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 Budget constraint refers to our affordability. 

 𝑰 = 𝑷𝒙×𝒙 + 𝑷𝒚×𝒚 
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 There’s infinitely many indifference 
curves presenting our utility 
preferences 

 We want to be on the highest one 
that we can afford 
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 We maximize utility by 
being on the highest 
affordable indifference 
curve. 

 Highest affordable 
indifference curve is which 
goes out as high as possible 
but still touches (tangent) 
to the budget constraint. 

 Mathematically, a point of 
tangency is where the slope 
of the curve and slope of 
the line are equal. 
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 Recall the slopes from 
previous tutorials. 

 Slope of budget constraint 

 Slope of IC curve 

 At maximization, these have 
to be equal 
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 Suppose 𝐼 = $100, 𝑃𝑥 = 1, 𝑃𝑦 = 1 

 𝑈 𝑥, 𝑦 = 𝑥𝑦 = 𝑥
1

2𝑦
1

2 
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 Suppose 𝐼 = $100, 𝑃𝑥 = 1, 𝑃𝑦 = 1 

 𝑈 𝑥, 𝑦 = min 𝑥, 𝑦  

 𝑈 𝑥, 𝑦 = 𝑥 + 𝑦 

 𝑈 𝑥, 𝑦 = ln 𝑥 + 𝑦 

 𝑈 𝑥, 𝑦 =  𝑥 + 2𝑦  
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