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THE THEORY OF CONSUMER CHOICE

Chapter 4




I- Introducing the Budget
Constraint

I-1- Trade-offs
|-2- Budget Curves
I-3-Indifference Curves
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Budget line: A line curve demonstrates the relationship between two goods

relative to opportunity costs, essentially deriving the relative value of each
good based on quantity and utility.
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Budget Equation will be:

B=Q,P.+Q, P,

The budgeting line is a set of all combinations

of products X and Y that can be acquired, if
consumer will spend his whole income

PXM‘J’-“=X
wa\a,,us=x
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Quantity of X, consumed for some definite period
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Lecture

Through utilizing these
I economic tools, economists can
3

_;;' L, I, predict consumer behavior and
3 consumers can maximize their
overall utility based upon their
budget constraints.
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° The Availability of Substitutes
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° The Price Relative to Income
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Présentateur
Commentaires de présentation
For example, the demand for Toyotas is more elastic than the demand for cars in general, because there are more substitutes for Toyotas than for cars in general.
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Lﬁﬁ&‘ Perfect Substitute Indifference Curve: In this particular
series of indifference curves it is clear that ‘Good X' and

.ﬁ ¢ uu d:“JJ \ Z ~=.§ .’.39. S"a g T Ie & U‘Q o.JJJM 3““": * ‘Good Y’ are perfect substitutes for one another. That is to

say that the utility of one is identical to the utility of the other
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Perfect Complement Indifference Curve: The perfect right
angle in this series of indifference curves implies that the
utility of ‘Good X" and ‘Good Y' are entirely interdependent.
This is o say that in order to enjoy one good it is necessary
to also have the other.
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Perfect Substitute Indifference Curve: In this particular
series of indifference curves it is clear that ‘Good X' and
‘Good Y’ are perfect substitutes for one another. That is to
say that the utility of one is identical to the utility of the other
across all quantities represented on the map.
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IV- Impact of Income on Consumer’s
choices

1- Income from a consumer theory
perspective

2- Effects of Income on different goods
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Income-Consumption Curve: Simply put, increases or decreases in income
will alter the optimal guantity (and thus relative utility) of a given basket of
goods for a specific consumer.
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Using demand curves,
economists can project
the impact of a price
change on the consumer
choices in a given market.
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