
Econ 306 
Professor Coughlin 

Homework 7 
 

• Questions 1&2 are T/F. Questions 3&4 are multiple choice.(1 
point each) 

• Questions 7.1 & 7.11 below. Question 7.1 is worth 2 points. 
Question 7.11 is worth 4 points. 

 
1. According to the Principle of Revealed Preferences, if (x1,x2) is the chosen bundle 
when prices are (p1,p2) and (y1,y2) is some other bundle such that p1x1 + p2x2 is greater 
than or equal to p1y1 + p2y2, then if the consumer is choosing the most preferred bundle 
he can afford, we must 
have (x1,x2) strictly preferred to (y1,y2). 
 
2. If the bundle (x1,x2) is strictly preferred to the bundle (y1,y2) and the bundle (y1,y2) is 
strictly preferred to the bundle (z1,z2) then the bundle (x1,x2) is directly revealed 
preferred to (z1,z2). 
 
3. Let A stand for the bundle (7,9) B stand for the bundle (10,5) and C stand for the 
bundle (6,6).  When prices are (2,4). Betty chooses C. When prices are (12,3). She 
chooses A. Which of the following is true? 
(a) A is directly revealed preferred to B. 
(b) A is indirectly revealed preferred to B. 
(c) C is directly revealed preferred to A. 
(d) B is directly revealed preferred to A. 
(e) None of the above. 
 
4. The Laspeyres price index uses the old quantities for the weights. In the base year, 
good 1 cost $2 and good 2 cost $1. The current price of good 1 is $7 and the current price 
of good 2 is $2. In the base year, the consumption bundle was (x1b,x2b) = (5,9). The 
current consumption bundle is (x1t,x2t) = (7,5). Which of the following is closest 
approximation of the Laspeyres index of current prices relative to base year prices? 
(a) 3.11 
(b) 0.32 
(c) 2.79 
(d) 2.09 
(e) 1.32 
 
 
 
 
 
 



 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



The Following is the information you will need for question 7.11 
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