
Econ 10A: Problem Set 4 
 

(1) Good 1 is a normal good and good 2 is an inferior good. Using 3 budget lines and 2 
indifference curves, illustrate the effect of an increase in P2 on the consumption of both x1 
and x2. Label income and substitution effects for both goods. 

 
 
(2) David consumes pizza and hamburgers and his utility function is given by:                  

𝑈(𝑝, ℎ) = 2𝑝 + ℎ. Initially, 𝑝𝑝 = 6, 𝑝ℎ = 2, and m = 6 (income). Then the price of pizza falls 

to 𝑝𝑝 = 2, but the price of hamburgers remains the same as does income (at  𝑝ℎ = 2 and   

m = 6).  What are the NUMERIC VALUES for the Hicks income and substitution effects for 
PIZZA and HAMBURGERS when the price of pizza falls from 6 to 2?  

 
 

(3) Carla’s utility is described by 𝑈(𝑅, 𝐶) = 40𝑅1/2𝐶1/2, where 𝑅 is hours of Recreation and 𝐶 
is total consumption. The best wage that Carla can earn is $20 per hour, the price of 
consumption is 1 and she receives $400 per week from a divorce agreement. Carla has 100 
hours per week to allocate between labor and recreation. 
 
(a) How many hours will Carla work given the parameters described above?  

 
(b) How many hours would Carla work if she did not receive the weekly payment from the 

divorce settlement?  
 
 

(4) Ted’s utility function over goods x1 and x2 is given by 𝑈(𝑥1, 𝑥2) = 4𝑥1
1/2

𝑥2
1/4

. Is good 2 a 

substitute for good 1? (You may want to refer to #1 from Problem Set 3 to see if the work 
you did before is helpful on this question.) 

 
 
(5) Marjorie is a farmer who harvests almonds and strawberries each year. The price of almonds 

is $10 per pound and the price of strawberries is $5 per pound. These prices remain constant 
from year to year, and she can buy and sell as many almonds and strawberries she wants at 
these prices. Last year, she harvested 1000 pounds of almonds and 800 pounds of 
strawberries. This year, she harvested 400 pounds of almonds and 1800 pounds of 
strawberries. Assuming she only consumes almonds and strawberries, and her utility 
function does not change from year to year, in which year is she better off? 

 
 
(6) Enoch's endowment this year is such that he is a buyer of good 2 and a seller of good 1. If the 

price of good 2 decreases before he can buy or sell any of his original endowment, what part 
of the budget curve must he be on? 


