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[No.3] A consumer’s utility functionis U =c;c,, whereci is her/his total amount of consumption in period
1 and cz is her/his total amount of consumption in period 2. This consumer will receive money income of
m1=120 in period 1 and m2=120 in period 2. Let p1 be period 1 price and p2 be period 2 price. Then, prices

are given by pi=1 and p2=1.1. (The inflation rate is 0.1.) Assume that this consumer can either save or borrow
at the nominal interest of 0.2, where she/he can borrow up to present value of period2 income (= m%z ). Find

the optimal c1 of this consumer.
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