Theona 40‘F corsume ¥ choice

o ROUM L

RooMm 3

Consvmrer 5

/‘OWX'UWT
Preferoviee

Choice

(qufe;)

2 qumntios @ Mt

0 Consuwmer wants 6) — ()Yﬂcl‘r%a%

Wt baskets of goods o consumer Cawn Qf{oro(? — 81/04@&’(‘

(onstraint
@ divew Prefeenan C1) omd  Budleet (onshraint f'ﬂ) Wh/'lcb

bﬂfkﬁ oxTmize.  Consvmey S utility € or sotistaction ) ?
Moy ConCevn

(rels) (mow'm)
Supprse we e 2 goeds 1 % g Y
P y ()\/ ; W
To wavinine  his UJ”/“L‘} 5 How wiainy units of x emes %
he <hovld  clhosse O?va/l? .
(V\a%vmﬂrallyy Maximize U (x 7Y> - Objecﬁkf .{.’_‘uncﬁ% e vnoney I oma
§V]7J'ec+ +o ]71/04%‘{’ constroint ° :PX . X *\'—'P\/ A('é M
o 8 e rporditare andithac
A ; o ) SW‘?‘OY) 9/\WT' o
; (xy: 9 \)/‘““: C)> —5 o 7 [ 9% % ook
PN S
e = :;{7:;: et . ke R W' _/erpwofr‘w)t/\a
consvmor 7S Uﬂ)l’ﬁ; max mization P}O}Z/@VV\
Cumrp)
ACTV\G;/IQ/ we [/]m/e 2 O(P]qvo@.chg -ﬁ: oMS ey the Wﬁm
chve !

D Vvia avolina | appracly (2)

via voline | q)’)roc(ch
(oD ARONCH) C NEw ApreoAcH)
or
Measvrahle OW@”’;’L MopERY € Conomic!
Pioneerecl bgt Jeremzﬁ Benthom \ THECRY
( Fether oF  Uilitarianism ) _ .
(School o€ ~ Jtis f\nv\/ﬁh +U
- U%i\i"rkg i< meosuyable” _W’O“@W) %‘Wd(g consumuy’s  behavioy
[ assumed ) £ he/she om  Sronk”
his/hey fe
let5 stovt w/ ORDIVA. RfReocy < e prefooe
o T(? 3+‘40‘9 = P[@{(fymm o ’f_OC)' IS = INDIFF’% C: (O/eVES s
, Wi el ol IR A AR R il
To S‘f‘ulﬁp > Afforola b )I‘i"g ”/ ‘f'OO’ IS =

BubsET LpvES”T
» To study Clno/ce///7 Jool s~

(ONSTRATNT
OPTTMLRATLON

17/

@ (JYf]C?Vwc@)b ( Tool s Ld)
To  Stod w// , we

have to  wake some ﬂgsompf/‘ms
1 [

o

Theory of Consumer Choice Page |



abo!l onsvmer s PreT?YWCQ as t@llows 4

@ Fe/she wmnt be adle To © vonle”

@ Whorn ve otcer o Congumer 2 b%k@'j—s ° X /g \/
)
he/she  wust be oble to Tl us

one Of the three
poss)b/e answeys S

IS PCEFER KT TO

®  She JikesXMam'}Mﬁn‘( X SY

: Uy > uly)
@) She likes Y wnore fhan X 2 V- X —> vl > u(x)
@ X omd N aye |'Y)0U@P7€fo_ o X o~ Y > ulx) = U(Y)

@ He /%e loyes \/ml"eTéL (OR Averages  cpre Pypﬁmd( o ‘E\/fyemeg

oo C LOTHES

(rF,c)
%os)u%yi(o/;wB N s X el 2
badkt- T (10 40) ! J
bestet 2 ( /a?) o) U > VOO vy » U(%)
)
> Helshe PYFF(“/S wore of the 9oods vethey thanm  lero of
\“f) h Move s ‘weﬂtewed o oy’ fle 0o s
oy

“Moe s better
@ Hb/loer Pwﬁfvmc@ s cmsfS'ern‘/—o C T van s)h‘v,rf'%)
If XY omd Y +2 M/ o be cmegistnT,

7

T st be the cose ot ¢ 2

y / X Y TR E

‘Theory of Consumer Choice Page 2



T olifferonre  Cowes
-_—
Corsicley Z  goodg ° chotheate CaY 8 Vanila (V)
v (H»S(ooT»/ h/’() A (:,L) 15)
ThlfForme  cone 2

=]
| .
& g\ -\ ; At Spevivy teo D

o +

a corve  contaimns  all buskeTs
OF the two goods thet
provide the same Sortis fichiom
- devel o the comumey

@ D

— oL 0
(1

ad (# Qcoors/wk)

Ro ?eﬁifg of Ids
K

@ ICs e Ao nord glO‘F\'Y\é.

gn  the given spece [

™i I

@  Thee  are

Y%

Mo hichey the TCs Towavds NVE Mf?ecﬁ'o\n}'hu higher—

satisfacon level ., )
v S Yoves 7 Uons,

@ AnTd is wot Haick, Tn ofne wods gn IC is o1 i line
7 Proof by Cotradichion:  et5 weke
a Mick I ovd See (F

ome ting  soes wrong .,

VL~~ . S5, 5

ol o
| - .
R T8 Gimee A ool B Simee B hag
: ave on e came IC yore of Tne
X How,  A~B o Soocd ¢ compre o
hsket A

then B > A
Since  eithey Q or @ @n  be
H

ArB
ue . Bk stalememts  canmet  be true ot dhe wme Tie

This is caled > Conhadiction " which — emevges W
thick ™ s allowed.
T we want Yo avoid  such
wick T )
@ ICs from  the ¢ome Tndifference VMP\\ PO NoT  (RosS _//

conadiction, don't wake <




Pocf by Contwdiction:  polke  fuom cnss

omo] see  whet he ppens., o

On IC,2  Smee A omd @ ore ovn
the suwme CC \/\mma(% Ic'
7 I,
ton  AvE |
on 1l

2 ¢ Sime ®&omd( are on
=l
e same LC} thmel% IC’Z/

Hom B~
P}Q ’H‘avlgiﬁ\/l'f‘g_\] Wy, A~ B o P;NC’/
oy A~

; STATEMbL~

Simee ﬁd (ovﬁcn"'vu)y more o v oynel Y/ M} gla Wiore —
is - befley assumplion

> 1 P ‘ / C %A" ~— @
A§a§w7 cov ool }cjf(~m/) 2me s, e we oross)'wé IC .

To owoid this (omeoHch'om/ doy T wake (vessivg  ICs

alow  for

y of Consumer Choice Page 2



Tuesday, October 9, 2018 10:48 AM

Two extreme exumple s ot ICg
Ovomge Juce C Cvl’)s/vo/k)

y (4 of Left shws?

) O
6)_ «
b "(‘Ql) I SLOPE OF T( L
{ (.Trl'\"ﬁ‘L = MRS T (v 4)
4K -x ).;\*1' (Hue; MEgz_A_O_}zi: &(z:;)
Z.\-( ‘i(\" MPA/' -1 lZ ?H '5 D(";e'lf)4 %)
2 Arple i —t x (# of visht
N Ccu —t—t—t—
o e e s
w *
When Me two 9000@ ove Pe-{feo‘f' 5()95\'4'{141“ i
‘LCB ave. %’\Yﬁ%‘ﬂ' line .
J (eS7) L [ PP
(0,0 VIR B R A
ci (1,5 px Al )] Piminshivg MRS
- . %
, ’L( : Ev_nwﬁ’d’ Svbstitales ”
( J [C/o)
I D4 ¢ % (eoxe) | \l*b‘
( JC
MRS=  Movgil Rerte of Svbstrution } —= X ((rzzh)

l
the weite ale which & buyer
1% W)Hlv\9 "0 'kYC\o{e one 5004
For ovother So that s
vtility  rewains constant,
(v vremains  the sawme. )

Theory of Consumer Choice Page 1



Bvo‘ gz" Gm s&wﬁw’r

(ovsdev o ,0045 D Good XA ool X
PX = 200 et/ unmit
?y - 0o lant/ umit
M - \voo hent / week
M= e 5 D v, amemt oF guelx i hug buy
Py 1o 7 16 he buys no Y.
M. e s © = wax oment of goed Y drt by con buy
yp‘l wo 1€ he vap Vo X.
o |oo®
Y e
ol s
' V““ﬂ{»r il L all consumption lpesleet
200 § \oo.o wiire W'M s 9’;4;1,“1’ (/?4
2 s
—a
)
T X

5
Ylope.  of the budget Ime = _lo

s

s

) — om,orfumha eyt o€
s ood x weasured

"'Prm») GF 7oeo[ >/
—2Y —> +$IX

@ s He conndt  afford my mng\/m;y{'l'r/w baskets outside Ws BC .
o IF he QY/M’W{SOW e bheskets o BL o money [eft

)

o [F he bvu?/b ﬂm\? ket Tnside  fhe @u} he will have  some_ W)d»’lﬁjL Jo (#

e §umww, Py becomes C")emre”f,qq

Theory

&|F —F Al

PX =200 P)(: (00
Py = (0o ty =100
™M = W90 M =(000
M _ Is0- § M- (900 = O
“@/ o0 v l0o
¥

o whon Py { , P yotates  outward

le
:'/ From %L, to (’;t/L
o O SWE. _ Py __ 900 ;@
¥ {)j y (oo Q UW cost mcx
New G- o PY

|

- -2 = ()
i '(0/0 Vecoma., chcqfel/,

-
<

of Consumer Choice Page |



	Theory of Consumer Choice
	Theory of Consumer Choice2
	Theory of Consumer Choice3
	Theory of Consumer Choice4

