No Excel Answer workbook
Preferences Answers

1) In the Reveal sheet, click the New Preferences button to generate new, but unknown preferences for an imaginary consumer.

Use the buttons to generate a graph of the consumer's weakly preferred set.

Copy and paste the graph in your Word document.

Here are my randomly generated results. Yours will be different.
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2) Pick a point that is strictly preferred and explain what this means; pick a red triangle point and explain what it means.

Circle the points you are discussing.

In the graph on the left, the consumer has chosen combination 4.3,1 over bundle 3,3 (the benchmark or reference combination) so we say that 4.3,1 is strictly preferred over 3,3.

The red triangle point 0.3,2 is not preferred over 3,3—given a choice, the consumer would opt for 3,3 over this (and any other) red triangle point.

3) Get a preference mapping for a new consumer. Click the Reset button and the New Preferences button. Use the 100 Random ? button to get a new mapping. Copy and paste the graph in your Word document. This consumer's preferences are different from the consumer in Q1, but can you tell in what way by simply comparing the maps?

Describe how they are different or why the maps don't seem to provide enough information.

It is clear that the graph on the right has a much steeper indifference curve through combination 3,3. This means that the consumer on the right has a stronger like for x1 and dislike of x2. The consumer on the right must be given lots of x2 to compensate for having a little less of x1.

4) In the MRS sheet, click the New Preferences button to start with a fresh new mystery set of preferences. Click the Indifference Curve button. Compute the MRS of Y for X at the benchmark point.  Show your calculations.

Here are the numbers around the 3,3 benchmark point for the random preferences generated by my example (yours will be different):
[image: image3.emf]3,3 2.7,4.57 Indifferent

3,3 2.8,3.95 Indifferent

3,3 2.9,3.44 Indifferent

3,3 3,3 Indifferent

3,3 3.1,2.63 Indifferent

3,3 3.2,2.32 Indifferent

3,3 3.3,2.05 Indifferent
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The MRS of Y for X can be calculated by computing how much Y the consumer is willing to give up to get more X. In this case, we can see that by going from x1 = 3 to x1 = 3.1, the consumer is willing to give up 0.37 units of x2 (from 3 to 2.63) in order to stay on the same indifference curve.

Thus, the MRS of Y for X, in this case, is x2/x1 = - 0.37/0.1 = - 3.7.

Notice the minus sign resulting from the fact that x1 increased and x2 decreased.
5) Get a preference mapping for a new consumer. Click the Reset button and the New Preferences button. Click the Indifference Curve button. Compute the MRS of Y for X at the benchmark point. Using the MRS calculations, compare the preferences of the two consumers (Q4 versus this question). What can you say?
For a set of new preferences, I got:

[image: image4.emf]3,3 2.7,3.11 Indifferent

3,3 2.8,3.07 Indifferent

3,3 2.9,3.04 Indifferent

3,3 3,3 Indifferent

3,3 3.1,2.97 Indifferent

3,3 3.2,2.93 Indifferent
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The MRS of Y for X is x2/x1 = - 0.03/0.1 = - 0.3.

Clearly, this consumer values x1 less versus x2 than the consumer from the earlier question because she is willing to give up less x2.  If you are willing to give up a lot of x2 for more x1, then you must really like x1, right?
The MRS is a quantitative measure of relative like and dislike at a particular point. The MRS is not a generic, overall statement of like or dislike. Instead, it is a measure, at a specific bundle of the consumer’s willingness to trade one good for another. 
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