Finance 30210
Quiz #4

Name

1) Suppose that the price of good X is $5 and the price of good Y is $3. You have $100
to spend and your preferences over X and Y are defined as

1 3

U(x y)=x‘y*

Calculate your optimal choice of X and .

We can write the lagrangian as follows:

1 3

(=x4%y* + A(100 - 5x — 3y)

Take the derivative with respect to X and Y:
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Rearrange and simplify to get
y =5X
Plug into the budget constraint

5x +3y =100 = 5x +3(5x) =100 = x =5,y = 25



