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Consumer	Choice	Framework:	Utility-maximizing	Consumption	Choices	

Matt	 enjoys	 sushi	 (S)	 and	 cocktails	 (C)	 with	 utility	 function	 	UM(S,C)	 =	 S*C	 	 precisely	 describing	 his	
consumption	preferences.	Matt	has	a	$60	gift	card	to	a	restaurant	where	the	prices	of	these	two	goods	are	
PS	=	$5	and	PC	=	$10.			

	
a) Draw	a	budget	constraint	and	indifference	curves	depicting	Matt’s	preferences.	

	
b) Is	the	budget	constraint	binding	in	this	problem?	Briefly	explain.		

	
c) Solve	Matt’s	consumer	choice	optimization	problem	using	a	Lagrangian	approach.	

	
d) Solve	Matt’s	consumer	choice	problem	using	the	MRS	=	MRT	approach.	

	
e) Create	a	table	showing	each	of	Matt’s	possible	consumption	bundles	(integer	value	allocations	only)	

and	the	resulting	utility	from	each.	
	
	
SOLUTION:		For	constructing	the	budget	constraint,	we	must	find	every	affordable	combination	
of	sushi	and	cocktails	which	use	all	of	Matt’s	purchasing	power:	
	

	
	

	

Sushi Cocktails Matt's Utility
0 6 0
2 5 10
4 4 16
6 3 18
8 2 16

10 1 10
12 0 0
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