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Quiz 6 (a)

Given the utility maximization problem

maxU(x,y) = xy +x + 2y
Xy

Subject to

2x +5y =51

1. (6 point) Form the Lagrangian function. Then, find the stationary points and the
corresponding utility level.

Ans.

L(x,y,A) =xy+x+ 2y + A[51 — 2x — 5y]
FONC:

L,=y+1-21=0

L,=x+2-51=0
L;=51-2x—-5y=0

= (x*, y*) = (13, 5) and U* = 88



2. (4 points) Write down the bordered Hessian matrix, and verify that the second-order sufficient
condition is met.

Ans,

- 0 2 5

|[Hl=[2 0 1|=20>0
5 1 0




