
ECON 4230/4235, Fall 2005, assignment # 2.  Deadline: November 16. 
 
The problems are taken from previous exams 
 
Problem 1 
 
True or false? For each of the statements, if true, try to explain why, and if false, describe a 
situation where the statement is not true. 

a) It follows from the concavity of the expenditure function that the Mashallian 
(uncompensated) demand for a good can never increase when the price of the good 
increases. 

b) It follows from the concavity of the expenditure function that the Hicksian 
(compensated) demand for a good can never increase when the price of the good 
increases. 

c) Suppose a firm has the production function 
aa xxy −= 1

21 , 
and assume that the factor prices and output are positive. Then the conditional factor 
demand for a factor will always decrease when the price of the factor increases. 

d) Suppose a firm has the production function 
21 xxy += , 

and assume that the factor prices and output are positive. Then the conditional factor 
demand for a factor will always decrease when the price of the factor increases. 

 
 
Problem 2 
 
A producer that sells a product x is a monopolist in a market with 60 consumers. 20 of these 
are high-demand consumers with utility function yxxyxuH +−= 2

2
15),( , and 40 of these are 

low-demand consumers with utility function yxxyxuL +−= 2
2
13),( . In these utility functions 

y denotes the money spent on other goods. The monopolist has a constant unit cost equal to 1. 
 

a) In a welfare optimum, how many units of the product does each high-demand and 
low-demand consumer consume? 

 
The monopolist sells the product by offering a contract  to each of the high-demand 
consumers, meaning that the output  can be purchased for a total payment of , and, 
likewise, a contract  to each of the low-demand consumers. It is not possible for 
consumers to resell the product to other consumers. 
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b) Assume first that the monopolist can differentiate between the high-demand and low-

demand consumers. What is the profit-maximizing pair of contracts,  and 
, and what is the monopolist's total profit? 
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c) Assume next that the monopolist can not differentiate between the high-demand and 

low-demand consumers, so that each type of consumers must (weakly) prefer the 
contract that is intended for their type. In this case, what is the profit-maximizing pair 
of contracts,  and , and what is the monopolist's total profit? Why 
does the monopolist reduce  in this case, as compared to the case under part b)? 
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d) Redo parts b) and c) under the assumption that the 60 consumers in the market are 
divided equally between the two types (i.e., 30 are high-demand consumers and 30 are 
low-demand consumers). 

 


