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Take positive monotonic transformation of u(x1, x2):
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We hold the quantity of x2 fixed and we considerthe increase in utility produced by a unit increase of x1 



Mauro Caminati
Font monospazio
The change in utility produced by the change in x1 and x2 along the indifference curve is:
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If preferences are monotonic the budget constraint   is written with strict equality:   
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The consumer wants to spend more for x1 and less for x2
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The consumer wants to spend more for x2 and less for x1
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The tangency condition is not sufficient for optimality. Herethe condition is fulfilled at X, but with concave preferences X is the worst bundle on the budget line. 



Mauro Caminati
Font monospazio
Notice that the 1st order condition f ' (y) = 0 holds ata loca maximum and at a local minimum of the functionf(y). Thus it is not sufficient to characterise a maximum. 
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a = fraction of m spent on x1;	1 - a = fraction of m spent on x2
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     NECESSARY AND 
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OF X* = (0 , m/p2)
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    NECESSARY AND
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  CONDITIONS
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BECAUSE THE WEAK INEQUALITY COVERS  EVERY POSSIBLE CIRCUMSTANCE UNDER WHICH x* = (m / p1, 0) IS OPTIMUM
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WE HAVE PROVED THE
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AND





Mauro Caminati
Font monospazio
PERFECT SUBSTITUTES:
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QUASI-LINEAR PREFERENCES:
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DEMAND OF x1 DEPENDS ONLY ON THE PRICE RATIO p1 / p2  IF p1 x1 > = m 




