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Section 12.1: Consumption Possibilities (pp 292-297)
1. Define the term “budget line.”
2. The budget curve is similar to what other curve that we’ve already studied?
3. The budget curve will change when what two things change?
4. Explain what happens to the budget line when a person’s budget increases. What about when their budget decreases?
5. If the price of one good falls when the prices of other goods and the budget remain the same, what happens to the consumption possibilities curve (budget curve)? What if the price of that good rises?
6. What does the negative slope of the budget curve indicate?
7. What does the slope of the budget line reveal?
8. Define the term “relative price.”

Section 12.2: Marginal Utility Theory (pp 298-304)
9. Define the term “utility.”
10. Define the term “total utility” and indicate what it depends on.
11. Define the term “marginal utility” and explain how it is calculated.
12. Explain the principle of “diminishing marginal utility.”
13. What is the consumer’s ultimate goal, and how do they achieve this goal?
14. Define the two-step “utility-maximizing rule.”
15. Define the term “marginal utility per dollar” and explain how to calculate it.

16. Explain what happens to total utility in each of the following cases when a person purchases one additional unit of good A.

a) The marginal utility per dollar for good A exceeds that for good B.
b) The marginal utility per dollar for good A is less than that for good B.

c) The marginal utility per dollar for good A equals that for good B.

Section 12.3: Efficiency, Price, and Value (pp 305-308)
17. Explain what marginal benefit really shows.
18. Explain why water is so cheap and diamonds are so expensive despite the fact that water is so much more valuable to society.

Appendix: Indifference Curves (pp 313-317)
19. Define the term “indifference curve.”
20. Do people prefer other combinations on the same indifference curve more, less, or equally to another point on the same curve?
21. Do people better prefer combinations on higher or lower indifference curves?

22. Is the goal of the consumer to consume a combination of goods on the highest or lowest indifference curve they can afford?

