























































































ConsumerisProblem
2

the consumer wants tomaximize

satisfaction bydeciding
what and howmuch to consume

under the limitroome
QtypesofUtility
1 Cardinal Utility we can assignnumericalvalue

to thesatisfactionof
consumption

eg
a hamburger

3 unitsof utility

2 Ordinalutility consumer is able
to say

which bundle ofgoods
he prefers to

which bundle

Dif A bundleofgoods
is a quantityofgood X

and a quantityof good Y
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Cardinal Utility TUCH 30

Distant a
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MUCH Ctime

TWX totalUtilityfromconsumingXunits
MUG Marginalutility_change'mTU lo i

fromconsuming Immunity X f µµCX

rajhofaaugmseffxumii.IMI

MUC dTUC i i
i 2 3 4 XTX 41 too

A X

the MUofX always is decreasing
This is one explanationwhy the Demand
has negative slope


























































































To make the buyer
buy the 5th unit
theprice has

to decrease
20
is i i because MU ofThe

5th unit is lower than
1 i
4 5 the 4th

Ordinal Utility assume the consumer

Trouts to consume Xbox

A bundle is a point in y
X y plane y QB

1 A
Bundle A Cao Yo Yo I q

D Cap Y i 1

i

The consumer can say
Xo

A EB CAis atleastone of these asgoodas B

A B CAispreferredto B or BE A

EY
Bciheaeemaumg.is.zingeigferentba

A B


























































































5

Assumptions the consumer is assumed to

be rational

1 Givenany Two bundles
At B the consumer

can sayexactly
one of these

a At B Joy 3EEC An B

Y
g more is alwaysbetter

y
A B

B A always Yo q g
i i
I

Xo X X

37 Transitivity

If A B and Bdc then A C

ca ca Cd

4 Given any bundle
A the consumer can

tell Sethatareequally
preferred

as A

these
i


























































































Y weaangatherallthesepoins
to form a curve called

tI I

A

eweCIg

ICisacurve whose
Hffuatisfactifthian.in

Icoeuerypoiu gives
thetamesotifaction

x titheconsumer

F G because mouisalways
better

GNA because GAAareonthe
Some IC

i F Abytransitivity
Propertiesof Id

D Foranygiven bundle exo yD
there isexactly

one Icpassingthroughit
Y Yo For Ico wehanthiarea

If
that is better than Ico

Y u Bidding b IC

Brett
InconsistencyXo X o IC's commit


























































































E

point A
uh IC's commotbetourgent
to each other

2 There are infinite numberof IC's each never

intersect.oristiangent to another

Ico

33 Higher IC means highersatisfaction

4 Each IC always has negativeslope
IG B TA becausewehave more

ofxty.at B

at imam
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IX Y

te
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I i

y I it
Xo X X

Slopeofic atapointonagiven IC the

slope can be found bydrawingalatrgentline
Y

L

slopeatA_slopeofTourgentline

TUK TU
A

Io

island

X

Ko X Time

Mucxo d UCoeo

doe
3

i Ifweaousumetmouunitofx.mehavens unitmoregulili
0.5 3.605
0 I ng 3 Col

Ase 2312

dTUC o MUCHO
da Aoe doe

A TU CROIX MUCRO IR ITUGeo Mucro doe


























































































I
A a Bare on the same Ice
and are veryclose
together

ay
iffy

B

Ex X

Form A to B mou X by A x ATU MUxA

since Ansan TaLg
atu n

C E 5 C 2 5

MU IX f Muy AY O

MU AY MU AX

Ay MUI IX
Muy

slopeof IC 4 M.ltdyatAMuy dx

figweletax DX ratio of MU of over
ay dy M U ofY


















































Y Marginal rate of
Substitution

10

If Max Muy 5

slope 1
2

i

O

As we increase X furs isassumedtobedecreasing

EX

L



The consumer is consumptionProblem

assumed to have a fixed income max satisfaction

that he can buy xatfixedpricepxuuaerm.fguo.eucineomeL
and y B

Theequationof budget line can be written as

R t

IET E.EE
ooYo X IIpx Slope53 Z

in agent
I 120

I p X 3

Slopeof BudgetLine Rpg
relativepriceof Xovery

exchangeroutebetween
Xty the

consumer can exchange xty.in

If Px 3 Py 3 p
y

the market

Px Py 3
Ppe

2

Y



2 possiblechanges of Budgetline

Hideaways Income increases from Iote

fat IfI
slot highnBudgetline

I
g fr 4 means higher income

PXtPyY
Io

9
assuringfixedPxtPy

fax
I x

2 Px increases decreases

T R increases to
Y

ftp.nbeiggn.LI
px

O

Ipx
WecanseethatifPy decreases

we have



In economics we alwayschange 1 thing at a time
no change in PxtPy at the same Time

or Px and I

But if the price P
t Py change at

the same Time

and at the same note
ie increasesby to

inflation
Y H W Deanothe new

Ilp Budget line when

P Px to 1 Px

Py Pj tonPy

T X1Px


