Wedrlesday, Ottobef 10, 2012
9:30 PM

P4 Theory of Consumer Choice:
Cardinal Approach

What will you learn from this topic?

»How consumers choose to spend their income on
goods and services

»Why consumers make choices by maximizing utility, a
measure of satisfaction from consumption

»Why the principle of diminishing marginal utility
applies to the consumption of most goods and services
»How to use marginal analysis to find the optimal
consumption bundle

»What income and substitution effects are
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The Utility function
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o Cardinal utility assigns a Beers Total Marginal
value to the level of consumed Utility Utility
satisfaction associated with
the consumption of a basket
of goods.

0 0 0

TV, Total utility is the sum of

the satisfactions derived 1 10 10

from the consumption of

several goods. 2 15 5
MV o Marginal utility is the 3 18 3

increase in utility following

the consumption of an extra

unit of a good. 4 19 1
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The Utility function
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The Utility function
MU The marginal utility of the

good (beers) gets smaller as
the quantity consumed
increases.
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Is Marginal Utility Really Diminishing?
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Px=2

Units of Y MUy

Units of X

1
O O
Compare the Value of MU of 15t unit of X & 2" unit of Y
P.=2 P,=1
Units of X MUx  MUVPs  Unitsof Y MU, MUS/Py
] 1 4 %
2 8 4 2 7 @
3 [ 3 3 6 6
4 4 2 4 5 8
5 3 1.5 5 4 4
[ 2 1 [ 3 3
Since . Utils/Baht ).......5 Utils/Baht, The consumer buys .".\=. :; M
Total Quantity: ........ Zuwors oF Y
TU: ........ L2 S | 201X
Paid: ......... t*l =2 oherd
Money Left: .....A.=.2.2..7. a0
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Compare the Value of MU of 15t unit of X & 3 unit of Y

Px=2 P.=1
Units of X MUx  MUy/Px  Unitsof Y MUy MUV/P,
1 mn 5 B 5
s 8 4
3 6 3 3 6 [
4 4 2 4 5 ]
5 3 1.5 5 4 4
[ 2 1 [ 3 3
2p
Since 6 Utils/Baht 27 Utils/Baht, The consumer buys 3"”‘7; Y
Total Quantity: .......... 2. Y¥FTS OF Y
TU: oo $4%16 2 21 vt
Paid: ... \FT[ £l =3 atur
Money Left: ......... 9356 axT
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Compare the Value of MU of 15t Unit of X & 4" Unit of Y
P«=2 Py=1
Units of X MUx MUPx Units of Y MUy MUs/Py
] 10 @ H
2 8 4
3 6 3 [
4 4 2 4 5 &
5 B L5 5 4 4
[ 2 1 [ B 3
T = S i Mvmr oF i
Since . 2.. Utils/Baht =. 2.... Utils/Baht, The consumer buys ..........00...
) +
Total Quantity: ...... 4 VYVETSOR Y f {uMToRK Fomror y
TU: ... 84265 M0 = %3¢ virLs
Paid: ... |3 FLf k2= 6 GmAT
Money Left: ....97.6..5.%..0 kel
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Compare the Value of MU of 2" Unit of X & 5" Unit of Y
P.=2 P.=1
Units of X MUx  MU/Px  Unitsof Y MUy MUV/P,
: . , B 8
2 % (© 2 % 7
3 6 3 3 6
4 4 7 ! 5
5 3 15 5 § @)
6 2 1 6 3 3
£ "
Since . 4. Utils/Baht ‘;ﬁc Utils/Baht, The consumer buys .THE 5., /ST oF i
)
Total Quantity: * THE 2 el 5
TU: o, LA = AN
Paid: .....ovv....... LI L N (2,5 = &8 vy
- (\
Money Left: ....... L B & HEFPETT
QosSLBLE
ToTAZ
eAfTecry
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INFERIOR Will the Consumer have The Maximum Utility by

OPTIONS Consuming 3 Units of X (6 Baht) and 3 Units of ¥ (3 Baht) That Cost 9 Baht?
Px=2 Pi.=1
Units of X MUUx MU/Px Units of ¥ MUy MU/Py
1 10 5 1 8 ]
p/ 8 4 2 T
~6 g \\j 6 @ 3 [ @
Aovmer ¢ 4
5 3 1.5 5 4 4
+3 Uty 6 2 1 6 B
Total U Obtained by Cansuming 3 Units of X: Wotiee THAT
,,,,,,,,,,,,,,,,,, w+3+6= 24 vTIs oM HE FIVSHES MO
Total U Obtained by Consuming 3 Units of Y: PR CRASE ) ng < M"y
.................... B+7te = 2| ureLS Px —
Total U Obtained by Consuming 3 Units of X and 3 Units of : (= 3) Ce 6
__________________ Zat 2l =45 vt —N——
C Yyt 2}’.—1";’9(' i) o TE k1P 16
QLU T
(K= -6 ek To0 MAM OF X

/R TOO LETTLR O” Y
A UE THo) REMLO A
Could the Consumer Consumes 3 Units of X & 6 Units of Y? &5

Gucer
P:=2 v=1 AGMA/
Units of X MUx  MUwPx  Unitsof Y MUs MUVP, QY B~
1 1mn 5 1 8 8 TWFDJZy
2 8 4 2 7 il
3 [ 3 3 [ (i ﬁcgr;?sx_
4 4 2 4 5 5
5 3 1.5 5 4 4
6 2 1 6 3 3
Thecostof 3Unitsof X=.................... Baht
The Costof 6 Units of Y = ..................... Baht
Total Cost= ..o
17
Rational Spending Rule
4 P2ATToN
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oworcroue 5 MAX v ( X, ¥) 02oBuEn
ovsrar L BeX t Py s M| (hem2, sl M)

CK: \(’) —  MaxsMoM O~ LrTefTY ?
AV S CX=2 F=7) — a3 v,
TF A RATIOMAL (OMYMER — woulp kB To MATMIES

HTS UTTLLTY GTUEN  BupeeT m;v%T(ZAQ\/T/ HE MeST
EVD SVCH THAT OveE HE FIVRHES s

gvamvé/ MARGIVAL UTTLEDY PER QAL SPEVT
ON BWDvdE- 660D X ( m/k>
P

MARGIVMA  UITDLITY el @ALT SPEAT
ov Byt gear ¥ ( ‘\LWVY)
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Quantity of
restaurant Ingrid trades 10
meals y Testaurant meals
3']_ ............
... for 1 room.
-10
/W Ingrid trades 2
i) |Eeosaaz0zz500} . restaurant meals
I
5 ______ ?X v /_._for1room_
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