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Summary:

Ordinal utility: OU

Studies how consumers rank their preferences for different goods and services. This theory is a
useful tool for understanding consumer behavior.

Indifference curve: IC

It shows all the combinations of two goods that would give a consumer might be indifferent between
having one apple and two oranges, or having two apples and one orange.

Marginal rate of substitution: MRS

Is the number of units of one good that a consumer is willing to give up in order to get one additional
unit of another good, while maintaining the same level of satisfaction. For example: if a consumer
has a MRS of 2 oranges per apple, it means that they are willing to give up two oranges in order to
get one additional apple.

Budget line:

Is a graphical representation (straight line with a downward slope) of all the possible combinations of
two goods that a consumer can purchase with a given budget at current prices, and fully spending
the incomes. It is also known as a budget constraint.

The slope of the budget line is equal to the negative of the ratio of the prices of the two goods
Consumer equilibrium point:

Is a point where the consumer maximizes their utility given their budget constraint. this point can be
found graphically by finding the point of tangency between the consumer’s indifference curve and
their budget line.

Lagrange methods:

Also known as the method of Lagrange multipliers, is a mathematical method for finding the
extremum (- maximum or minimum) of a function subject to one or more constraints.

Is a combination of the objective function and constraint function weighted by the Lagrange multiplier

A where is constant that is used to weight the constraints in Lagrange function.



