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• The presentation is based on the following 
sources:

• Snyder Christopher M Walter Nicholson and Robert Stewart. 2015. 
Microeconomic Theory : Basic Principles and Extensions EMEA ed. 

Andover: Cengage Learning. +
• Varian Hal R. 2020. Intermediate Microeconomics : A Modern Approach Ninth 

ed. New York: W.W. Norton & Company. +
• Excerpts from Gravelle H O Hart and R Rees. 2004. Advanced 

Microeconomics. 
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Quasi-linear utility

• Varian, Chap 14, Appendix (p.268)
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• It is worth thinking about the role that 
quasilinear utility plays in this analysis.

• In general the price at which a consumer 
is willing to purchase some amount of 
good 1 will depend on how much money 
he has for consuming other goods.

• This means that in general the reservation 
prices for good 1 will depend on how much 
good 2 is being consumed.



• But in the special case of quasilinear utility the 
reservation prices are independent of the 
amount of money the consumer has to spend on 
other goods.

• With quasilinear utility there is “no income effect” 
since changes in income don’t affect demand. 

• This is what allows us to calculate utility in such 
a simple way. 

• Using the area under the demand curve to 
measure utility will only beexactly correct when 
the utility function is quasilinear.









Compensation

• how much money we would have to give a 

consumer to compensate him for a change 

in prices?

– Consumer’s surplus (CS)

– Compensating variations (CV)

– Equivalent variations (EV)

• Varian, p.258-262

• Nicholson, p.145-149
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• Example

• (see Varian intermediair, p. 260-261)
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how much money would be necessary at prices (2,1) to 

make the consumer as well off as at prices (1,1)?
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how much money would be necessary at prices (2,1) to make the consumer 

as well off as at prices (1,1)? 

what is the CV?
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how much money should be taken away from the consumer at the original 

prices (1,1) to make the consumer as bad off as at prices (2,1)? 

what is the EV?



[ , ]0 0
x p m

[ , ]1 0
x p m

, [ , ]0 1 0
h p v p m  

, [ , ]0 1 0
C e p v p m =  

, [ , ]0 1 0
EV m e p v p m = −  

, , [ , ]0 0 0 1 0
e p u e p v p m   = −   



 ; [ ; ]EV m e p v p m= −

 , ; [ , ; ]100 1 1 1 2 100e v= −

( )
1 1
2 21

2
100 2 100 1 2

− −
= −    

( )
1
2100 1 2

−
= −

[ ; ]
1 1
2 21

1 22
v p m mp p

− −
= [ ; ]

1 1
2 2

1 22e p u up p=

1

2

1
1
100

p
p
M

=
=
=

1

2

1

2
100

p

p
M

 =

 =
 =

.
1

100 1 29 3
2

 
= − = 

 

( )[ , ; ]
1 1
2 2100 2 1 2 100 1 1v= −   

.41 42CV = .

.

41 42

29 3

CV

EV

=

=



• What is best measure for 

loss/compensation?

– Consumer surplus

– CV

– EV

• All three are connected











Consumer surplus lost?
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• Producer’s surplus
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Cost-benefit analysis












