
 
1) For each of the following situations tell me if the situation has increasing, constant or diminishing 

marginal utility  
a. Thanksgiving is my favorite holiday, the turkey, the mashed potatoes. Every year I celebrate 

Thanksgiving twice… on the same day. I am always full by the second meal and it doesn’t taste 
nearly as good and in fact at times I feel sick afterward.  

b. The more I learn about history, the more I enjoy the subject. Because I enjoy the subject more, I 
spend more time reading history books and because my knowledge is expanding, each book 
becomes easier to read than the one before.  

 

2) Complete the following Chart  
Cans	  of	  Soda	   Total	  Utility	  	   Marginal	  Utility	  	  (Note	  that	  

Marginal	  Utility	  is	  actually	  
occurring	  between	  the	  points)	  	  

0	   0	   -‐	  
1	   	   10	  
2	   	   12	  
3	   32	   	  
4	   	   8	  
5	   	   4	  
6	   44	   	  
7	   42	   	  
 
a. When does diminishing marginal utility begin?  
b. Would you consume the 7th can of soda? Why or why not? 

 
3. . What should you spend the next dollar on? Living on a Budget 
I have $12 to spend at Wrigley Field. To maximize happiness (consumer surplus), I want to spend as much of 
the $12 without going into debt.   I will spend all of it on peanuts (bag) and coke (can).  How much peanuts and 
coke should I buy to optimize my happiness (GET THE BIGGEST BANG FOR THE BUCK!) 
 

 
 
 
 
 
 



Peanuts 
(unit) 

Marginal 
utility per 
peanuts 

 MU/Price 
of peanuts 
= 
 Marginal 
utility per 
dollar 

Coke (in unit) Marginal utility 
coke 

MU/Price of the 
coke = Marginal 
utility per dollar 

1 unit 10  1 unit 8  

2  9  2 6  

3  8  3 4  

4  6  4 3  

5  1  5 1  
 
 
Molly Micro has an income of $55 to spend on gas and food; gas costs  $5 per gallon (unit), and food costs $10 
per unit.  
 
 
3A. What is the optimal combo of gas and food for Molly Micro? 
Gasoline 
(in unit) 

Marginal 
utility per gas 

 MU/Price 
of gas  
 
=Marginal 
utility per 
dollar 

Food (in unit) Marginal utility 
food 

MU/Price of the 
food  
= Marginal 
utility per dollar 

1 unit 60  1 unit 120  

2  30  2 80  

3  15  3 60  

4  10  4 30  

5  3  5 10  

6 1  6 5  
	  
	  

 
 3B. Explain how the substitution effect and the income effect are two ways for seeing how a change in 
price affects the quantity consumed. How does the effects work together? How do they not work together? 


