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--------------------------------------------	613	622	18.3	UNIT	19	19.1	19.2	19.3	UNIT	20	20.1	20.2	20.3	20.4	Topical	Solved	A-Level	Economics	P-3	23	Read	&	Write	Publications	1.1	Law	of	diminishing	marginal	utility	Unit	-1	Theory	of	consumer	behaviour	1.1	Law	of	diminishing	marginal	utility	1.	M/J	15/P33/Q2	The	diagram	shows	the	marginal	utility	(MU)	an
individual	derives	from	consuming	different	quantities	of	good	X.	At	the	margin,	the	individual	derives	two	units	of	utility	from	every	$1	that	he	spends.	Which	quantity	of	good	X	will	he	purchase	if	the	price	of	X	is	$2?	A	1	B	2	C	4	D	5	2.	O/N	14/P14/Q2	The	schedule	shows	the	total	utility	derived	by	a	consumer	of	a	good	X	at	different	levels	of
consumption.	quantity	of	X	consumed	total	utility	(units)	1	2	3	4	5	6	7	30	50	65	75	80	83	84	The	consumer	obtains	two	units	of	utility	from	the	last	$	she	spends	on	each	good	that	she	purchases.	What	is	the	maximum	number	of	units	of	X	that	she	will	consume	if	the	price	of	X	is	$5?	A	3	B	4	C	5	D	6	3.	M/J	08/P3/Q2,	O/N	13/P3/Q2	The	table	shows	the
total	utility	that	an	individual	derives	from	consuming	different	quantities	of	a	good.	quantity	of	total	good	utility	(units)	(units)	1	24	2	45	3	63	4	78	5	90	6	99	The	individual’s	marginal	utility	of	money	is	$1	=	2	units	of	utility.	What	is	the	maximum	quantity	of	the	good	that	the	individual	will	buy	when	its	price	is	$6?	A	2	units	B	3	units	C	4	units	D	5
units	Topical	Solved	A-Level	Economics	P-3	24	Read	&	Write	Publications	1.1	Law	of	diminishing	marginal	utility	4.	M/J	13/P32/Q2,	O/N	05/P3/Q2	The	table	shows	the	total	utility	that	an	individual	derives	from	consuming	different	quantities	of	a	good.	quantity	of	good	(units)	1	2	3	4	5	6	total	utility	(units)	20	36	50	62	72	80	The	individual’s	marginal
utility	of	money	is	$1	=	2	units	of	utility.	What	is	the	maximum	quantity	of	the	good	that	the	individual	will	buy	when	its	price	is	$6?	A	2	units	B	3	units	C	4	units	D	5	units	5.	M/J	12/P32/Q2,	O/N	15/P31/Q2	The	table	shows	the	total	utility	that	an	individual	obtains	from	consuming	different	quantities	of	a	good.	Quantity	of	good	(units)	1	2	3	4	5	6	total
utility	(units)	20	36	50	62	72	80	The	individual’s	marginal	utility	of	money	is	$1	=	3	units	of	utility.	What	is	the	maximum	quantity	of	the	good	that	the	individual	will	buy	when	its	price	is	$4?	A	2	units	B	3	units	C	4	units	D	5	units	6.	O/N	11/P32/Q1,	M/J	16/P31/Q4	Why	does	a	normal	demand	curve	for	a	product	slope	downwards	from	left	to	right?	A
Buyers’	additional	satisfaction	declines	as	consumption	rises.	B	Consumers	are	faced	with	choices	between	competing	products.	C	Sellers	are	willing	to	accept	lower	prices	on	larger	orders.	D	The	average	cost	of	production	falls	as	the	scale	of	production	increases.	7.	O/N	10/P32/Q2	The	schedule	shows	the	total	utility	derived	by	a	consumer	of	a	good
X	at	different	levels	of	consumption.	Quantity	of	X	consumed	Total	utility	(units)	1	2	3	4	5	6	7	30	50	65	75	80	83	84	The	consumer	obtains	three	units	of	utility	from	the	last	$	she	spends	on	each	good	that	she	purchases.	What	is	the	maximum	number	of	units	of	X	that	she	will	consume	if	the	price	of	X	is	$5?	A	3	B	4	C	5	D	6	Topical	Solved	A-Level
Economics	P-3	25	Read	&	Write	Publications	1.1	Law	of	diminishing	marginal	utility	8.	M/J	17/P31/Q5,	M/J	10/P32/Q1	The	diagram	shows	the	marginal	utility	(MU)	that	an	individual	derives	from	a	good	at	different	levels	of	consumption.	The	utility	he	derives	from	the	last	$	he	spends	on	every	good	is	3	units.	80	70	60	50	utility	40	(units)	30	20	10	MU
0	1	2	3	4	5	6	7	8	quantity	(kilos)	Assuming	the	marginal	utility	of	money	is	constant,	which	quantity	will	he	purchase	if	the	price	of	the	good	is	$10?	A	4	kilos	B	5	kilos	C	6	kilos	D	7	kilos	9.	O/N	09/P32/Q1	The	schedule	shows	the	total	utility	derived	by	a	consumer	of	a	good	X	at	different	levels	of	consumption.	quantity	of	x	consumed	1	2	3	4	5	6	7	8
total	utility	(units)	28	40	50	58	64	68	71	73	The	consumer	obtains	two	units	of	satisfaction	from	the	last	cent	she	spends	on	each	good	that	she	purchases.	What	is	the	maximum	number	of	units	of	X	that	she	will	consume	if	the	price	of	X	is	6	cents?	A	2	B	5	C	7	D	8	10.	O/N	06/P3/Q2	The	diagram	shows	the	marginal	utility	that	an	individual	derives	from
a	good	at	different	levels	of	consumption.	The	utility	he	derives	from	the	last	$	he	spends	on	every	good	is	2	units.	80	70	60	50	utility	40	(units)	30	20	10	MU	0	1	2	3	4	5	6	7	8	quantity	(units)	Assuming	the	marginal	utility	of	money	is	constant,	which	quantity	will	he	purchase	if	the	price	of	the	good	is	$20?	A	4	units	B	5	units	C	6	units	D	7	units	11.	O/N
04/P3/Q3	What	explains	the	slope	of	an	individual’s	demand	curve	for	a	normal	good?	A	market	imperfections	C	diminishing	returns	B	the	law	of	variable	proportions	D	diminishing	marginal	utility	Topical	Solved	A-Level	Economics	P-3	26	Read	&	Write	Publications	1.1	Law	of	diminishing	marginal	utility	12.	O/N	02/P3/Q2	The	table	shows	the	marginal
utility	that	a	consumer	obtains	from	consuming	successive	units	of	good	X.	quantity	(units)	1	2	3	4	5	6	mu	(units	of	utility)	10	18	24	28	30	31	The	price	of	good	X	is	$4.	What	additional	information	is	needed	to	determine	the	quantity	of	X	that	the	consumer	will	purchase?	A	the	consumer’s	income	elasticity	of	demand	for	good	X	B	the	consumer’s	price
elasticity	of	demand	for	good	X	C	the	marginal	utility	of	money	to	the	consumer	D	the	marginal	utility	that	the	consumer	obtains	from	substitute	goods	Topical	Solved	A-Level	Economics	P-3	27	Read	&	Write	Publications	1.1	Law	of	diminishing	marginal	utility	Answers	Section	1.	C	According	to	question,	the	marginal	utility	of	money	is	$1	=	2	utils.	At
price	of	$2	the	marginal	utility	=	2×2	=	4	utils.	From	the	diagram,	taking	4	utils	at	vertical	axis	and	using	MU	curve,	the	corresponding	quantity	is	4	units.	2.	B	According	to	question,	the	marginal	utility	of	money	is	1	dollar	to	2	utils.	At	price	of	5	dollars	the	marginal	utility	=	5x2	=	10	utils.	From	the	table,	according	to	Law	of	diminishing	marginal
utility	the	consumer	equilibrium	is	established	where	MU=P.	The	Marginal	Utilities	are	calculated	as	below.	quantity	of	X	consumed	Total	Utility	(Utils)	Marginal	Utility	Price	(utils)	1	30	30	10	2	50	20	10	3	65	15	10	4	75	10	10	5	80	5	10	6	83	2	10	7	84	1	10	At	quantity=	4	MU	is	10	therefore	according	to	Law	of	diminishing	marginal	utility	consumer
will	buy	a	maximum	4	units.	3.	D	According	to	question,	the	marginal	utility	of	money	is	$1	=	2	utils.	At	price	of	$6	the	marginal	utility	=	6x2	=	12	utils.	From	the	table,	according	to	Law	of	diminishing	marginal	utility	the	consumer	equilibrium	is	established	where	MU=P.	The	marginal	utilities	are	calculated	as	below	Quantity	of	good	(units)	1	2	3	4	5
6	Total	Utilities	24	45	63	78	90	99	Marginal	Utilities	24	21	18	15	12	9	Price	(utils)	12	12	12	12	12	12	At	quantity	5,	MU	is	12	and	therefore	according	to	Law	of	diminishing	marginal	utility	consumer	will	buy	a	maximum	5	units.	4.	C	According	to	question,	the	marginal	utility	of	(Law	of	diminishing	marginal	utility)	money	is	$1	to	2	utils.	At	price	of	$6
the	marginal	utility	=	6×2	=	12	utils.	From	the	table,	according	to	Law	of	diminishing	marginal	utility	the	consumer	equilibrium	is	established	where	MU=P.	The	marginal	utilities	are	calculated	as	below	Quantity	of	good	(units)	1	2	3	4	5	6	Total	Utilities	20	36	50	62	72	80	Marginal	Utilities	20	16	14	12	10	8	Price	(utils)	12	12	12	12	12	12	At	4	units	of
quantity,	MU	is	12	therefore	according	to	Law	of	diminishing	marginal	utility	consumer	will	buy	a	maximum	4	units.	Topical	Solved	A-Level	Economics	P-3	5.	28	Read	&	Write	Publications	1.1	Law	of	diminishing	marginal	utility	C	According	to	question,	the	marginal	utility	of	(Law	of	diminishing	marginal	utility)	money	is	$1	to	3	utils.	At	price	of	$4	the
marginal	utility	=	4×3	=	12	utils.	From	the	table,	according	to	Law	of	diminishing	marginal	utility	the	consumer	equilibrium	is	established	where	MU=P.	The	marginal	utilities	are	calculated	as	below	Quantity	of	good	(units)	1	2	3	4	5	6	Total	Utilities	20	36	50	62	72	80	Marginal	Utilities	20	16	14	12	10	8	Price	(utils)	12	12	12	12	12	12	At	4	units	of
quantity,	MU	is	12	therefore	according	to	Law	of	diminishing	marginal	utility	consumer	will	buy	a	maximum	4	units.	6.	A	The	demand	curve	can	be	linked	to	marginal	utility	theory.	As	a	consumer	consumes	more	a	product	its	marginal	utility	(utility	from	an	additional	unit)	falls	so	a	consumer	is	willing	to	pay	a	lower	price	for	the	product.	Lower	the
marginal	utility	obtained	from	a	good,	the	lower	the	price	a	consumer	will	be	willing	to	pay	for	a	product.	Although	the	statement	in	option	B	is	correct,	in	the	sense	that	consumers	are	faced	with	choices	between	competing	goods,	it	does	not	explicitly	state	why	this	leads	to	a	downward	sloping	demand	curve.	Option	C	and	D	refer	to	the	supply	curve.
7.	A	As	MU	of	money	is	$1=3	utils,	the	marginal	utility	table	is	as	follows.	quantity	of	X	consumed	Total	Utility	(utils)	Marginal	Utility	(MU)	Price	(utils)	1	30	30	15	2	50	20	15	3	65	15	15	4	75	10	15	5	80	5	15	6	83	2	15	7	84	1	15	At	price	=	$5,	Converting	$	to	utils,	Price	=	5×3	=	15	utils.	According	to	Law	of	diminishing	marginal	utility	consumer
equilibrium	is	established	where	MU	=	P.	Therefore	maximum	quantity	is	3.	8.	C	According	to	question,	the	marginal	utility	of	money	is	$1	=	3	utils.	For	consumer	equilibrium	MU=P.	At	price	of	$10	the	marginal	utility	should	be	=	10×3	=	30	utils.	From	the	diagram,	taking	30	utils	at	vertical	axis	and	using	MU	curve,	the	corresponding	quantity	is	6
units.	9.	A	According	to	question,	the	marginal	utility	of	money	is	1	cent	to	2	utils.	At	price	of	6	cents	the	marginal	utility	=	6x2	=	12	utils.	From	the	table,	according	to	Law	of	diminishing	marginal	utility	the	consumer	equilibrium	is	established	where	MU=P.	The	Marginal	Utilities	are	calculated	as	below	Quantity	of	good	(units)	Total	Utilities
Marginal	Utilities	Price	(utils)	1	2	3	4	5	6	7	8	28	28	12	40	12	12	50	10	12	58	8	12	64	6	12	68	4	12	71	3	12	73	2	12	At	quantity=	2	MU	is	12	therefore	according	to	Law	of	diminishing	marginal	utility	consumer	will	buy	a	maximum	2	units.	Topical	Solved	A-Level	Economics	P-3	10.	29	Read	&	Write	Publications	1.1	Law	of	diminishing	marginal	utility	B
According	to	question,	the	marginal	utility	of	money	is	$1	=	2	utils.	At	price	of	$20	the	marginal	utility	=	20×2	=	40	utils.	From	the	diagram,	taking	40	utils	at	vertical	axis	and	using	MU	curve,	the	corresponding	quantity	is	5	units.	utility	(units)	80	70	60	50	40	30	20	10	0	MU	1	2	3	4	5	6	7	8	quantity	(units)	11.	D	Demand	curve	shows	negative
relationship	between	price	and	quantity	demanded.	According	to	LDMU	(Law	of	diminishing	marginal	utility),	consumer	equilibrium	is	at	MU=P.	With	the	established	consumer	equilibrium	at	every	quantity	MU=P,	the	marginal	utility	becomes	a	demand	curve.	The	marginal	utility	curve	helps	to	explain	the	negative	relationship	that	with	the	increase
in	consumption	of	product	MU	declines	and	so	does	the	price	that	consumers	are	ready	to	pay.	12.	C	According	to	Law	of	Diminishing	Marginal	Utility,	consumer	equilibrium	is	established	where	MU=	P.	In	order	to	equate	the	marginal	utility	and	price	and	find	the	quantity	where	consumer	equilibrium	will	be	established,	marginal	utility	of	money	is
needed,	i.e.,	utils	per	$	spent.	MU	is	measured	in	utils	and	price	is	measured	in	currency,	therefore	they	can’t	be	equated	without	a	given	MU	of	money.	Topical	Solved	A-Level	Economics	Paper-3	30	Read	&	Write	Publications	1.2	Law	of	equi-marginal	utility	1.2	Law	of	equi-marginal	utility	1.	M/J	16/P32/Q5,	O/N	11/P31/Q3	To	maximise	the
satisfaction	he	derives	from	a	given	level	of	expenditure	on	two	goods,	X	and	Y,	a	consumer	should	allocate	his	expenditure	between	the	two	goods	so	that	A	B	C	marginal	utility	of	X	=	price	of	X	and	marginal	utility	of	Y	=	price	of	Y.	marginal	utility	of	X	plus	marginal	utility	of	Y	is	maximised.	marginal	utility	of	X	=	marginal	utility	of	Y.	marginal
utilityof	X	price	of	X		.	marginal	utiltyof	Y	price	of	Y	D	2.	O/N	15/P33/Q2	To	maximise	the	satisfaction	she	derives	from	a	given	level	of	expenditure	on	two	goods,	X	and	Y,	how	should	a	consumer	allocate	her	expenditure	between	the	two	goods?	A	Marginal	utilityX=Marginal	utilityY	C	Marginal	utilityX	Marginal	utilityY	=	price	of	Y	price	of	X	B
Marginal	utilityX		price	of	X=Marginal	utilityY	D	Marginal	utilityX	price	of	X	=	Marginal	utilityY	price	of	Y	3.	M/J	15/P31/Q2,	O/N	12/P33/Q2	A	household	which	spends	all	of	its	income	on	bananas	and	apples	makes	the	following	purchases.	fruit	price	per	unit	($)	bananas	2.50	apples	1.00	The	household	derives	twice	as	much	utility	from	the	last	unit
of	bananas	consumed	as	from	the	last	unit	of	apples	consumed.	What	should	the	household	do	to	maximise	utility	from	the	consumption	of	these	fruits?	A	B	C	D	consumption	of	bananas	consumption	of	apples	decrease	increase	no	change	no	change	increase	decrease	decrease	increase	4.	O/N	14/P32/Q2	A	household	makes	the	following	purchases	of
fruit.	quantity	price	per	kg	($)	purchased	(kg)	bananas	5	1.00	apples	10	0.50	The	household	derives	twice	as	much	utility	from	the	tenth	kg	of	apples	as	from	the	fifth	kg	of	bananas.	What	should	the	household	do	to	maximise	utility	from	the	purchase	of	these	fruits?	fruit	A	B	C	D	purchase	of	bananas	decrease	increase	increase	no	change	purchase	of
apples	increase	decrease	increase	no	change	Topical	Solved	A-Level	Economics	Paper-3	31	Read	&	Write	Publications	1.2	Law	of	equi-marginal	utility	5.	M/J	03/P3/Q2	A	household	makes	the	following	purchases	of	fruit.	fruit	quantity	purchased	(kg)	price	per	kg	($)	bananas	5	1.00	apples	10	0.50	The	household	derives	twice	as	much	utility	from	the
fifth	kg	of	bananas	as	from	the	tenth	kg	of	apples.	What	should	the	household	do	to	maximise	utility	from	the	purchase	of	these	fruits?	purchase	of	bananas	increase	decrease	increase	no	change	A	B	C	D	purchase	of	apples	decrease	increase	increase	no	change	6.	M/J	15/P32/Q2,	M/J	12/P33/Q2	A	utility	maximising	consumer	spends	the	whole	of	his
disposable	income	of	$40	on	food	and	clothing.	The	table	shows	the	price	of	food,	the	quantity	purchased	by	the	consumer,	and	the	marginal	utility	he	derives	from	food	consumption.	food	price	per	unit	$5	quantity	demanded	5	marginal	utility	(units)	10	10	His	marginal	utility	from	clothing	is	2	units.	What	is	the	price	of	clothing	per	unit	and	the
quantity	purchased	by	the	consumer?	A	B	C	D	Clothing	Quantity	Price	($)	(units)	30	0.5	1.0	15	3.0	5	5.0	3	7.	O/N	14/P33/Q2	A	consumer	allocates	his	expenditure	between	three	goods,	X,	Y	and	Z.	The	table	shows	the	consumer's	marginal	utilities	for	these	goods	and	their	prices.	good	X	Y	Z	marginal	utility	(units)	3	5	10	price	($)	10	15	30	How	should
the	consumer's	expenditure	be	reallocated	in	order	to	maximise	his	utility?	X	Y	Z	A	less	less	more	B	C	D	less	more	more	more	less	more	more	less	less	Topical	Solved	A-Level	Economics	Paper-3	32	Read	&	Write	Publications	1.2	Law	of	equi-marginal	utility	8.	O/N	04/P3/Q2	A	consumer	allocates	his	expenditure	between	three	goods,	X,	Y	and	Z.	The
table	shows	the	prices	of	goods	and	the	consumer's	marginal	utilities.	good	X	Y	Z	price	($)	20	15	10	marginal	utility	(units)	50	30	15	How	should	the	consumer's	expenditure	be	reallocated	in	order	to	maximise	his	utility?	A	B	C	D	X	more	more	less	less	Y	more	less	more	less	Z	less	more	less	more	9.	O/N	07/P3/Q2	A	consumer	allocates	his	expenditure
between	three	goods,	X,	Y	and	Z.	The	table	shows	the	consumer's	marginal	utilities	for	these	goods	and	their	prices.	good	X	Y	Z	marginal	utility	(units)	50	30	25	price	($)	20	15	10	How	should	the	consumer's	expenditure	be	reallocated	in	order	to	maximise	his	utility?	good	A	B	C	D	X	more	more	less	less	Y	more	less	more	less	Z	less	more	less	more	10.
M/J	14/P31/Q2,	M/J	14/P33/Q2,	O/N	12/P32/Q2,	M/J	07,M/J	11/P32/Q2	A	consumer	seeks	to	maximise	his	utility.	Up	to	what	point	should	he	continue	to	consume	each	good?	A	until	the	marginal	utility	per	dollar	from	each	good	is	the	same	B	until	the	marginal	utility	from	each	good	is	the	same	C	until	the	marginal	utility	from	each	good	reaches	a
maximum	D	until	the	marginal	utility	from	each	good	is	zero	Topical	Solved	A-Level	Economics	Paper-3	33	Read	&	Write	Publications	1.2	Law	of	equi-marginal	utility	11.	O/N	12/P31/Q2	The	table	gives	information	about	an	individual’s	consumption	of	good	X.	price	of	good	X	$10	quantity	demanded	25	(units)	marginal	utility	(utils)	30	The	diagram
shows	the	marginal	utility	a	consumer	derives	from	the	consumption	of	good	Y.	120	90	utils	60	30	MU	0	0	10	20	30	quantity	40	Assuming	no	change	in	the	price	of	good	X,	by	how	much	will	the	individual’s	consumption	of	good	Y	increase	if	the	price	falls	from	$30	to	$20?	A	5	units	B	10	units	C	20	units	D	30	units	12.	O/N	13/P31/Q2,	M/J	09/P32/Q2
The	table	shows	the	marginal	utility	derived	by	a	consumer	who	devotes	the	whole	of	his	weekly	income	of	$42	to	two	goods	X	and	Y.	Good	X	costs	$3	per	unit	and	Good	Y	$6	per	unit.	marginal	utility	marginal	utility	Unit	of	X	(units)	of	Y	(units)	1	12	34	2	11	30	3	10	26	4	9	22	5	8	18	6	7	14	7	6	10	8	5	6	In	order	to	maximise	his	utility,	which	quantities	of
X	and	Y	should	the	consumer	purchase?	A	B	C	D	X	4	4	6	8	Y	6	5	4	3	Topical	Solved	A-Level	Economics	Paper-3	34	Read	&	Write	Publications	1.2	Law	of	equi-marginal	utility	13.	O/N	03/P3/Q2	A	utility-maximising	consumer	spends	his	disposable	income	on	food	and	clothing.	When	his	weekly	income	is	$40	he	buys	5	units	of	food	at	a	unit	price	of	$5.
His	marginal	utility	from	food	consumption	is	10	utility	units.	If	the	price	of	a	clothing	unit	is	$0.50,	the	consumer's	marginal	utility	from	clothing	is	A	equal	to	that	derived	from	food	1	B	10	utility	unit	C	1	utility	unit	D	10	utility	units	14.	M/J	02/P3/Q3	The	table	shows	the	marginal	utility	derived	by	a	consumer	who	devotes	the	whole	of	his	weekly
income	of	$32	to	two	goods	X	and	Y,	whose	unit	prices	are	$2	and	$4	respectively.	unit	marginal	utility	of	X	(units)	marginal	utility	of	Y	(units)	1	9	28	2	8	26	3	7	24	4	6	22	5	5	20	6	4	18	7	3	16	8	2	14	In	order	to	maximise	his	utility,	which	quantities	of	X	and	Y	should	the	consumer	purchase?	A	B	C	D	X	2	4	6	8	Y	7	6	4	3	15.	M/J	05/P3/Q2	The	relative
prices	of	goods	reflect	their	marginal	utilities	rather	than	their	total	utilities.	What	is	explained	by	this	statement?	A	B	the	law	of	diminishing	returns	the	limitations	of	marginal	utility	theory	C	D	the	paradox	of	value	the	role	of	prices	as	a	rationing	mechanism	Topical	Solved	A-Level	Economics	Paper-3	35	Read	&	Write	Publications	1.2	Law	of	equi-
marginal	utility	Answers	Section	D	D	3.	A	1.	2.	For	multiple	goods	&	services,	the	utility	maximization	rule	is	that	the	last	dollar	spent	on	each	good	or	service	yields	the	same	amount	of	utility.	In	mathematical	terms,	the	equation	is:	MU	y	MU	x		Px	Py	So,	only	if	the	above	equation,	will	the	consumer	be	in	equilibrium.	The	statement	says	the	last	unit
of	bananas	derives	twice	as	much	utility	as	apples	do.	So	if	MUapples=	x	then	MUbananas=	2x.	So	substituting	the	numbers	in	the	equation	we	get:	MU	apple	MU	b	anana	x	2x			1x			0.8x	P	apple	1	P	b	anana	2.5	MU	apple	P	apple		MU	b	anana	P	b	anana	Since	the	marginal	utility	per	dollar	obtained	from	apples	is	greater,	we	increase	consumption	of
apples	and	reduce	consumption	of	bananas.	4.	A	For	multiple	goods	&	services,	the	utility	maximization	rule	is	that	the	last	dollar	spent	on	each	good	or	service	yields	the	same	amount	of	utility.	In	mathematical	terms,	the	equation	is:	MU	y	MU	x		Px	Py	So,	only	if	the	above	equation,	will	the	consumer	be	in	equilibrium.	The	statement	says	the	last	kg
of	apple	derives	twice	as	much	utility	as	bananas	do.	So	if	MUbanana=	x	then	MUapple=	2x.	So	substituting	the	numbers	in	the	equation	we	get:	MU	apple	MU	b	anana	2x	x			4x		x	P	apple	0.5	P	b	anana	1	MU	b	anana	P	b	anana		MU	apple	P	apple	Since	the	marginal	utility	per	dollar	obtained	from	apples	is	greater,	we	increase	consumption	of	apples
and	reduce	consumption	of	bananas.	So	option	A	is	the	correct	combination.	Topical	Solved	A-Level	Economics	Paper-3	5.	36	Read	&	Write	Publications	1.2	Law	of	equi-marginal	utility	D	According	to	statement	the	household	derives	twice	as	much	utility	from	the	5th	kg	of	bananas	as	from	the	10th	kg	of	apples.	Therefore:	Let	the	Marginal	Utility	of
apples	from	10th	kg	be	X.	Marginal	Utility	of	bananas	from	5th	kg	will	be	2X.	Using	Law	of	equi-marginal	utility:	MU	apples	MU	b	ananas	x	2x					2x	P	apples	P	b	ananas	0.5	1	As	MU	apples	P	apples		MU	b	ananas	P	b	ananas	therefore,	there	is	consumer	equilibrium	and	the	utility	is	already	maximized.	The	household	does	not	need	to	change	anything.
6.	B	Using	Law	of	equi-marginal	utility,	consumer	equilibrium	will	be	established	where	MU	y	MU	x		Px	Py	MU	food	10		2	In	this	case,	MU	food		10	and	P	food		5,	therefore	P	food	5	On	the	other	hand,	marginal	utility	of	clothing	(MU	clothing	)	is	2.	We	can	find	P	clothing	using	law	of	equimarginal	utility.	MU	clothing	MU	food	10	2	10					Py		1	P	food	P
clothing	5	Py	5	2	Hence,	the	price	of	clothing	will	be	$1	and	consumer	will	consume	corresponding	quantity	15	units.	7.	B	The	MU/P	for	X,Y	and	Z	is	shown	below.	Good	Marginal	Utility	Price	$	Marginal	Utility/Price	X	3	10	0.30	Y	5	15	0.33	Z	10	30	0.33	As	MUy	per	dollar	and	MUz	per	dollar	is	greater	than	MUx	per	dollar,	there	is	consumer
disequilibrium.	Therefore	the	rational	consumer	will	consume	less	of	X	and	more	of	Y	and	Z	in	accordance	with	the	law	of	equi	marginal	utility.	8.	A	The	MU/P	for	X,Y	and	Z	is	shown	below.	Good	X	Y	Z	Price	($)	20	15	10	MU	50	30	15	MU/P	2.5	2	1.5	As	MUx	per	dollar	and	MUy	per	dollar	is	greater	than	MUz	per	dollar	,	there	is	consumer
disequilibrium.	Therefore	the	rational	consumer	will	consume	more	of	X	and	Y	and	consume	Z	lesser	in	accordance	with	the	Law	of	equi	marginal	utility	9.	B	The	MU/P	for	X,Y	and	Z	is	shown	below.	Good	Marginal	Utility	Price	$	Marginal	Utility/Price	X	20	50	2	Y	15	30	2	Z	10	25	2.5	As	MUx	per	dollar	and	MUz	per	dollar	is	greater	than	MUy	per
dollar,	there	is	consumer	disequilibrium.	Therefore	the	rational	consumer	will	consume	more	of	X	and	Z	and	will	consume	Y	lesser	in	accordance	with	the	Law	of	Equi	Marginal	Utility	Topical	Solved	A-Level	Economics	Paper-3	10.	37	Read	&	Write	Publications	1.2	Law	of	equi-marginal	utility	A	For	multiple	goods	&	services,	the	utility	maximization
rule	is	that	the	last	dollar	spent	on	each	good	or	service	yields	the	same	amount	of	utility.	In	mathematical	terms,	the	equation	is:	MU	y	MU	x		Px	Py	So,	only	if	the	marginal	utility	per	dollar	from	each	good	is	the	same,	will	the	consumer	be	in	equilibrium.	11.	B	Using	Law	of	equi-marginal	utility,	consumer	equilibrium	will	be	established	where	MU	y
MU	x		Px	Py	MU	x	30		3	In	this	case,	MU	x		30	and	P	x		10	,	therefore	Px	10	On	the	other	hand,	initial	price	of	y	is	$30.	We	can	find	MU	y	using	law	of	equi-marginal	utility.	MU	x	Px		MU	y	Py		MU	y	30	30		30			MU	y			90	10	30	10	At	MU	y		90,	according	to	the	diagram,	consumer	will	consume	20	units	of	the	good	Y.	If	price	of	good	Y	falls	to	$20,	new
MU	y	can	be	calculated	again	with	law	of	equimarginal	utility	formula,	provided	that	there	is	no	change	in	price	of	good	X,	MU	y	MU	y	MU	x	30	30		20					MU	y			60	Px	Py	10	20	10	At	MU	y		60,	according	to	the	diagram,	consumer	will	consume	30	units	of	the	good	Y.	Hence	there	will	be	an	increase	of	10	units	of	Y	by	the	consumer.	12.	B	Using	Law	of
equi-marginal	utility	MU	y	MU	x		Px	Py	In	this	case,	P	x		$3	and	P	x		$6,	dividing	marginal	utilities	with	respective	prices	of	goo	X	and	Y:	MUx	MUy	MUx/Px	MUy/Py	Unit	1	12	34	4	2	11	30	3.67	5	3	10	26	3.33	4.33	4	9	22	3	3.67	5	8	18	2.67	3	6	7	14	2.33	2.33	7	6	10	2	1.67	8	5	6	1.67	1	Among	the	four	options	MUx/Px	=	MUy/Py	in	option	B	only,	i.e.,	9	18
	3	3	3	5.67	Topical	Solved	A-Level	Economics	Paper-3	13.	38	Read	&	Write	Publications	C	As	per	statement	MU	food		10	P	food		5	Using	Law	of	equi-marginal	utility:	x	10	10		0.5		x	1	0.5	5	5	Therefore	x=	MU	clothing	=	1	util	14.	1.2	Law	of	equi-marginal	utility	P	clothing		0.5	Let	MU	clothing		x	A	Using	Law	of	equi-marginal	utility	MU	y	MU	x		Px	Py
This	can	shown	by	a	table	below	where	Px	=	2	and	Py	=	4	Unit	1	2	3	4	5	6	7	8	MUx	9	8	7	6	5	4	3	2	MUy	28	26	24	22	20	18	16	14	MUx/Px	4.5	4	3.5	3	2.5	2	1.5	1	MUy/Py	7	6.5	6	5.5	5	4.5	4	3.5	In	option	A:	MU	x	Px	15.	MU	y		Py		8	16		4	2	4	C	Paradox	of	value	refers	to	illusion	when	apparent	observation	is	different	from	reality.	For	example,	diamonds
seem	to	be	more	valuable	than	water	as	indicated	by	their	prices.	Relatively,	diamond	is	more	precious	than	water	and	therefore	has	a	higher	marginal	utility.	In	reality	water	is	more	valuable	because	without	it	one	can’t	live.	Its	total	utility	is	higher	than	diamond’s.	Instead	of	using	marginal	utilities,	total	utilities	should	be	considered	to	resolve	the
paradox	of	value.	Topical	Solved	A-Level	Economics	P-3	1.3	Budget	line	39	Read	&	Write	Publications	1.3	Budget	line	1.	O/N	11/P31/Q4,	O/N	11/P33/Q3	In	the	diagram	PQ	is	a	consumer’s	original	budget	line.	16	P	quantity	of	Y	12	R	0	Q	S	10	20	quantity	of	X	The	consumer’s	income	increases	from	$80	to	$120	and,	at	the	same	time,	the	prices	of	X	and
Y	change.	If	the	consumer’s	budget	line	is	now	RS,	what	are	the	new	prices	of	X	and	Y?	A	B	C	D	price	of	X	($)	4	6	10	12	price	of	Y	(	$)	12	10	8	6	Topical	Solved	A-Level	Economics	P-3	1.3	Budget	line	40	Read	&	Write	Publications	2.	M/J	02/P3/Q4	The	diagram	shows	a	consumer’s	budget	line	PQ	when	the	consumer’s	income	was	$20	per	day	and	the
prices	of	X	and	Y	were	$2	and	$1.25	respectively.	Y	16	P	12	R	Q	0	10	S	X	20	The	consumer’s	income	increases	to	$30	and,	at	the	same	time,	the	prices	of	X	and	Y	change.	If	the	consumer’s	budget	line	is	now	RS,	what	are	the	new	prices	of	X	and	Y?	X	Y	$1.50	$2.50	A	$1.80	$1.00	B	$2.50	$1.50	C	$3.00	$2.50	D	3.	M/J	12/P32/Q3,	M/J	08/P3/Q3	The	curve
GH	in	the	diagram	is	a	consumer’s	initial	budget	line.	G	J	good	Y	O	H	good	X	Which	combination	could	cause	the	budget	line	to	shift	to	JK?	Price	of	good	x	consumers’	money	income	decrease	decrease	A	decrease	Increase	B	increase	decrease	C	increase	increase	D	K	Topical	Solved	A-Level	Economics	P-3	1.3	Budget	line	41	Read	&	Write	Publications
4.	M/J	12/P33/Q3,	M/J	14/P32/Q2	The	curve	JK	in	the	diagram	is	a	consumer’s	initial	budget	line.	G	J	good	Y	O	H	K	good	X	Which	combination	could	cause	the	budget	line	to	shift	to	GH?	consumer’s	money	income	price	of	good	Y	decrease	decrease	A	decrease	increase	B	increase	decrease	C	increase	increase	D	5.	M/J	11/P32/Q2,	M/J	14/P31/Q3,	M/J
14/P33/Q3	In	the	diagram	a	consumer’s	initial	budget	line	is	JK.	J	G	good	Y	O	good	X	K	H	Assuming	no	change	in	the	price	of	X,	what	could	explain	a	shift	in	the	consumer’s	budget	line	to	GH?	A	B	C	D	price	of	good	Y	decrease	decrease	increase	increase	consumer’s	money	income	decrease	increase	decrease	increase	Topical	Solved	A-Level	Economics
P-3	1.3	Budget	line	42	Read	&	Write	Publications	6.	O/N	15/P33/Q3,	O/N	13/P32/Q3	The	line	RS	in	the	diagram	is	a	consumer’s	budget	line.	The	consumer	initially	chooses	the	combination	of	X	and	Y	indicated	by	point	M	on	his	budget	line.	He	subsequently	chooses	the	combination	indicated	by	point	N.	What	could	explain	the	change	from	point	M	to
point	N?	A	a	change	in	his	tastes	B	a	decrease	in	the	price	of	X	and	a	bigger	percentage	increase	in	the	price	of	Y	C	an	increase	in	the	price	of	X	and	an	increase	in	his	income	D	equal	percentage	increases	in	his	income	and	in	both	prices	7.	O/N	10/P32/Q3	The	line	RS	in	the	diagram	shows	the	different	combinations	of	goods	X	and	Y	that	a	Consumer
can	afford	with	his	present	income.	R	quantity	of	Y	N	M	S	O	quantity	of	X	The	consumer’s	original	equilibrium	is	at	M.	What	could	explain	a	change	in	his	equilibrium	position	to	N?	A	a	change	in	his	tastes	B	a	decrease	in	the	price	of	X	and	a	bigger	percentage	increase	in	the	price	of	Y	C	an	increase	in	the	price	of	X	and	an	increase	in	his	income	D
equal	percentage	increases	in	his	income	and	in	both	prices	Topical	Solved	A-Level	Economics	P-3	1.3	Budget	line	43	Read	&	Write	Publications	8.	O/N	09/P32/Q2	In	the	diagram,	an	individual	initially	chooses	combination	N	on	budget	line	LM.	An	increase	in	his	money	income	accompanied	by	an	increase	in	the	price	of	good	Y	causes	his	budget	line
to	shift	to	RS,	and	he	now	chooses	combination	T.	How	does	this	affect	his	economic	welfare?	L	R	good	Y	N	T	O	good	X	A	B	C	D	M	S	He	is	definitely	better	off	because	his	money	income	has	increased.	He	is	definitely	worse	off	because	he	has	to	pay	more	for	good	Y.	He	is	better	off	since	combination	T,	which	he	now	chooses,	was	not	previously
available	to	him.	He	is	worse	off	since	combinations	of	X	and	Y	along	LN	are	no	longer	available	to	him.	9.	O/N	02/P3/Q3	In	the	diagram,	KN	is	a	budget	line	showing	the	different	combinations	of	two	normal	goods,	X	and	Y,	that	a	consumer	is	able	to	purchase.	A	consumer	initially	chooses	point	L	on	the	budget	line.	K	good	X	L	M	O	N	good	Y	In	a
subsequent	period,	the	consumer	chooses	the	combination	of	X	and	Y	shown	by	point	M.	What	could	explain	this	change?	A	a	change	in	the	consumer’s	preferences	B	an	increase	in	the	consumer’s	income	and	an	increase	in	the	price	of	Y	C	a	reduction	in	the	consumer’s	income	D	a	reduction	in	the	consumer’s	income	and	a	reduction	in	the	price	of	X
Topical	Solved	A-Level	Economics	P-3	1.3	Budget	line	44	Read	&	Write	Publications	10.	O/N	14/P32/Q3,	M/J	13/P32/Q3,	M/J	10/P32/Q2,	M/J	09/P32/Q3,	O/N	13/P31/Q3,	O/N	05/P3/Q3	In	the	diagram	a	consumer’s	budget	line	shifts	from	GH	to	JK.	J	G	good	Y	O	K	good	X	Which	statement	must	be	correct?	A	There	has	been	an	increase	in	the	consumer’s
real	income.	B	There	has	been	a	decrease	in	the	consumer’s	real	income.	C	Good	Y	has	become	relatively	more	expensive.	D	Good	X	has	become	relatively	more	expensive.	11.	O/N	14/P33/Q3	In	the	diagram	a	consumer's	budget	line	shifts	from	GH	to	JK.	Which	statement	is	correct?	A	There	has	been	a	decrease	in	the	price	of	both	X	and	Y.	B	There
has	been	an	increase	in	the	consumer’s	money	income.	C	There	has	been	no	change	in	the	price	of	X	or	Y.	D	There	has	been	no	change	in	the	price	of	X	relative	to	the	price	of	Y.	H	Topical	Solved	A-Level	Economics	P-3	1.3	Budget	line	45	Read	&	Write	Publications	12.	O/N	08/P3/Q3,	M/J	05/P3/Q3	In	the	diagram	a	consumer’s	budget	line	shifts	from
GH	to	JK.	J	G	good	Y	O	H	K	good	X	Regardless	of	any	other	changes	that	might	occur,	what	must	be	correct?	A	There	has	been	an	equal	proportionate	increase	in	the	price	of	X	and	Y.	B	There	has	been	an	equal	proportionate	decrease	in	the	price	of	X	and	Y.	C	There	has	been	an	increase	in	the	consumer’s	money	income.	D	There	has	been	an	increase
in	the	consumer’s	real	income.	13.	M/J	06/P3/Q2	In	the	diagram	a	consumer's	budget	line	shifts	from	JK	to	GH.	G	good	Y	J	O	K	good	X	H	What	can	definitely	be	deduced	from	the	diagram?	A	There	has	been	an	increase	in	the	consumer's	money	income.	B	There	has	been	a	reduction	in	the	price	of	both	X	and	Y.	C	There	has	been	no	change	in	the	price
of	X	or	Y.	D	There	has	been	no	change	in	the	price	of	X	relative	to	the	price	of	Y.	Topical	Solved	A-Level	Economics	P-3	1.3	Budget	line	46	Read	&	Write	Publications	14.	M/J	07/P3/Q3	In	the	diagram	a	consumer's	budget	line	shifts	from	JK	to	JH.	J	good	Y	O	K	H	good	X	What	can	definitely	be	concluded	from	the	diagram?	A	There	has	been	no	change	in
the	price	of	good	Y.	B	There	has	been	a	reduction	in	the	price	of	good	X.	C	There	has	been	an	increase	in	the	consumer's	money	income.	D	There	has	been	an	increase	in	the	consumer's	real	income.	15.	O/N	12/P32/Q3	In	the	diagram	a	consumer's	budget	line	shifts	from	JK	to	JH.	J	good	Y	O	K	good	X	What	can	definitely	be	concluded	from	the
diagram?	A	There	has	been	a	decrease	in	the	price	of	good	Y.	B	There	has	been	a	decrease	in	the	consumer's	money	income.	C	There	has	been	an	increase	in	the	consumer’s	real	income.	D	There	has	been	no	change	in	the	price	of	good	X.	H	Topical	Solved	A-Level	Economics	P-3	47	Read	&	Write	Publications	1.3	Budget	line	16.	M/J	03/P3/Q3	The
diagrams	show	a	change	in	a	consumer's	budget	line	from	an	initial	position	of	LL1	to	LL2.	Which	diagram	shows	the	effect	of	a	fall	in	the	price	of	X,	money	income	remaining	unchanged?	A	C	B	D	Topical	Solved	A-Level	Economics	P-3	48	Read	&	Write	Publications	Answers	Section	1.	B	Budget	constraints	can	be	shown	by:	Income	=	PxQx	+	PyQy	If
whole	income	is	spent	on	‘X’	Then	Qy=0	and	PyQy=0	and	Income=	PxQx	Therefore	Px	=	Income/Qx	At	RS	budget	line	Income=	$120	Qx	=	20	hence	Px	=	120/20	=	$6	Similarly	If	whole	income	is	spent	on	‘y’	Then	Qx=0	PxQx=0	and	Income=	PyQy	Therefore	Py	=	Income/	Qy	At	RS	budget	line	Income=	$120	Qy	=	12	hence	Py	=	$120/12=	$10	2.	A
Budget	constraints	can	be	shown	by:	Income	=	PxQx	+	PyQy	If	whole	income	is	spent	on	‘X’	Then	Qy=0	PyQy=0	Income=	PxQx	and	Px	=	Income/Qx	Therefore	Income=	$30	Qx	=	20	and	Px	=	30/20	=	$1.5	Similarly	If	whole	income	is	spent	on	‘y’	Then	Qx=0	PxQx=0	Income=	PyQy	and	Py	=	Income/	Qy	The	new	price	of	Y	=	$30/12=	$2.5	1.3	Budget
line	Topical	Solved	A-Level	Economics	P-3	3.	1.3	Budget	line	49	Read	&	Write	Publications	A	Approach	1	Since	in	the	new	budget	line	the	maximum	quantity	of	good	X	that	can	be	consumed	is	higher,	so	this	means	that	the	price	of	good	X	has	decreased.	However,	there	is	reduction	in	maximum	quantity	of	good	Y	that	consumer	can	consume
according	to	the	diagram	given.	Quantity	of	good	Y	can	fall	by	an	increase	in	price	of	Y	or	a	decrease	in	money	income.	As	there	is	no	information	regarding	and	increase	in	price	of	good	Y	and	therefore	is	taken	constant	under	ceteris	paribus,	therefore	consumers’	money	income	has	to	decrease	here.	Approach	2	This	can	be	shown	by	two	steps.	If
there	is	no	change	in	price	of	Y	and	there	is	increase	in	consumption	of	X,	as	shown	by	horizontal	axis,	it	shows	a	possibility	of	decrease	in	price	of	X.	This	can	be	shown	by	pivotal	shift	in	budget	line	from	GH	to	GM	in	diagram	below.	Good	‘Y’	G	J	0	H	M	Good	‘X’	Moreover	there	is	also	a	decrease	in	quantity	of	good	Y	which	can	happen	either	due	to
decrease	in	money	income	or	increase	in	price	of	Y.	As	there	is	no	information	regarding	and	increase	in	price	of	good	Y	and	therefore	is	taken	constant	under	ceteris	paribus	therefore	the	only	possibility	is	decrease	in	money	income	which	can	be	shown	by	a	parallel	inward	shift	from	GM	to	JK	in	the	diagram	below.	Good	‘Y’	G	J	0	H	K	M	Good	‘X’
Topical	Solved	A-Level	Economics	P-3	4.	1.3	Budget	line	50	Read	&	Write	Publications	A	Approach	1	Since	in	the	new	budget	line	the	maximum	quantity	of	good	Y	that	can	be	consumed	is	higher,	so	this	means	that	the	price	of	good	Y	has	decreased.	However,	there	is	reduction	in	maximum	quantity	of	good	X	that	consumer	can	consume	according	to
the	diagram	given.	Quantity	of	good	X	can	fall	by	an	increase	in	price	of	X	or	a	decrease	in	money	income.	As	there	is	no	information	regarding	and	increase	in	price	of	good	X	and	therefore	is	taken	constant	under	ceteris	paribus,	therefore	consumers’	money	income	has	to	decrease	here.	Approach	2	This	can	be	shown	by	two	steps.	If	there	is	no
change	in	price	of	X	and	there	is	increase	in	consumption	of	Y,	as	shown	by	vertical	axis,	it	shows	a	possibility	of	decrease	in	price	of	Y.	This	can	be	shown	by	pivotal	shift	from	JK	to	KM	in	diagram	below.	Good	‘Y’	M	J	H	K	Good	‘X’	Moreover	there	is	also	a	decrease	in	quantity	of	good	X	which	can	happen	either	due	to	decrease	in	money	income	or
increase	in	price	of	X.	As	there	is	no	information	regarding	and	increase	in	price	of	good	X	and	therefore	is	taken	constant	under	ceteris	paribus.Hence,	the	only	possibility	is	decrease	in	money	income	which	can	be	shown	by	a	parallel	inward	from	KM	to	GH	in	the	diagram	below.	Good	‘Y’	0	M	G	J	H	0	Good	‘X’	K	Topical	Solved	A-Level	Economics	P-3
5.	1.3	Budget	line	51	Read	&	Write	Publications	D	Approach	1	Since	in	the	new	budget	line	the	maximum	quantity	of	good	Y	that	can	be	consumed	is	lower,	so	this	means	that	the	price	of	good	Y	has	increased.	However,	there	is	increase	in	maximum	quantity	of	good	X	that	consumer	can	consume	according	to	the	diagram	given.	Quantity	of	good	X
can	rise	by	an	decrease	in	price	of	X	or	a	increase	in	money	income.	As	there	is	no	change	in	price	of	good	X	therefore	consumers’	money	income	has	to	increase	here.	Approach	2	This	can	be	shown	through	two	steps.	If	there	is	no	change	in	price	of	X	and	there	is	a	decrease	in	consumption	of	good	Y	as	shown	by	vertical	axis,	it	shows	a	possibility	of
an	increase	in	price	of	Y.	This	means	consumer	can	consume	lesser	quantity	of	good	Y.	This	can	be	shown	by	a	pivotal	shift	from	JK	to	JM	in	the	diagram	below.	step	1	good	Y	J	M	good	X	K	Moreover	there	is	also	an	increase	in	good	X	as	well	which	can	happen	either	due	to	decrease	in	price	of	X	or	increase	in	money	income.	As	mentioned	in	the
question	price	of	good	X	doesn’t	change	therefore	the	only	possibility	is	increase	in	money	income	which	can	be	shown	by	a	parallel	shift	from	KM	to	GH..	step	2	good	Y	J	G	M	K	H	good	X	Topical	Solved	A-Level	Economics	P-3	6.	1.3	Budget	line	52	Read	&	Write	Publications	C	An	increase	in	price	of	X	will	shift	the	budget	line	pivotal	inward	from	RS	to
RT	as	shown	in	the	following	diagram.	quantity	of	Y	U	R	N	M	W	T	S	quantity	of	X	0	However,	an	increase	in	money	income	will	shift	it	parallel	outward	to	UW	which	will	pass	through	point	N.	Hence	C	is	the	correct	option.	7.	C	Shift	of	equilibrium	position	to	N	will	require	a	shift	in	Budget	line.	A	change	in	tastes	will	change	preference	but	not	budget
line.	According	to	option	B,	a	decrease	in	price	of	X	will	lead	to	outward	pivotal	shift	of	budget	line	to	x	axis.	An	increase	in	price	of	y	will	lead	to	inward	pivotal	shift	of	budget	line	to	y	axis.	As	increase	in	price	of	y	is	greater	than	decrease	in	price	of	X,	the	new	position	of	budget	line	will	be	lower	than	N	as	shown	below.	quantity	R	of	Y	u	N	M	V	S
quantity	of	X	According	to	option	C	increase	in	price	of	X	will	lead	to	inward	pivotal	shift	along	X	axis.	Increase	in	money	income	will	lead	to	outward	parallel	shift	of	the	budget	line	and	the	new	equilibrium	position	of	N	will	be	included	in	the	new	budget	line	as	shown	below.	quantity	of	Y	R	N	M	S	quantity	of	X	According	to	option	D	there	would	be	no
shift	in	budget	line.	8.	C	From	the	diagram	the	new	combination	at	T	is	better	off	becomes	point	‘T’	is	higher	than	old	budget	line	LM.	Topical	Solved	A-Level	Economics	P-3	9.	53	Read	&	Write	Publications	1.3	Budget	line	A	From	the	diagram,	the	budget	line	does	not	shift,	rather	there	is	a	movement	along	budget	line	which	is	shown	by	a	change	in
preferences	of	consumer.	The	consumer	has	chosen	a	different	preference	for	consumption	for	good	X	and	good	Y.	B,C	and	D	will	lead	to	shifts	in	the	budget	line.	10.	D	We	can	never	be	sure	as	to	what	was	the	cause	of	any	kind	of	shift	in	the	budget	line	,	due	to	the	fact	that	every	kind	of	shift	in	the	budget	line	has	more	than	one	possible	reason.In
this	case	there	are	two	possible	reasons:	-	The	price	of	good	X	increased	and	the	price	of	good	Y	decreased.	-	The	price	of	good	X	increases	and	money	income	increased.	Any	of	the	above	possibilities	can	not	be	DEFINITELY,	or	MUST	BE	or	CERTAINLY	or	NECESSARILY	true	because	of	existence	of	other	possibility.	After	a	shift	in	the	budget	line	we
can	only	be	certain	about	the	consequences—i.e.,	the	effects	on	real	income	and	on	relative	prices.	In	this	case	real	income	is	uncertain	but	good	X	is	now	relatively	expensive	(can	afford	less	of	maximum	of	good	X	on	new	budget	line)	and	good	Y	is	relatively	cheaper	(can	afford	more	of	maximum	of	good	Y	on	new	budget	line	).	11.	D	We	can	never	be
sure	as	to	what	was	the	cause	of	any	kind	of	shift	in	the	budget	line	,	due	to	the	fact	that	every	kind	of	shift	in	the	budget	line	has	more	than	one	possible	reason.In	this	case	there	are	two	possible	reasons:	·	Money	income	decreased.	·	The	prices	of	goods	x	and	y	both	rose	by	the	same	proportion.	Any	of	the	above	possibilities	can	not	be	DEFINITELY,
or	MUST	BE	or	CERTAINLY	or	NECESSARILY	true	because	of	existence	of	other	possibility.	After	a	shift	in	the	budget	line	we	can	only	be	certain	about	the	consequences—i.e.,	the	effects	on	real	income	and	on	relative	prices.	In	this	case	real	income	has	decreased	and	there	is	no	change	in	relative	prices.	12.	D	We	can	never	be	sure	as	to	what	was
the	cause	of	any	kind	of	shift	in	the	budget	line	,	due	to	the	fact	that	every	kind	of	shift	in	the	budget	line	has	more	than	one	possible	reason.In	this	case	there	are	two	possible	reasons:	·	Money	income	increased.	·	The	prices	of	goods	x	and	y	both	fell	by	the	same	proportion.	Any	of	the	above	possibilities	can	not	be	DEFINITELY,	or	MUST	BE	or
CERTAINLY	or	NECESSARILY	true	because	of	existence	of	other	possibility.	After	a	shift	in	the	budget	line	we	can	only	be	certain	about	the	consequences—i.e.,	the	effects	on	real	income	and	on	relative	prices.	In	this	case	real	income	has	increased	and	there	is	no	change	in	relative	prices.	13.	D	We	can	never	be	sure	as	to	what	was	the	cause	of	any
kind	of	shift	in	the	budget	line	,	due	to	the	fact	that	every	kind	of	shift	in	the	budget	line	has	more	than	one	possible	reason.In	this	case	there	are	two	possible	reasons:	·	Money	income	increased.	·	The	prices	of	goods	x	and	y	both	fell	by	the	same	proportion.	Any	of	the	above	possibilities	can	not	be	DEFINITELY,	or	MUST	BE	or	CERTAINLY	or
NECESSARILY	true	because	of	existence	of	other	possibility.	After	a	shift	in	the	budget	line	we	can	only	be	certain	about	the	consequences—i.e.,	the	effects	on	real	income	and	on	relative	prices.	In	this	case	real	income	has	icreased	and	there	is	no	change	in	relative	prices.	14.	D	We	can	never	be	sure	as	to	what	was	the	cause	of	any	kind	of	shift	in
the	budget	line	,	due	to	the	fact	that	every	kind	of	shift	in	the	budget	line	has	more	than	one	possible	reason.In	this	case	there	are	two	possible	reasons:	-	The	price	of	good	X	fell.	-	The	price	of	good	Y	increases	and	money	income	increased.	Any	of	the	above	possibilities	can	not	be	DEFINITELY,	or	MUST	BE	or	CERTAINLY	or	NECESSARILY	true
because	of	existence	of	other	possibility.	After	a	shift	in	the	budget	line	we	can	only	be	certain	about	the	consequences—i.e.,	the	effects	on	real	income	and	on	relative	prices.	In	this	case	real	income	increases	and	good	X	is	now	relatively	cheaper	(can	afford	more	of	maximum	of	good	X	on	new	budget	line)	than	good	Y.	Topical	Solved	A-Level
Economics	P-3	15.	54	Read	&	Write	Publications	1.3	Budget	line	C	We	can	never	be	sure	as	to	what	was	the	cause	of	any	kind	of	shift	in	the	budget	line	,	due	to	the	fact	that	every	kind	of	shift	in	the	budget	line	has	more	than	one	possible	reason.In	this	case	there	are	two	possible	reasons:	-	The	price	of	good	X	fell.	-	The	price	of	good	Y	increases	and
money	income	increased.	Any	of	the	above	possibilities	can	not	be	DEFINITELY,	or	MUST	BE	or	CERTAINLY	or	NECESSARILY	true	because	of	existence	of	other	possibility.	After	a	shift	in	the	budget	line	we	can	only	be	certain	about	the	consequences—i.e.,	the	effects	on	real	income	and	on	relative	prices.	In	this	case	real	income	increases	and	good
X	is	now	relatively	cheaper	(can	afford	more	of	maximum	of	good	X	on	new	budget	line)	than	good	Y.	16.	D	Reduction	in	price	of	X	will	increase	the	consumer’s	ability	to	consume	good	X	but	leaves	the	ability	to	consume	Y	unchanged.	Therefore	decrease	in	price	of	X	will	lead	to	pivotal	rightward	shift	along	x	axis.	Topical	Solved	A-Level	Economics	P-3
55	Read	&	Write	Publications	1.4	Indifference	curve	anaylsis	1.4	Indifference	curve	analysis	1.	M/J	18/P33/Q4,	O/N	13/P33/Q3,	O/N	11/P32/Q4,	O/N	07/P3/Q3,	M/J	04/P3/Q2	What	is	not	held	constant	when	calculating	the	income	effect	of	a	change	in	the	price	of	a	good?	A	the	consumer’s	money	income	C	the	consumer’s	real	income	B	the	consumer’s
preferences	D	the	prices	of	other	goods	2.	O/N	12/P33/Q3	Why	will	the	quantity	demanded	increase	when	the	price	of	a	normal	good	falls?	A	The	income	and	substitution	effects	are	both	positive.	B	The	income	and	substitution	effects	are	both	negative.	C	The	negative	income	effect	is	greater	than	the	positive	substitution	effect.	D	The	positive	income
effect	is	greater	than	the	negative	substitution	effect.	3.	O/N	12/P31/Q3	When	the	price	of	a	good	changes,	the	effect	on	quantity	demanded	is	the	result	of	an	income	and	a	substitution	effect.	Which	statement	about	these	effects	is	always	correct?	A	For	inferior	goods,	the	income	effect	and	substitution	effect	work	in	the	same	direction.	B	For	inferior
goods,	the	substitution	effect	outweighs	the	income	effect.	C	For	normal	goods,	the	income	effect	and	substitution	effect	work	in	the	same	direction.	D	For	normal	goods,	the	income	effect	outweighs	the	substitution	effect.	4.	M/J	16/P31/Q5	The	diagram	shows	budget	lines	of	a	consumer	choosing	between	two	goods,	X	and	Y.	Initially	the	budget	line	is
MM	and	the	consumer’s	preferred	position	is	at	point	A.	Subsequently	the	money	prices	of	both	goods	change	shifting	the	budget	line	to	NN.	Which	point	could	represent	the	preferred	position	of	the	consumer	after	the	change	in	prices	if	their	tastes	remained	unchanged?	Topical	Solved	A-Level	Economics	P-3	1.4	Indifference	curve	anaylsis	56	Read
&	Write	Publications	5.	M/J	16/P32/Q4	In	the	indifference	curve	diagram	point	M	is	the	consumer’s	initial	equilibrium	and	MN	is	the	substitution	effect	of	a	fall	in	the	price	of	good	X.	If	good	X	is	a	Giffen	good	which	point	will	be	the	consumer’s	new	equilibrium	point	after	the	fall	in	the	price	of	good	X?	6.	M/J	16/P33/Q4	The	diagram	shows	two
indifference	curves	and	two	budget	lines	for	two	goods	X	and	Y.	The	initial	position	is	P.	P-R	is	a	substitution	effect.	R-S	is	an	income	effect.	What	type	of	good	is	good	X?	A	a	Giffen	good	B	a	luxury	good	C	a	normal	good	D	an	inferior	good	Topical	Solved	A-Level	Economics	P-3	1.4	Indifference	curve	anaylsis	57	Read	&	Write	Publications	Answers
Section	1.	C	As	per	definition,	Income	effect	is	the	change	in	consumption	of	a	product	due	to	change	in	real	income	of	consumer	if	price	of	product	changes.	Therefore	consumer’s	real	income	is	not	held	constant.	2.	A	Substitution	effect	of	a	price	fall	is	always	positive	regardless	of	the	type	of	good	is	normal,	inferior	or	giffen.	However,	direction	and
relative	strength	of	income	effect	to	substitution	effect	determines	the	type	of	good.	In	case	of	normal	goods,	with	the	decrease	in	price,	real	income	increases	and	consumer	buy	of	it	and	therefore	income	effect	is	also	positive.	3.	C	Substitution	effect	of	a	price	fall	is	always	positive	regardless	of	the	type	of	good	is	normal,	inferior	or	giffen.	However,



direction	and	relative	strength	of	income	effect	to	substitution	effect	determines	the	type	of	good.	In	case	of	normal	goods,	with	the	decrease	in	price,	real	income	increases	and	consumer	buy	of	it	and	therefore	income	effect	is	also	positive.	In	case	of	inferior	and	giffen	goods,	income	effect	is	negative,	however	income	effect	does	not	outweigh
substitution	effect	in	inferior	goods	but	do	outweigh	in	giffen	goods.	It	can	also	be	explained	by	following	diagram:	Good	Y	Inferior	good	Giffen	good	Normal	good	A	D	y0	ys	E0	SE	Ec	IC0	SE	O	x	0	xs	B	F	C	Good	X	4.	B	A	position	that	was	not	affordable	before	but	is	attainable	now	will	be	preferred	position	as	there	will	higher	indifference	curve	and
greater	utility.	Only	point	B	is	attainable	now	but	not	with	old	budget	line	MM.	Topical	Solved	A-Level	Economics	P-3	5.	1.4	Indifference	curve	anaylsis	58	Read	&	Write	Publications	A	Substitution	effect	of	a	price	fall	is	always	positive	regardless	of	the	type	of	good	is	normal,	inferior	or	giffen.	However,	direction	and	relative	strength	of	income	effect
to	substitution	effect	determines	the	type	of	good.	In	case	of	normal	goods,	with	the	decrease	in	price,	real	income	increases	and	consumer	buy	of	it	and	therefore	income	effect	is	also	positive.	In	case	of	inferior	and	giffen	goods,	income	effect	is	negative,	however	income	effect	does	not	outweigh	substitution	effect	in	inferior	goods	but	do	outweigh	in
giffen	goods.	It	can	also	be	explained	by	following	diagram:	Good	Y	A	E1	D	IC	1	y1	E0	y0	ys	Es	IC0	IE	x1	O	x0	x	s	B	C	Good	X	(Giffen	good)	F	PE	SE	6.	C	Substitution	effect	of	a	price	fall	is	always	positive	regardless	of	the	type	of	good	is	normal,	inferior	or	giffen.	However,	direction	and	relative	strength	of	income	effect	to	substitution	effect
determines	the	type	of	good.	In	case	of	normal	goods,	with	the	decrease	in	price,	real	income	increases	and	consumer	buy	of	it	and	therefore	income	effect	is	also	positive.	In	case	of	inferior	and	giffen	goods,	income	effect	is	negative,	however	income	effect	does	not	outweigh	substitution	effect	in	inferior	goods	but	do	outweigh	in	giffen	goods.	It	can
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