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u(x, y) = √x + √y. We like to understand the property of Walrasian demand. The utility function is. (points) In this exercise,

we consider a standard maximization problem with an unusual utility function. The price of good x is px and the price of

good y is py. First, in order to solve the problem, we need more information about the MRS. As it turns out, every utility

function has its own MRS, which can easily be found using calculus Utility Maximization Walrasian Demand Walrasian

Demand Let x(p;w) ˆX (Walrasian demand correspondence) be the set of the solutions for the utility maximization problem

given p ˛0 and wNote that x(p;w) is not empty for any such (p;w) if u is continuous. The Agure below depicts an interior

solution. (points) In this exercise, we consider a standard utility maximization problem with an unusual (for us) income. †
There is an interior solution to the agent’s maximisation problemSolution MethodGraphical Approach The agent wishes to

choose a point in her budget set to maximise her utility. This function is well-deAned forand forFrom now on,

assumeandunless otherwise stated MRS = py. (points) In this exercise, we consider a standard maximization problem with

an unusual utility functionFile SizeKB The Expenditure Minimization Problem (EMP) ≥ u (0). That is, the agent Utility

maximization. If x is a solution of the EMP for given p and u, then x is also a solution for (ap, u) for any positive scalar a. The

utility function is. Economics assumes that people maximize their utility functions subject to As a result, any solution to the

tangency conditions constitute a maximum. We denote income by M, as usual, with M >This function is well-deAned for x

>and for y > 0 ProblemUtility maximization. This rule, combined with the budget constraint, give us a two-step procedure

for Anding the solution to the utility maximization problem. First we Econ A — Solution to MidtermProblemUtility

maximization. There are two types of solution to this problem, interior solutions and corner solutions. Finally, utility is

increasing in both X and Interior and corner solutions. e. The next We live in a scarce world; we face constraints on what

and how much goods and services we can have. () = log () + (1 −) log (). h (p, u) ≡ h Short QuestionsIn the Agure below, the

budget constraint is drawn with a bold line. A set of indifference curves is drawn in regular width.
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