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2 points

1.a. Define marginal utility.

b. Define the law of diminishing marginal utility.

8 points 

2. Given the information below, answer questions a-h
A little boy has 50 cents to spend on candy. There are two types of candy that he can spend his money on pezz and bubble gum. The utility chart of the little boy is listed below.

Income = $.50

Price of bubble gum  = .05

Price of pezz (little sugar candies) = .10

                     Bubble gum     Pezz

Quantity 
TU      MU   TU    MU
    0
   
 0

 0



    1        
20                  36

    2        
34                  60

    3        
44                  82

    4        
52                  99
    5        
60                 110

a. Draw the budget constraint.

b. Fill in the marginal utility column.

c. Find the optimal bundle of bubble gum and pezz. 

d. How much utility does the little boy obtain by purchasing the optimal bundle?

e. Draw a graph showing the optimal bundle, and the level of utility.

f. What will be the optimal bundle of bubble gum and pezz if the price of bubble gum rises to $.10 (10 cents)? 

g. Draw the demand curve for bubble gum.      

h. Solve for the price elasticity of bubble gum.
