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B} The assumptions on preferences that are required for the duality 1o hiold is local
nan-satiation, which means that one can always do better even if one is restricted to
only small changes in the consumer bundle. So that it gives the possibility of doing
better by maximising utility by minimising expenditure so being maore sefective of
what you purchase to increase ulility. If this did not hald then Xi (the consumer
bundle} would not solve both utility maximisation and expenditure minimisation
problems. The assumption of transitivity is also required this is just the rational
ordering of bundles so that one bundle is chosen out of all the rest.
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i. Suppose the indirect utility function is given by: vl[p,m]—.-{i) (-E] m . Show
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how one can derive the Marshallian and Hicksian demand curves.

Given the following 4 fdentities that link the Expenditure function, the indirect utility
function. the Marshallian demand function and the Hicksian demand function.

1. Duality problem expressed formally:

The utility maximisahon prablem: V{p,m*®) = min px
Such that px < m*

Let x* be the solution to the this problem and let u® = u(x®).

2. Consider the expenditure function minimisation problem:
E(p.u”) = px
Such that u{x) = u*



