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Question 1
Suppose preferences for consumption c and leisure l are

U(c, l) =
1

θ
log

[
γcθ + (1 − γ)lθ

]
, θ < 1. (1)

with real budget constraint
c = (l̄ − l)w, (2)

where l̄ is the total available number of hours and w is the wage. Find

a) the marginal rate of substitution between consumption and leisure

∂U(c, l)/∂l

∂U(c, l)∂c
= w; (3)

b) the general labour supply equation:
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γ
1−γ

) 1
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