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Unit 4. Consumer choice 

Free response questions 
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Sasha has an income of $40 to spend on two goods. Good 1 costs $10 per unit, and good 2 costs $5 per unit. 

 

(A) Write down Sasha’s budget constraint. If Sasha spends all his income on good 1, how much can he buy? 

If Sasha spends all of his income on good 2, how much can he buy? Draw Sasha’s budget line. 

 

(B) Suppose that the price of commodity 1 falls to $5 while everything else stays the same. Write down his 

new budget constraint. On the same graph, draw Sasha’s new budget line. 

 

(C) Suppose that the amount he is allowed to spend falls to $30, while the prices of both commodities 

remain at $5. Write down and draw his budget constraint. 

 

(D) On your diagram, use blue ink to shade in the area representing commodity bundles that Sasha can 

afford with the budget in Part (C) but could not afford to buy with the budget in Part (A). Use black ink 

or pencil to shade in the area representing commodity bundles that Sasha could afford with the budget 

in Part (A) but cannot afford with the budget in Part (C). 

 
Two people, Catherine and Nicholas, are the only consumers of candy in a village. Their weekly demand for candy 

is as follows: 

 

Catherine Nicholas Market demand 

P            Q P          Q P                    Q 

3.50        0 3.50     1  

3.00        1 3.00     2  

2.50        3 2.50     3  

2.00        5 2.00     4  

1.50        7 1.50     5  

1.00        9 1.00     6  

 

A. Compute the market demand schedule. Draw individual demand curves and the market demand curve. 

 

B. Assume that supply of candy in the village is as follows: 

 

P Q 

1.00 0 

1.50 4.50 

2.00 5.00 

2.50 6.00 

3.00 10.00 

 

What are the equilibrium price and quantity if the candy market is not regulated?  

 

C. Now assume that the village council decides to help the candy producer and sets a price floor of $2.00 per 

candy. Assuming that the price floor is observed, what happens to demand for candy? Supply of candy? 

Quantities demanded and supplied?  

 


