5.1 Basic Set-up

mﬁg f(L,S,K) —wL—pS —rK
Jo=w fs=p Jk=r
T=pS

S*=S

f(LvSvK) = fLL+fSS+fKK
wL+pS = [(L,S,K) — fxK

Y=wL+T+rK
Y =wL+pS+rK

Y = f(L,S,K) — fx K +rK
Y = f(L,S,K)+r(K — K)

max U(Y,S”)
max U(f(L,S,K)+r(K—K),S)
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