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Indifference curves

Suppose Absurdistani people have 2 left feet and 1 right foot. We want to 
derive a utility function for a Absurdistani person who has L left shoes 
and R right shoes.

1. Draw the indifference curves. 

2. Is it: 

1. rational 

2. monotonic 

3. convex 

1. strictly convex 

2. weakly convex 



Demand Function

Derive demand function (graphically) for a 
good with perfect substitute available.



Homothetic goods

Assume Cobb-Douglas utility function

Write the Lagrangian function for consumer’s 
optimisation problem

Derive the FOCs and the demand function

Show that this is an example of homothetic 
preferences

βα yxU =



Quasi-linear preferences

Assume utility function of the following 
form

It would work with any function of the form

Derive the demand functions and show that 
the demand for y does not depend on 
income

yxyxU +=),(
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Income, Substitution Effects and 
Giffen Goods

What about perfect compliments?



Price and cross-price changes



Some problems (budget constraint)



Exercise 



Question

Does an increase in the price of    
Giffen good

make the consumers better off?


