
36        ∂  Appendix: Consumer Behavior, Chapter 4

Solution

 Since Mitzi likes to consume the two goods, shampoo and conditioner, in a 1 to 1 ratio, she can purchase 
together 1 unit of each for a total of $2 + $4 = $6. With I = $12 of income, Mitzi can afford 2 units 
of each.
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 c.  When there is a change in prices so that  P  S  = $2 and  P  C  = $4, the new budget constraint for Mitzi will 

 be 2S + 4C = 12. The slope of the budget constraint is now –    
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  , but the total cost of a unit of 

 each good (Mitzi’s ideal consumption ratio) is still $6, so she can afford to purchase 2 units of each good.
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 d.  If Mitzi likes to use shampoo and conditioner in the ratio 2 to 1, then under the original prices, a bundle 
consisting of S = 2 and C = 1 would have cost 2(4) + 1(2) = $10. With the change in prices, the same 
bundle would cost 2(2) + 1(4) = $8. Mitzi would be able to consume more under the new prices.

16. Suppose that there are only two goods, books and coffee. Wally gets utility from both books and coffee, 
but his indifference curves between them are concave rather than convex to the origin.

 a. Draw a set of indifference curves for Wally.
 b.  What do these particular indifference curves tell you about Wally’s marginal rate of substitution be-

tween books and coffee?
 c.  What will Wally’s utility‐maximizing bundle look like? (Hint: Assume some level of income for Wally, 

and some prices for books and coffee; then draw a budget constraint.)
 d.  Compare your answer to (b) to real‐world behaviors. Does the comparison shed any light on why econo-

mists generally assume convex preferences?
 e.  Will the Lagrangian approach be useful in solving for a maximum in this circumstance (i.e., when indif-

ference curves are concave rather than convex to the origin)? Why or why not?
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