Microeconomics (Skill development exercise) 



1) Suppose you have Rs. 400 to spend on tow commodities, orange and apple. Price of orange is Rs. 20 per dozen, and price of apple is Rs. 25 per Kg.

a) Draw your budget line of orange and apple by taking oranges on x-axis and apple on y-axis.

b) Suppose you decided to buy 6 dozens of orange, how many kg of apple now you can buy? Show your purchase of orange and apples on your budget line with point A

c) Now suppose you decided to buy an additional dozen of oranges, show your new purchase on budget line by point B and calculate slope of budget line.

d) Suppose you need to buy 10 dozens of oranges and 10 kg of apples, show this combination on diagram with point C. is it possible to buy this bundle?

e) Suppose instead of Rs.400 you have Rs.600 to spend, draw your new budget line and maximum amount of each commodity you can buy now.

2) Ahmad has Rs. 500 to spend on two commodities wheat and rice.

Draw Ahmad’s budget line if price of rice is 10 per kg, and that of wheat Rs. 5 per kg, and show the effect of following price changes on budget line.

a) If price of wheat rises from Rs. 10 to Rs. 20 per kg.  

b) If price of wheat falls from Rs.10 to Rs.5 per kg.

c) If price of rice rises from Rs.5 to Rs. 10 per kg

d) If price of rice falls from Rs. 5 to 2.5 per kg 

3) Jims buy only milk and biscuits. In 1999 Jim earn $100, milk cost 2$ per liter and biscuits cost 4$ per dozen. Draw Jim’s budget constraint.

Now suppose all prices increase by 10%, draw new budget constraint.

Draw another budget line if Jim’s income also increases by 10% 

4) Suppose Amjad consumes only two commodities, milk and cheese. Price of milk is Rs. 10 per liter and price of cheese is Rs. 15 per kg.  Total income of Amjad is Rs.3000. draw a budget line and indifference curve showing that both are normal goods for Amjad.

Suppose income of Amjad rises from 3000 to 6000, what would be the effect on consumption of both commodities if cheese is a normal good, 2) inferior good 3) superior good.
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