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Edgeworth Box

Robinson starts out with 10 lobsters and 5 
coconuts. Friday starts out with 10 
lobsters and 5 coconuts. After trading, 
Robinson ends up with 8 lobsters and 10 
coconuts. Robinson feels neither better 
nor worse off than when he started but 
cannot get Friday to agree to any more 
trades. Friday feels better off than when 
he started. 

Draw the Edgeworth box consistent with this story.



Edgeworth Box
Suppose the Microeconomics Class has a graduation party but as a final 
test the students must show they have learned something about trade. 
The men are given food when they walk in and the women are given drink. 
Suppose they have identical preferences where food and drink provide 

utility:

Show The contract curve in the Edgeworth box
Explain when Exchange will be possible and show the core

Now assume that the Women have preferences represented as: 

Show the contract curve and the Core



Giffen Good

Show that an increase
in the price of Giffen
good makes the 
consumers better off



Consumer Choice
Aram earns 500 drams per hour. He has 110 hours 

per week available for either labour or leisure. In 
the old days he paid no taxes and received nothing 
from the government. Now he gets a 20000 dram
payment per week from the government and he 
must pay half of his labour income in taxes. (His 
before-tax wages are the same as they were 
before. And he has no other source of income 
than wages and payments from the government.) 
He notices that with the government payment and 
his taxes, he can exactly afford the combination of 
leisure and consumption goods that he used to 
choose. How many hours per week did he work in 
the old days?



Production

Consider the following 
short-run production 
function:

At what level of L do 
diminishing marginal 
returns begin? 
At what level of L do 
diminishing returns 
begin? 


