: Let us consider the following commodity combinations:
a. = (Xa, Ya) b = (Xb, Yb) C: (Xc, Yc)
Where the three combinations lie on the same income budget line.

1. What is the common feature between these combinations?

2. Assuming that combinations a and c lie on the same income line and on the indifference curve U:

A. Draw a graph showing: Ya>Yc and Xc>Xa, then explain why the value of the marginal rate of substitution MRSy,
decreases.

B. Assuming that: a = (Xa=3, Ya=9) and ¢ = (Xc=6, Yc=2) and R= 480, calculate the values of the prices Px and Py.
3. If we assume that combination b lies on the indifference curve U,, what is the value of MRSy so that b is an
equilibrium combination?

Exercise 03: The utility function of a consumer is as follows:
U=Ax“y

1. Define the constant values of the function, then prove them mathematically.
2. Calculate the value of the marginal rate of substitution (MRSy).
3. Determine the consumer demand equations for the two goods x and y, knowing that Py is the unit price of x, Py is
the unit price of y and R is the consumer's income.
4. Assuming that: 0=1/3 B, a+p=1, A= 27, P,=P, = 5 and R=3000:
A. Find the equilibrium combination of x and y, and calculate the greatest utility achieved by this consumer, then
calculate the value of the multiplier used and give its economic significance.
B. Assuming an increase in price Px by 20%, find the new equilibrium combination, then derive the consumer
demand curve for good x.
C. Assuming that the consumer's utility is constant at U, = 9396:
- Find the indifference equation for the consumer.
- Calculate the minimum expenditure E on goods x and y.
- Calculate the value of the multiplier used, and give its economic significance.
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