Economics 202

Dr. Smith

Additional Problems for Review 1

Section One – Deriving Compensated Demand Functions
For each of the following utility functions please derive the compensated demand function for good 1.
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Section Two – Substitution and Income Effects with the Slutsky Equation
For each of the following utility functions use the Slutsky equation to find the substitution, income, and total effects of a price change for good 1 from $2 to $1.  You should assume that the consumer’s income is $100.
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Section Three – Applications
8. Sam has the following utility function:
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a. If Sam’s income is $100 and the price of each good is initially $1, then what is Sam’s optimal bundle?

b. If a tax of $1 per unit is placed on good 1, then what will Sam’s new optimal bundle be?

c. How much income could the government have taken from Sam and still have made her no worse off than she would have been when facing the per unit tax described in part b?

9. Do problem #9 once again, but this time assume that Sam’s utility function is the following:
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