INTRODUCTORY MICRO ECONOMICS

Chapter 2: THEORY OF CONSUMER BEHAVIOUR(201680#:@) 9a1@22Q mJl@uoamo)

UTILITY (9c1000m@)

Utility of a commodity is defined as the want-satisfying capacity of a commodity.
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Cardinal Utility Analysis

Cardinal utility analysis assumes that level of utility can be expressed in numbers. It can
be measure with the unit Utile.
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Total Utility(TU)eooomo oalemo: Total utility of a commodity is the total satisfaction
derived from consuming the given amount of the commodity. TUn refers to total utility derived
from consuming n units of a commodity.
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Marginal Utility cmlmoo» 9a1emo: Marginal utility (MU) is the change in total utility due to
consumption of one additional unit of a commodity. In general, MUn = TUn — TU(n-1),here n
refers to the nth unit of the commodity.
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In other way we can say that Total utility the sum total of marginal utility. Total utility and
marginal utility can also be related in the following way. (26Qo@ alwom@ esog@d Qslelqg
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TUn=MU1 + MU2 +... + MU(n-1)+MUn
Law Of Diminishing Marginal Utility (&:0emmai@an asdsflm@ @gleid mlono)

Law of Diminishing Marginal Utility states that marginal utility from consuming each
additional unit of a commodity declines as its consumption increases, while keeping consumption
of other commodities constant.
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Ordinal Utility Analysis
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Under this analysis the consumer cannot measure utility, but he can able to rank the utility
obtained from the consumption of different bundles.
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Monotonic preference : Between any two bundles, the consumer prefers the bundle which
has more of at least one of the goods and no less of the other goods as compared to other
bundles. Such preferences of the consumer is called monotonic preferences.
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Indifference Curve B{30 units, 12 units]

An indifference curve is a curve that
represents all those combinations of two goods
which give equal satisfaction to the consumer.He is >
indifferent (neutral) towards various combinations of
two goods that gives same level of satisfaction and,
therefore, such a curve is called Indifference curve. Thus an indifference curve is the locus of all
points representing various combinations (also called bundles) giving equal satisfaction towards
which a consumer is indifferent.

Indifference curve U

Good B
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An indifference map is a collection of indifference E

curves corresponding to different levels of satisfaction Thus it IC3

is a family of indifference curves. It gives a complete picture IC2

of a consumer's scale of preferences for two goods as it IC

represents different levels of satisfaction 0 i = X
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Marginal Rate of Substitution adlooa» pimkrundaim mless’ (MRS)

The  marginal rate of substitution (MRS) can be defined as how many units of good
x have to be given up in order to gain an extra unit of good y, while keeping the same level of utility.
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Marginal Rate of Change in Good Y (AY)
Substitution of Good X =
for Good Y Change in Good X (AX)

The slope of indifference curve is MRS (0flagon® aigsoomlen aiclai” MRS @ren)

Diminishing Marginal Rate of Substitution (DMRS)

Table 2: Marginal Rate of Substitution

(i) 2) 3} 7]
Combination X ¥ MRS af X for Y
| 1 I8 —_

2 2 13 51
3 3 9 4:1
4 4 L] 31
3 5 4 2:1
B 3] k] I:1

This shows that as the consumer moves downwards along the curve, he possesses additional
units of X, and gives up lesser and lesser units of Y, i.e., the MRSxy diminishes. It is due to
diminishing MRS the indifference curve is convex to the origin.
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INDIFFERENCE CURVE c#:0i601¢;" @@ @Gryd:ano.
Properties of Indifference curve:

1. IC are convex to the origin because of Diminishing Marginal Rate of substitution.(DMRS)
(MRS #:0Qm@’ 96:06ng” iflmen@ Q0o GH:06Me0Ig: @Ryd:a )
2. IC Slope downward from left to right.
(layen® Al do MSE MM AILIGOMIZ” MICLHH” §.al10lenmdlesan)
3. Higher IC shows higher level of satisfaction.
(2a3am Blaw® Ol e QWA Vo) &:0eMlHe0)
4. Indifference curves do not intersect each other.
(Flagow® QI o6EBU3 aloayo alaPlosavleier )

Consumer's budget 9n16208Q) 6n2g’

Budget Set sniawerg oavg’
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It is the set (collection) of all the bundles that the consumer can buy with his income at the
prevailing market prices. The budget set/budget line changes when either of prices or income of the
consumer changes.
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P;X; +PyX2<M
Here P1 is the price of good 1 and X1 is the amount of good 1. P2 is the price of
good 2 and X2 is the amount.
For example Mr. Darshan’s income is Rs.20/- He can purchase two goods both are
price at 5/- his budget set is

(93%0006momIM;, Y. 3303  AIBMIMo 20  Ga1Iem” - @REZOCIM” 6"
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(0,0), (0,1), (0,2), (0,3), (0,4), (1,0,
(2,0), (3,0), (4,0), (1,1), (1,2),(1,3), (2,0), (2,1),
(2,2), (3,0), (3,1),(4,0)

Out of these bundles (0,4), (1,3), (2,2), (3,1), (4,0) cost exactly same and all other bundles
cost less than 20/-

(0o eumélejsglad (0,4), (1,3), (2,2), (3,1), (4,0) ailer ey@ymocd] 20 @yely@d6em; 0ogelo
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Budget Line (or Price Line) sni=q’ coe

A budget line represents all bundles (i.e. Combination of two goods) which a consumer can
buy with his entire income and prices of two goods. Suppose there are two goods good 1 and good 2
and price of good 1 is P1 and that of good 2 is P2. money income of the consumer is M, then he can
choose any bundle of two goods which cost equal to the money he has. Expressed in the form of an
equation:
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af)E1 MIMFNEIBH08W0 (@GIV® O6me” QUIRHOSBOS MoBWIRMo) (@MW le:@lasm. good 1, good 2
a)MsEBem QMe” aloasdgnmsaoe good 1 oad afler P1 @reemarne good2 o afler P2 eresmano
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Plxl + P2X2 =M 4
. . . . . M/ps
Budget line is a straight-line with
horizontal intercept M/P1 and vertical intercept Pixy+Pxo =M
M/P2.The slope of the budget line is —P1/P2 (price Good-2 /
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ratio). The Negative sign of the slope of the budget line shows that the budget line is
downward sloping.

(@ewaNm maddeavaig’M/P1, elomi maddeavaiy”
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21010J88®INEMAN” H06mM1HBM. )

Consumer Equilibrium or Consumers Optimum 9416236 qu@@el®moniqun GReLlelad 9aleIAD)
Baiflmo

The consumer is in equilibrium when he maximizes p
his satisfaction given his income and prices of goods. Here
the most important point is the choice of that combination
of two goods which gives the consumer maximum

satisfaction.
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The consumer equilibrium is found at the point IC IC,

1

where budget line is tangent to the indifference curve. At this
point; slope of indifference curve (called MRS) is equal to

slope of budget line. O Q B
(Blayow QB ODIGLISS nizRg’ coal X

MAWlEsMISOmIET”  901GEIEY  TVIDENGINUTVD  BHIMOSAIN@ .MV  GRAITVEODI@,;  MIAYo®
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The following conditions are necessary.

1. Budget line should be tangent to the indifference Curve.
(Playon® algamleeles” iRy’ coal aydudlenemo)

2. Slope of indifference curve = Slope of budget line
(Flayor® agemeng a1clai’= miRg” coalwes aidlal)
3. Price ratio = MRS (aflel @amatomo = MRS) (-P1/P2= AY/AX)
4. Indifference curve should be convex to the origin (MRS should be diminishing at point of
equilibrium). (Blagow® Qle EHaBOAIG BRYVIGIEnMo (Tuameilmoairundlad MRS ¢:0@am)

DEMAND @a193mo

Demand is a desire backed by ability and willingness to pay for a commodity. The
functional relationship between demand and demand determining factors is called demand
function. Algebraically q= f(P,Pr,M,T).

(8@ TVOWMo aleMo OISO QIEERIMSS &SI0je AVANELOWo allEeMPAN B3
@RY(NaOMEM” @Y MIWMOEMIOA AWlacadaw” allmondage aslmomaw” Mldepalasan ceiseamso
omile|88  (EINIBOMaloNI®  MINLEE®  AWlNIBW"  afoWaH®@  ofan’  ailglasan.
nfl=wemlomniwl
q=f(P,Pr,M, T).)
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g= quantity demanded (alaondaseng @ogal)

P= Price of the commodity (21080003 afer)

Pr=Price of related commodities (@posnionw QIIReeges afler)
T= Taste & preferences (@pEl@®aillgo gBWEMMB80)

M= Income of the consumer (2a1628MIGOSHS QITBHOMo)

LAW OF DEMAND @a103m Moo

If other things remaining the same, if price of a commodity increases its quantity
demanded Decreases and vice versa. This inverse relationship between price and quantity is
called Law of Demand. The other things mean Income of the consumer, price of related
goods, Taste and preferences of the consumer, Climate, Fashion etc. These factors are called
demand determining factors.
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DEMAND CURVE Ga123M Qlghso

The graph, which shows the inverse relationship between price and quantity demanded
is called Demand Curve. The Demand Curve is a downward sloping curve because of the
following reasons. (aflei)e Gal08MOEONG @RS8N, @adleRss oflaidl® nITW. GHOaMIGNAM
@oadlOm GaldBM Qldro af)M QllGlemam). DM OWIAN &HOVMEEBBOG  GaldBM  Qlidro
DICPLHN 21D QAlEAION )

1. Price effect ailer @@oato: Change in demand due to the Price
change in price is called price effect.

(aNeioloel @390 @006Mo  G2lIBMOMIEMEIW  AIQHOIN
aflel Je20lo af)an” alglesamn)

2. Substitution effect oiomloundaim @Icoak: It is the A

effect between two commodities. If the price of one'A
commodity increases, the quantity demanded of the other
commodity  increases.(0me’  2l083HWB  ®ovleiss
aneIeMmI®. 8@ alesslead ailel cIdeUlese:wInemeslas, PB B

2g” 2108835865 Wlnomw” aidellesmno)

3. Income effect aimnom @i1@oal.: Change in the Demand Curve
quantity demanded of a commodity due to the change in /

the real income of the consumer. It is called substitution

effect. (2a16800® 00003 WITabIcIola)
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SUBSTITUTE GOODS OR SUPPLEMENTARY GOODS qai@hnoaim alaysanud

The goods which used as substitute to satisfy a need are called substitute goods. e.g.
coffee and tea, bus and train. When the price of the substitute good increases the demand for
the good also increases and vice versa.

(8@ @RAIKS  @OCARMDIN aldhE20V]  9alcWIWIHNAN  AVIWMEEBOHS
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COMPLEMENTARY GOODS ojoé> aiay#9us

The goods which used together are called complementary goods. E.g. bread and jam,
pen and ink. When the price of the complementary good increases the demand for the good
decreases and vice versa.

(80} @@AIKY ®OCAPM@IM  B80Ylaj DaICIWHHNAD  AVOWMEBOS  aljOd
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NORMAL GOODS avowoaoem m(rgues)uﬁ

When Income of the consumer increases, quantity Demanded of certain
commodities also increases. Such goods are called normal goods. Eg. Television,
computer.

(2a1c200mo0illOag QIE)@OM. AIBRUISNEMINW, aflel CVoWmMEBEPs  Wlaoagload
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INFERIOR GOODS ®»0o®26m ngd%)uﬁ

When consumers Income increases Demand of certain commodities Decreases. Such
commodities are called inferior goods. E.g. beedi, tapioca
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