R 2.9 Suppose there are only two goods and that a consumer’s choice function x(p, y) satisfies budget
2. balancedness, p - x(p,y) =y V (p, »). Show the following:

(a) Ifx(p,y) is homogeneous of degree zero in (p, y), then the Slutsky matrix associated with x(p, y)
is symmetric.
(b) If x(p, y) satisfies WARP, then the ‘revealed preferred to’ relation, R, has no intransitive cycles.
(By definition, x' Rx? if and only if x! is revealed preferred to x2.)
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IK Z |0 2.10 Hicks (1956) offered the following example to demonstrate how WARP can fail to result in transitive

revealed preferences when there are more than two goods. The consumer chooses bundle x” at prices
p'.i=0,1,2, where

(a) Show that these data satisfy WARP. Do it by considering all possible pairwise comparisons of

the bundles and showing that in each case, one bundle in the pair is revealed preferred to the
other.

(b) Find the intransitivity in the revealed preferences.
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4.[15] The weak axiom of reveled preference (WARP) implies that the demand relations z; =

‘1:;-” (p1...,pn, M) are single valued, i.e., for any price-income vector (P, M) the consumer chooses

a single point of consumption. Prove this result.

S"‘}717""2 J(PM) | sigh +ret , ot leort twe bundles ore
cheton  under (P

Assme X' s ore of +he burdie  chesen uvoler LP'. a0
x> s ene of 1l burdle Closen wurcer (p m?)
whot P'=fa’ P, m'=m’=m. x#x
ond P‘x' =M= pK

Thy plies that . uhen 5 3 choser weler P X 05 als
mﬁ'ordﬂ'”u

7\1 S K.P Tv )
By wikp PR <pix' =p'x | Inpossbw

2

= X‘:Xi_



