Theory of Consumer Behaviour

In this chapter, we will study 3 I H g™ Th AfFTd

th_b_zha\lliour of an . 3T oh SHI8R 1 STETI
individual consumer. e . N erof
consumer has to decide how HLN| ITAFN H AT h{-l
to spend her income on giar @ T ?:rg{ T 3 i
different goods1 . fata—= &2 11 W fog 9N I9
Economists call this the F¥1 srefeSht 3.@ T 1

problem of choice.
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Most naturally, any
consumer will want to get a
combination of goods that
gives her maximum
satisfaction. What will be
this ‘best’ combination?
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This depends on the likes of
the consumer and what the
consumer can afford to buy.
The ‘likes’ of the consumer
are also called
‘preferences’. And what the
consumer can afford to buy,
depends on prices of the
goods and the income of the
consumer.
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This chapter presents two g ALY, Y9I S8R &l
different approaches that qua 9 < fa= fagral &t

explain consumer behaviour
(i) Cardinal Utility Analysis
and (ii) Ordinal Utility
Analysis.
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d Preliminary Notations and L YR Gehad aon 31faus
Assumptions UM GHE €Y § dgd-9i

e

A consumer, in general, a3l bl SUNHT HT T, T

consumes many goods; but QU0 & fou & SumieE
for simplicity, we shall

consider the consumer’s S I g R Tl feerfq q
choice problem in a situation fgAR HT, S&T had < €°f
where there are only two W i1 89 el Bl T2
goods : bananas and X

Shell el 3™ she |

mangoes.
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O Preliminary Notations and ] yRf9e gehad qen Afus

Assumptions .

o ST a3 it HIEHAR &l Hig
Any combination of the _ ot ghimfag O &1 SYTad
amount of the two goods will ) ) o
be called a consumption decl 1Al WY H S he

bundle or, in short, a bundle. hd %’l 3TN — de8d (5,

For example, the bundle (5,10) 10) ¥ ohat # 5 THEAT 3R
consists of 56 bananas and 10 VA
3™ &I 10 SHIAl ©; Sed

mangoes; the bundie (10, 5) : '
consists of 10 bananas and 5 (10, 5) ® hdd &l 10 ShHIsAT

mangoes. 3 3T &+ 5 THIEAT 2
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d UTILITY

A consumer usually decides
his demand for a commodity
on the basis of utility (or
satisfaction) that he derives
from it. What is utility? Utility
of a commodity is its want-
satisfying capacity. The more
the need of a commodity or
the stronger the desire to have
it, the greater is the utility
derived from the commodity

AHd: Toh YAl fhdt a&]
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Q UTILITY 0 sy
Different individuals can get % &l TSa-l AT 3aRIhdn
different levels of utility il & 319l 39S I &+l

from the same commodity. foat .saTeT 3= et ©, SS9

For example, some one who N
likes chocolates will get a¥] 4 Iat g Aty SuAIfTan

much higher utility from a 1% A %I 3<Te0] h fau, t
chocolate than some one =fad Sl Sihole T HIdl @

who is not so fond of - S -
chocolates, Also, utility that Gh dlhe
one individual gets from the YA 9T 8 39 Al i
commodity can change with  fgdt axg 9 faeq arel

change in place and time. SYAfTaT. €M CRLE] & i

9t 9<el Gohdl ol
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dCardinal Utility Analysis oS 3uifitan favayo
Cardinal utility analysis TUETATE SAITar favddwor st
assumes that level of utility q=rdr & o Sggifiar o )X &l

can be expressed in gemel ¥ =gad fRar S g%l
numbers. For example, we

can measure the utility g1 ST o fou, T wta 9@
derived from a shirt and say, I YT 1 919 Ghd ®©,
this shirt gives me 50 units X 2 v I8 =9 1131 50

of utility. Before discussing

further, it will be useful to T ITAT 91 FA 2

have a look at two important AN =949l wH ° qd, I8 39
measures of utility. i fof &9 3IyAifiar <» <
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dMeasures of Utility

»»Total Utility: Total utility of a
fixed quantity of a commodity
(TU) is the total satisfaction
derived from consuming the
given amount of some
commodity x. More of
commodity x provides more
satisfaction to the consumer.
TU depends on the quantity of
the commodity consumed.
Therefore, TUn refers to total
utility derived from consuming
n units of a commodity x
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J Measures of Utility
**Marginal Utility : Marginal
utility (MU) is the change in total
utility due to consumption of
one additional unit of a
commodity. For example,
suppose 4 bananas give us 28
units of total utility and 5
bananas give us 30 units of
total utility. Clearly,
consumption of the 5th banana
has caused total utility to
increase by 2 units (30 units
minus 28 units). Therefore,
marginal utility of the 5th
banana is 2 units.

MU, = TU, - TU, = 30-28 =2

1 Syaifirar o 3u™

‘e dHTa ST A

qigid SR (MU) &el ST o
9% YRadH @ S og & Tk SAfafea
ShTs o SUUNT U Bl 21 3@ F
o, 7 <ifSa 4 Fal 9 &4 28
SIS el SYAINTAT I Bl © 3 5
el 9 Pl SYART 30 3H1E fHerdt
2l W 2 f g el & YU 9
Pl IR 2 SHl &8 T (30
THISAI-28 ST, ST U hel
%1 GiHid SRR 2 THE 2

MU, = TU, — TU, = 30-28 =2
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dMeasures of Utility

Total utility and marginal
utility can also be related
in the following way.

TU . =MU, + MU, + ... +
MU -1 + MU

el SYATTEr S daia S
&l =1 alah 9 o gafya fea
ST Gohdll 21—

TU, =MU, + MU, + ....... + MU, -
1+ MU,
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U IuAifiar frem daar © %
S-S 3 a%geNl o SYAT

Law of Diminishing Marginal
Utility states that marginal
utility from consuming each
additional unit of a commodity
declines as its consumption
iIncreases, while keeping
consumption of other
commodities constant
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MU becomes zero at a level MU 39 fd< o 3 3l Sl
when TU remains constant. In g 59 TU feerR @& %I 3 @
the example, TU does not g :
change at 5th unit of : UE\[ | i .
consumption and therefore YA W TU Iafiafda @
MUS5 = 0. Thereafter, TU starts 2. 3Id: MU5 = 0 9% U9drd
fallmg_ and MU becomes TU fTE ot & stk mu
negative.
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Uhel d&] hl IIM H HIT G
&t Idfd (FrEAE SYAfTa

Derivation of Demand Curve in
the Case of a Single
Commodity (Law of
Diminishing Marginal Utility)
Cardinal utility analysis can be
used to derive demand curve
for a commodity. What is
demand and what is demand
curve?
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aEg &t °wET 99 U IuHiE
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The quantity of a commodity
that a consumer is willing to
buy and is able to afford, given
prices of goods and income of
the consumer, is called
demand for that commodity.
Demand for a commodity X,
apart from the price of x itself,
depends on factors such as
prices of other commodities
(see substitutes and
complements 2.4.4), income of
the consumer and tastes and
preferences of the consumers.

R, @51 & o s=9& g
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Demand curve is a graphic HIT 9ok, Th 9% i, fafa=
presentation of various qﬁ-q?ﬁ W, {1 S dreit
quantities of a commodity e

that a consumer is willing to Al 1 E@I : %l i
buy at different prices of the Teh SqAiw fohdl a¥g 6l
same commodity, while faf =1 +dl T 91
holding constant prices of ford) svach % ar=1 gefad

other related commodities

and income of the consumer &3l i HiHdl i 3R
39l i 39 i feer Tad

[N
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Figure 2.2 presents o= 2.2, T SAfedd H1 I X
hypothetical demand curve of & fau, fafa= simal «w®,

an individual for commodity x IS HTS9RTH OO ?:IE )

at its different prices.
Quantity is measured along ysfefa <Al 81 AEneh i

the horizontal axis and price aifast 3187 9T 9T HIHdl &l

;sx;:easured along the vertical Il g W fe@mEn [ B

e
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The downward sloping demand =& &t 37T @ddl | 9%
curve shows that at lower yefyfa = g & = W

prices, the individual is willing
to buy more of commodity x; at ¢ o7 Al X IEG B AfaH

higher prices, she is willing to AT T3 &1 353% @ ae
buy less of commodity x. 4 W W, d8 9% i

Therefore, there is a negative FId qo Gt SE 9l e
relationship between price of a

commodity and quantity % o9 BUMAS Had 2| 3/

demanded which is referred to i 1 fg #ed 2
as the Law of Demand.
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suar=es Iuifiar fagason
MHTETEs YT fagayu
wsﬁﬁwé Afers Sy

dOrdinal Utility Analysis
Cardinal utility analysis is
simple to understand, but
suffers from a major drawback
in the form of quantification of
utility in numbers. In real life,
we never express utility in the
form of numbers.

T et o ®9 4 gy,
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fusw 9 Afgsw 89 9 =
Aty ITANTEr o SMYR W HH

At the most, we can rank
various alternative
combinations in terms of
having more or less utility. In
other words, the consumer
does not measure utility in
numbers

3 ghd B TR vl A,
3T YA &t gEemst o
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The points representing bundles
which give the consumer equal
utility can generally be joined to
obtain a curve like the one in
Figure 2.3. The consumer is said
to be indifferent on the different
bundles because each point of the
bundles give the consumer equal
utility. Such a curve joining all
points representing bundles
among which the consumer is
indifferent is called an indifference
curve. All the points such as A, B,
C and D lying on an indifference
curve provide the consumer with
the same level of satisfaction.
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utility level being the same,
iIs called marginal rate of
substitution (MRS). In other
words, MRS is simply the
rate at which the consumer
will substitute bananas for
mangoes, so that her total
utility remains constant.
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This tendency for the MRS to el ot qET H gfg

fall with increase in quantity of I ®Y, MRS o i &1 &9
bananas is known as Law of

Diminishing Marginal Rate of A iIEI Hl, FEAME WG .
Substitution. gfaeaq T =1 99 %gq o

Combination | Quantity of bananas (Qx)|Quantity of Mangoes (Qy) | MRS
A 1 15

B 2 12 3:1
C 3 10 2:1
D 4 9 1:1
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Shape of an Indifference Curve
It may be mentioned that the
law of Diminishing Marginal
Rate of Substitution causes an
indifference curve to be
convex to the origin. This is
the most common shape of an
indifference curve.

ek bl ST oh Ifd Il &
3l 2, (F? TH IFEE
gk TR 3HhI SITd HifeR) |
Teh 3M{YHM deh i I8 31fd
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But in case of goods being oifehs Ui TMq—1 a&31 |
perfect substitutes , the imrd gfaeg— <X EF it
marginal rate of substitution 3 o Oum = P

does not diminish.
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Monotonic Preferences
Consumer’s preferences are
assumed to be such that
between any two bundles
(x1,x2) and (y1, y2), if (x1

, X2 ) has more of at least
one of the goods and no less
of the other good compared

to (y1, y2 ), then the

consumer prefers (x1 , x2)

to (y1, y2).
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Preferences of this kind are YUl oh $H THR &l Thice

called monotonic A FT ST =, Afg It
preferences. Thus, a =y ¥ _
consumer’s preferences are al Hd 34 IEEI i
monotonic if and only if e a1 @ 5@ & SRS LRI
between any two bundiles, FH-G-hH Teh a¥ &l 3fys

the consumer prefers the aer & sk TR sed B g §

bundile which has more of at

least one of the goods and no T 9¥g I Al A AR T BN
less of the other good as

compared to the other

bundle.
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Qindifference Map 3Hfyur@ grtaA
The consumer’s preferences g geef W IYTET 3
over all the bundles can be SRy Elﬁ I g% W

represented by a family of

indifference curves as shown &I <314 gl 8, stn 6
in Figure 2.5. This is called Yarfas 2.5 ﬁ <A & 21 39
an indifference map of the 39Sl R SHEFEE gt
consumer.
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J3tmE JrfaA
I osh W fed |t fog 3
ssal @ gfatfue s & 52 Suwiem

dIndifference Map

All points on an
indifference curve
represent bundles which
are considered indifferent
by the consumer.
Monotonicity of
preferences imply that
between any two
indifference curves

e Al @1 SARMAl & Thied
I fyE € T f<l Q1 oAkmA ol
% o9 W d Ssal ) e dea
%l - a9k W R sisell &l
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JdFeatures of Indifference
Curve

1. Indifference curve slopes
downwards from left to right:
An indifference curve slopes
downwards from left to right,
which means that in order to
have more of bananas, the
consumer has to forego
some mangoes.
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2. 39 YA dh, IYIITE oh
3=d TR &l YA B 2

2.Higher indifference curve

gives greater level of utility:
As long as marginal utility of
a commodity is positive, an

individual will always prefer SERIIUG
more of that commodity, as
more of the commodity will

increase the level of
satisfaction.

SE d*@ﬁ?{[’aﬁ%ﬂﬂm

CE

ek Bldl &, 99 Th

afdd Txd & 39 a& &t 3w
HEAT YTWd 6T AR, Hifh a&]

&t 31fteh AT, Gdid oh WX &l

SEpnil

Representation of different level of utilities form different

combination

Combination

Quantity of bananas

Quantity of Mangoes

A

1

10

B

2

10

C

3

10
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Consider the different
combination of bananas and
mangoes, A, B and C depicted
in table 2.4 and figure 2.7.
Combinations A, B and C
consist of same quantity of
mangoes but different
quantities of bananas. Since
combination B has more
bananas than A, B will provide
the individual a higher level of
satisfaction than A.

Hdl 3R 3 o i fafa=
I - A, BdAT ¢ &l <fEd
s arfeset 2.4. 3R Y@rtas

2.7 B f&@mn & 21 949 A,
BAYT ¢ H, 3™l sl UM HEAT
2, T hell &t |7en = 2
AT B,A hi 3TU&T SYAITAT I
3ed TR YSM HAM|
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Therefore, B will lie on a
higher indifference curve
than A, depicting higher
satisfaction. Likewise, C has
more bananas than B
(quantity of mangoes is the
same in both B and C).
Therefore, C will provide
higher level of satisfaction
than B, and also lie on a
higher indifference curve
than B.

ST 9 W BT

T, 3Ty

Ay &l ad M

| SHT 9Tfd
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3.Two indifference curves 3. & SFTYHM dch h¥l Th
never intersect each other: {g-} & TeT Hed g

Two indifference curves £ T N
intersecting each other will TH T ® gq:‘r

lead to conflicting results. To AT s, TR faui«d
explain this, let us allow two gfoom &t fcar™dT) 39 9
indifference curves to & f?l'ﬁ, & sfyaE 9l &

intersect each other

TH TR & HEA W T



Theory of Consumer Behaviour

2.2 THE CONSUMER’S 2.2 39T &l &SI
EUtDGET g A ifse fedt Susiadr o 99
et uUs consiaer a consumer a QT’F ﬁ ﬁ fl 'a_{}l

who has only a fixed amount

of money (income) to spend (™) TH § a3 W =Y
on two goods. The prices of FE o fou 2, el o
the goods are given in the W ¥ & TR %I Syt @
market. The consumer

cannot buy any and every TEGSN BT STAT-STTT Al
combination of the two foaeii-<Set Tl A &6t T8l
goods that she may want to S g&hdr, ST 98 3uHn
consume.
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Budget Set and Budget Line
Suppose the income of the
consumer is M and the prices
of bananas and mangoes are
p1 and p2 respectively5 . If
the consumer wants to buy x1
quantities of bananas, she will
have to spend p1 x1 amount
of money. Similarly, if the
consumer wants to buy x2
quantities of mangoes, she
will have to spend p2 x2
amount of money.

2 qMl I aEge

I sl ivd

FHUIT: p1 a1 p2 & A5 AfS
3UHlel ohed i x1 SHISAT
G aredr @ a 38 od

O p1 x1 99 I _ T

g8 36 9hR 9, 3R

SISl 3| 1 x2 FhIsAT

GG
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gqfcit Afg IuAIHT ohet hl
x1 W'ﬁ'{ﬂmaﬁxz

Therefore, if the consumer
wants to buy the bundie
consisting of x1 quantities of
bananas and x2 quantities of
mangoes, she will have to
spend p1 x1 + p2 x2 amount
of money. She can buy this
bundle only if she has at least
p1 x1 + p2 x2 amount of
money

p1 x1 +p2x2<M

ShIsdl &l ded UGl dAr_dl
2, @ 3¥ p1x1 +p2 x2 ¥ UMW
g HT B 98 I8 98
adt @ 9T, S9 39ch
i HA-8-5T p1 x1 +p2 x2
¥q Ui &t

p1 x1+p2x2<M
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I8 AU (2.1) SYHIT <kl
a5e gfaee heardl &1 ST

The inequality (2.1) is called
the consumer’s budget
constraint. The set of
bundles available to the
consumer is called the
budget set. The budget set is
thus the collection of all
bundles that the consumer
can buy with her income at
the prevailing market prices.

& fau Suesy dscl o 9 &l
oS¢ 92 Hel Sl 21 39 UK,
golc 9< 31 9l dedl &l 9U8
2, 8 Sugisar fagmM IR
&Hdl W A A 4§ Glg
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QdPrice Ratio and the e 17U e o5 3@l i
Slope of the Budget Line T

Think of any point on the
i ot any pol Tole @ W fed W fag &

budget line. Such a point A
represents a bundle which o # wifew o8 fag T w

costs the consumer her dedl i <Mar &, 59 9 Iuaien
entire budget. Now &1 T a9 2 ST 21 °E
suppose the consumer ) A

wants to have one more ST foh 319 ITHIIM het @l 1
banana. She can do it only 3?:5‘5‘ Aty -1 ARd % dd dg
if she gives up some THT qHt Y Hehdl @ 99 q8 TE

amount of the other good. 5] # HB qE %l BIe 2|
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How many mangoes does she
have to give up if she wants
to have an extra quantity of
bananas? It would depend on
the prices of the two goods. A
quantity of banana costs p1.
Therefore, she will have to
reduce her expenditure on
mangoes by p1 amount, if she
wants one more quantity of
banana.

Ifs 38 ohdd &t T Sfafed
SIS ! @I8d @, di 39 W
Elﬁﬁﬁl’fﬁﬂﬁ Sis-l T_?
IE AN a3 B HIHAl W
Ay ®TM FHdd S TH DR
%1 AN pi1 BI: 39 MW
W p1 HEAT o &L 3T
g HIHET Y8
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Derivation of the Slope of the
Budget Line

The slope of the budget line
measures the amount of
change in mangoes required
per unit of change in bananas
along the budget line.
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Changes in the Budget Set oo 92 I <]l
The set of available bundles U] SSal ol Y2 A aged
depends on the prices of the FT T qe U 9 S W

two goods and the income of e .
the consumer. When the price ol an @1 S 9 3 ° 9 foed

of either of the goods or the it 9% &I HIHd 3TFaT S

consumer’s income changes, £ 3 seodt Y :
the set of available bundles is ’

also likely to change. &1 e ff = Al o
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Suppose the consumer’s
income changes from M to MI’
but the prices of the two goods
remain unchanged. With the
new income, the consumer can
afford to buy all bundles (x1,
x2 ) such that p1 x1 + p2 x2 <
M'.

Y 95 X M' B St |, /g

1 g3l I B el S|
T 3 8F W 3qdEdl 9 ded
<x1,x2)@fl‘<m%,ﬁmé¥€ﬁ

Wpixt+p2x2<M
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Now the equation of the 3 99€ Y@l H1 GHHWOT 2
budget line is

plxl+p2x2=M

P1x1+p2x2 =M’ gt (2.8) fr=1 w7 &
Equation (2.8) can also be written as _ 3
X2—M"_ pi1,, €l ST Yehdl B

P2 p2 X2-M‘_pl ,

p2 P2
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p1 x1 + p2 x2 = M’ GHI&{
=1 ®q ° At fa@n S 9ahdr

%lx . b1

p1 x1 + p2 x2 =M’ Equation
can also be written as
1 p1
X, = M X,
P2 P2

Note that the slope of the new
budget line is the same as the
slope of the budget line prior
to the change in the
consumer’s income. However,
the vertical intercept has
changed after the change In
income

1 = X,
p2 p2
e <ifae for w13 «s1e @
%! YAuTal 98l & S Syl
&t 3™ 4 yfadd 84 9 dgd
%1 dSle 3@l Sl YUl o
Ay, 3 o 9Seld o 9]
SealER 3iq:Ee 98 Tl el
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Q OPTIMAL CHOICE OF THE ] 3udiadr &1 s&dq =994
CONSUMER a9 ¥ ¥ & 9t Sea wita

The budget set consists of

all bundles that are available % St fo SusiEn & feg

to the consumer. The 3q= A © 1 SuTET AW

consumer can choose her g€ 92 4 9 399 98 Fl

consumption bundle from gl

the budget set. But on what A el L. ,%l d de

basis does she choose her SUesy Ssat ¥ ¥ T faw

consumption bundle from 3991 98 &l 994 Ty

the ones that are available to MY 9T HIdl 22
her?
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AhITA ° I8 AF o= S 2@
fr ST SUTsy ¥l dedi |

In economics, it is assumed
that the consumer chooses
her consumption bundle on
the basis of her tatse and
preferences over the
bundles in the budget set. It
Is generally assumed that
the consumer has well
defined preferences over
the set of all possible
bundles.

d A9 SYYNT ded Bl I3
T i aen fym™ & ITTER
¢ 42 oh dedl oh MU W
HA 21 98 9 ©9 9§ "1
fean sran @ o Sustern & w @
gt 98cll oh 9 oh faug o
=B T T AfeyE 2
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98 fhgl g decll &l ol
ghdl 21 TR Ik |, 9% |
dedi 4 9 fodl T &t 1fyam

She can compare any two
bundles. In other words,
between any two bundles,
she either prefers one to the
other or she is indifferent
between the two.

2 Gohdl ® AT q2€ @dl 2
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1 Equality of the Marginal
Rate of Substitution and
the Ratio of the Prices
The optimum bundle of the
consumer is located at the
point where the budget line
Is tangent to one of the
indifference curves.

) faeqq <t didid < a4 sigai
o 3TU H YU
JYNIHAT <l ST decl T fog
W fo a1 8, Sl < Wi
frdl Th SFMYHE 9% ol TR
H 2
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If the budget line is tangent
to an indifference curve at a
point, the absolute value of
the slope of the indifference
curve (MRS) and that of the
budget line (price ratio) are
same at that point.

i doie @1 SFRME g o fhdt
fog &l TRl it &1, @ SHrmH
ek bl YAUIT 1 FRUY Sivd 3R
eI @l (IAd 3TUM) 1 Fruw
$iHd 39 fog W Tk uE B
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B Ygc) 9% foaR w9 € %
MY 9% ! YUl 3H L bl A

Recall from our earlier
discussion that the slope of
the indifference curve is the
rate at which the consumer
Is willing to substitute one
good for the other.

il 8, 9 W Syl wh g
©H W G 9 Hl o o fau PR
2l
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The slope of the budget line
Is the rate at which the
consumer is able to
substitute one good for the
other in the market.

W IYAIHT I H Toh o¥g b
TM R A 9% &l 4 H WM
g 21
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Thus, a point at which the
MRS is greater, the price
ratio cannot be the
optimum. A similar
argument holds for any
point at which the MRS is
less than the price ratio.

Ad: 59 foag W faeemua <t diHd
R Afyes 7, a@ HIHd TU Tad
fag &t & g&han faeenaa <1
i X Sa-f99 fag 9w *iHd
UM 9 %A Bl 3G fawa o &
deh @itehR frar ST Hehar 2
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In economics, it is generally 3 wH fa< I 8, A 98 Hal

assumed that the consumer
iIs a rational individual.

feerg ©

4

feorq g

4
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A rational individual clearly <<C 3@l ¥ 9 fya fag geaH
knows what is good or what TeT B g&dil d99¢ 3@ 9§ 9 feem

Is bad for her, and Iin any .
given situation, she always g &l N o & 3@l g I

tries to achieve the best for &g THI ﬁl% Bl %

herself.
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Thus, not only does a
consumer have well-defined
preferences over the set of
available bundles, she also
acts according to her
preferences.

S Al a5

I 49 &0 9 %A

T 1 W 3ifus Bidt @ an gEd
%l HEAT 9 %A 8f sidl 31d:
SYTiadT Tahiqse ATl aret 34t
fag &t rfmrar 2ar 2|
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From the bundles which are dsdl I §l ISP f%I'Q SUd Y
available to her, a rational %°, Th THITd STHITT G'ﬁ'Q'IT
consumer always chooses the T3 gl %Gﬁ 39 fIFdH

. I

one which gives her
maximum satisfaction.

|gfe e
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In the earlier sections, it was
observed that the budget set
describes the bundles that
are available to the consumer
and her preferences over the
available bundles can usually
be represented by an
indifference map.

Ugd & Gsl H, g ¢WT1IT U
fob sreTe de SuHleT &l

U Sl DT qui- ST &
3R IS JSel| UR I
MY ATg SMTdR W)
SeRA-aT AR gRT g=fs
ST APl 2|
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, SUMISIT B JHXT Bl
TR Wt H8T & &1 3:
dHITd SUHIFIT B GHHT
I ISP FoIc AT B ¢Ed Y
ISdH THT IS AT I5F TR
U fag W ST B

Therefore, the consumer’s
problem can also be stated
as follows: The rational
consumer’s problem is to
move to a point on the
highest possible
indifference curve given her
budget set.
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If such a point exists, where QW ﬁ% ﬁg Iﬁﬁ\?{ g, T‘ﬁ
would it be located? The qg Pol @.ﬁ[ @Tﬂ? g?"q
| dvic

optimum point would be

Ioc_ated on the budget Iir!e. A 3@l ;ﬂ?n_% er: 1 ﬁg SydH qg’r

point below the budget line
cannot be the optimum.

gl gpdr g
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Compared to a point below
the budget line, there is
always some point on the
budget line which contains
more of at least one of the
goods and no less of the
other, and is, therefore,
preferred by a consumer
whose preferences are
monotonic.
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Where on the budget line will
the optimum bundle be
located? The point at which
the budget line just touches
(is tangent to), one of the
indifference curves would be
the optimum. 9

ool¢ 19T W s¢dH d8d hal d
si? o9 fag « see @1 shaa
e gl ° 4 fodl T &l
oyl Syt @, 9€ 3ad 9 s
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g *EH o fau f& ww = 2,
e ST foh soe @1 W iz i

To see why this is so, note
that any point on the
budget line other than the
point at which it touches
the indifference curve lies
on a lower indifference
curve and hence is inferior.

fag (39 fag &t BlgR v W
98 YA 9% &t a1 &) Tt
= g 3FfyHE 9% W frua sar
? 3R 39 YR Fr=ady sian 2|
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3d:, THT Uh fag IUHiT <l
g5 el 8l Hhdll IdY dsd
a5e @M oh T fag W feerq

Therefore, such a point
cannot be the consumer’s
optimum. The optimum
bundle is located on the
budget line at the point
where the budget line is
tangent to an indifference
curve.

aar &, S deie 361 SHfHE
gsh W T3 3G &l
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399 W oh YA dehl WX e
d9ed, &idl ard &l a8, SYHadl
% gmed 9 «eX @)1 399 i ok
e gl W feea seq, ia

Bundles on the indifference
curves above this, like the

grey one, are not affordable.

Points on the indifference
curves below this, like the
blue one, are certainly
inferior to the points on the
indifference curve, just
touching the budget line.

et 1 q@ 3 faga1 9 ffy=a
®7 @ freeadg gld @, it s el
Gl &l W31 & a9 AAHEE
Iehl W feeq =
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Any other point on the oSe 3@l 61 TEU hig Al fo0g
budget line lies on a lower ol SR 9% W feud & %

indifference curve and
hence, is inferiorto * * 1 2 3R 39 SR (x* 1,x*2) ¥ Frada

(,) x x . Therefore, * * 1 2 ( 21 ST (x* 1 ,x* 2) SUHHT I

, ) X x is the consumer’s gy 989 ol
optimum bundle.

Mansoes

O Baran =

Consumer’s Optimum. The point (x 1 , x *
2 ), at which the budget line is tangent to
an indifference curve represents the
consumers
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DEMAND

In the previous section, we
studied the choice problem
of the consumer and derived
the consumer’s optimum
bundle given the prices of
the goods, the consumer’s

income and her preferences.

el

HT
uﬁ@gﬁgﬂﬁmﬁﬂwaﬁw
U i UGT aAT I3 hl
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e 3@ b a%g &t °En et
EREIEER IS Wb—qﬁaﬂm%

It was observed that the
amount of a good that the
consumer chooses optimally,
depends on the price of the
good itself, the prices of
other goods, the consumer’s
income and her tastes and
preferences.

9] i AT HiAd, I T
1 hiHdl, SYHIST i 3, IHDI
i qen sfymrEt wx fasft &n 2
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fndl a%g &1 w60 S TH

The quantity of a commodity
that a consumer is willing to
buy and is able to afford, given
prices of goods and
consumer’s tastes and
preferences is called demand
for the commodity.

SYHIHAT q&g3T 1 HiHal, wf=a=i
g 3EfYAEl il ff¥=ad @d gu
G5 I AR @ AR eTHar e
g, &l a% I HIT Hed o
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Whenever one or more of sTH 9 U I U 4 3IfYysh
these variables change, the qfaal o qfeds 2 2

quantity of the good chosen by
the consumer is likely to SYAIHIT GRT =AM T Hi AT

change as well. 4 of gREdd 31 &1 GHET 8l
STt 2
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Here we shall change one of J3T 89 3TH 9 U 9HY T

these variables at a time and  4figf &} seq FT oo F@ &

study how the amount of the
good chosen by the consumer fob @ SuHlER gRI wafTd o%g

is related to that variable. #1 O 39 ufiad 94 dag 2
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Demand Curve and the Law
of Demand

If the prices of other goods,
the consumer’s income and
her tastes and preferences
remain unchanged, the
amount of a good that the
consumer optimally
chooses, becomes entirely
dependent on its price.

I ok qem | kT 1w

i E a3l it Hid,
ST 1 3T del 3!
sfefa i sifvmm sruftafda
wd ?, @ fedl o &=t uen
a1 SUgieT sead &9 9 994
w2, T e 8 SR HiAd
w fasft 8 s )
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Demand Curve and the Law
of Demand

If the prices of other goods,
the consumer’s income and
her tastes and preferences
remain unchanged, the
amount of a good that the
consumer optimally chooses,
becomes entirely dependent
on its price.

I ok qem | kT 1w

i E a3l it Hid,
ST 1 3T del 3!
sfefa i sifvmm sruftafda
wd ?, @ fedl o &=t uen
a1 SUgieT sead &9 9 994
w2, T e 8 SR HiAd
w fasft 8 s )
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The relation between the fndt o 1 AN °h fog
consumetr’s optimal choice of YA FH Tqy =99 a0

the quantity of a good and its Al .
price is very important and U] HiFd § G99 3cAd

this relation is called the He<dqUl @ qu1 9§ T« |
demand function. ol Hedrdl 2l
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Price

X =f(F)}

&5

GQuantity

Demand Curve. The demand curve is a relation
between the quantity of the good chosen by a
consumer and the price of the good. The
independent variable (price) is measured along
the vertical axis and dependent variable
(quantity) is measured along the horizontal
axis. The demand curve gives the quantity
demanded by the consumer at each price.
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Functions S TE]
:::?(Id:;::gt:xo Vilrfla;:)les X el EXAl ﬁ qfadt x Sﬁ'{ Y <h
. y = Wﬂﬁﬁlﬁﬂﬁ]y:f(x)ﬁ

is a relation between the
two variables x and y such gfieal x A y o €9 39 &K

that for each value of x, J99 2 fF xS IE g & fau

there is an unique value of

the variable y. qfEd y #1 T Sifgda g =)




Theory of Consumer Behaviour

In other words, f (x) is a rule
which assigns an unique
value y for each value of x.
As the value of y depends
on the value of x, y is called
the dependent variable and
X is called the independent
variable.

{Fﬁw ﬁ',f(x)@?ﬁlﬂqéﬁﬁx
@ TP e & fae y &
Afgdta qea fruifa =« 2,
Hifh y Bl I x oh oI W
Hl ol 3d: o Hi A qfied
q¥l x 1 T3l qRed el Sl 2|
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A functiony = f (x) is an
increasing function if the
value of y does not
decrease with increase in
the value of x. It is a
decreasing function if the
value of y does not
iIncrease with increase in
the value of x.

I8 xoh oA oh dg1 W o &l A
T8I oedl df ad y = f (x) 9E8HH
Hod 21 A xh ged oh 981 Wy
&1 oI &l dedl, d I8 BEHM

gfawa Sl 21 S<eLr 1 | <
T 9¥UE wed el
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Graphical Representation of
a Function

A graph of a function y = f (x)
Is a diagrammatic
representation of the
function. Following are the
graphs of the functions in the
examples given above.

fhdl Te T AT TEIdIRI0T

theld y=f(x) bl U 3 theld ol
THIE YL Bl 21 SW KU
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Usually, in a graph, the IH=d: fhdt e | W@aa
independent variable is qfad St 919 9HET 3. W R

measured along the horizontal .
axis and the dependent St @ SR WaA afad &t A

variable is measured along the 3¥&R 3181 W i Wl 81 W
vertical axis. However, in ey A wHi-oet U

economics, often the opposite faudia o fear swar 2
is done.
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The demand curve, for 3B AT oIk hl Sl

example, is drawn by taking yfiad (H1ad) 61 ST 31

the independent variable .
P W AR -1 Sl & 3R 9

(price) along the vertical axis
and the dependent variable qfiiad (W) ol &R 38 W

(quantity) along the horizontal &t 9T ST 2
axis.
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adaH IRad &1 1% HIW &l AR

The graph of an increasing
function is upward sloping
or and the graph of a
decreasing function is
downward sloping. As we
can see from the diagrams
above, the graph ofy =5 + x
iIs upward sloping and that
of y = 50 - x, is downward
sloping.

Jedl g3 JAUTl dTell 3Tl
Sty Biar @ AR SEUH Hed
%1 UAH = 6l AR Hdl §
YUl STl Sl &I gl 2
ST ff 89 S o IREl ® 2™
Ghd © y=5+xHl A6 HIW &I
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The consumer’s demand for HIHd P BPaRH P TY
a good as a function of its 3y & FoTT SUHISIT Dt HiTl
price can be written as % g H fordT ST gHdT % X = f

X = f (P) where X denotes 4 AT m
the quantity and P denotes LP\)}G!%T% H?Ig m% frﬁ?

the price of the good.
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The demand function can
also be represented
graphically as in Figure 2.13.
The graphical representation
of the demand function is
called the demand curve.
The relation between the
consumer’s demand for a
good and the price of the
good is likely to be negative
in general.

T B St TR ®9 F o
TR S el @ S fo Tt

2.13 ® <Al T 2?1 HIT B @
TR 101 917 o9 el 2l
9T 1 fdl g o ferw @m
dl IH 9%] bl A oh =
G GIYRUA: ThcH® il =l
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T K H, a¥G T AG S
UMl 1 35AH 93 8NN, 98
I &t &iud A 9 guifaa &9

In other words, the amount
of a good that a consumer
would optimally choose is
likely to increase when the
price of the good falls and it
Is likely to decrease with a
rise in the price of the good.

¥ 9¢ WHhdl © q¥1 I8 a% H
%Hd °® gfg g4 W
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Deriving a Demand Curve IATYHE dehl dl dsie dA1eddl?
from Indifference Curves 3 Oh 9% W

and Budget Constraints
The negative slope of the

AT 9k o RUMHED <l HU

demand curve can also be Yfae9e U9 3™ 9491 oh 3ATER
explained in terms of the X ot GUSET ST Ghdl 7, S
two effects namely, 3T &t SiHal ° qfEda |
substitution effect and )

income effect that come frameita sid €

into play when price of a
commodity changes.
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Sd hel & Bl 9@ @,
3T 391 SYANTT il shall
oh TIAE W A &1 Jfaeqmad &Y,
%ibd 9Rad 9 98l 9diy 9 &l

When bananas become
cheaper, the consumer
maximises his utility by
substituting bananas for
mangoes in order to derive
the same level of satisfaction
of a price change, resulting
in an increase in demand for
bananas.

MU heaa®d ohdl &l 7T H
gfg 8 It &1
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@1 3Tp fsHis . A HeTAT 8
P 3r=a Aief 99U 8, TP aq
B AT 3R P! HIHT B
9 THRITHES T9Y g

Law of Demand: Law of
Demand states that other
things being equal, there is
a negative relation between
demand for a commodity
and its price.
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TR U] H, OId ag $I HIAd
g¢ STl @, df SuS! | AR
Tl 2 SR 9 avg B B
& H gl ATl g, 9l IY& fere
AT d¢ STl 8, 3 BRB
T A9 7Ed B

In other words, when price
of the commodity increases,
demand for it falls and
when price of the
commodity decreases,
demand for it rises, other
factors remaining the same.
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s N
g AT 9% 6l HYROG: 59
T <A ST Hehall 2

Linear Demand

A linear demand curve can
be written as d(p) =a-bp; 0
Ssps<ab=0;p>ab(2.13)
where a is the vertical
intercept, -b is the slope of
the demand curve. At price
0, the demand is a, and at
price equal to a b, the
demand is O.

d(p)=a—-bp;0<p< a/b=0;

p>ab (2-13)

S8l a & 3id; @ 21 —b =i
gk DI Gl &1 0 HIHT I AT
a® au1 a/b & IR FIHd T®
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The slope of the demand AT b ! J9UTAl 39 ¢ 1 HIY
curve measures the rate at Tt g 59 W F9d & Ted |
which demand changes o a .

9 AT ¥ 9iEds &t Sl @1 9% 6t

with respect to its price.

For a unit increase in the $Ud 4 Th 3ohlz dfg o fau

price of the good, the I 3 Shisdl (Rt @1 e 2.
df-zmand falls by_b un|t§. 15 o Hgs i 9% = zoTfa
Figure 2.15 depicts a linear
demand curve. T 2
ﬂ"lrh!'“-.%
. .
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Normal and Inferior Goods g AR g aEqe

Thletc_zlem;ntd func:iI:m is a AT weld, SYHiedl Sl 9% &
relation between the © -
consumer’s demand for a et qm i va; ard
good and its price when &1 HaY @, 9 T I I g3

other things are given. 21 |
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fhdt a%g &t AT qAT SHHI
&IHUd oh |9 99y oh I h
M W gH SUHIal i fhdt

Instead of studying the
relation between the
demand for a good and its
price, we can also study the
relation between the
consumer’s demand for the
good and the income of the
consumer.

g% o fau Ui qen Sudte &l
I oh a9y &l Hl A"IT hY
g&d 2
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UM it 31 § gfg 81 W

The quantity of a good that
the consumer demands can
Increase or decrease with
the rise in income
depending on the nature of
the good.

frdl o o Tou IuAler =i
4 9¢ 91 ¥ Gehdl @ 3 IE
a5 & @WeY | At wwar 2
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For most goods, the
quantity that a consumer
chooses, increases as the
consumer’s income
iIncreases and decreases as
the consumer’s income
decreases. Such goods are
called normal goods.

At a%], TSTh1 =I3A
SUMieT Hial @ SAh! A= o
gfg sl @, S« Sy &1 3
Y gfg sidl @ a1 a&g &1 4
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A, oo TH o a&qd & oo
fea wrT Syt &1 3T
forda faen o St 21w asgen
@l Frerada o +81 S 2|

there are some goods the
demands for which move in
the opposite direction of
the income of the
consumer. Such goods are
called inferior goods.



Theory of Consumer Behaviour
3Tl &t A Ifa (™) o

A rise in the purchasing
power (income) of the
consumer can sometimes
induce the consumer to
reduce the consumption of
a good.

gfg wHI-hH IYH]
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afe ™ g SAET YRR 7,
yfazeama— 999 @ at 9% it |/
39!l HAd 4 GhRHS ®9 4
qag st 39 T8 &t 9% &l

iIf the income effect is
stronger than the
substitution effect, the
demand for the good would
be positively related to its
price. Such a good is called
a Giffen good.

‘fifte a%g’ el ST 2|
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H8 d&U fhEl YA o fag

A good can be a normal
good for the consumer at
some levels of income and
an inferior good for her at
other levels of income. At
very low levels of income, a
consumer’s demand for low
quality cereals can increase
with income.

I oh H® WU W M 9% 8l
Tehdl & a1 3 WU W ey
&g 81 Hehel 21 SYHIT H1 3
afg 3rgd Y o &R | 2,
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Substitutes and
Complements We can also
study the relation between
the quantity of a good that a
consumer chooses and the
price of a related good.

LY qAT ek
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Th 9% i "ET 59T =99+

The quantity of a good that
the consumer chooses can
Increase or decrease with
the rise Iin the price of a
related good depending on
whether the two goods are
substitutes or
complementary to each
other.

IqisT il €, frdl gag a5
&l Jod H qfg h WU 9¢ Hehdl
? YAl U< Gehdl &1 THI ST 39
R e *tar 2 f 0 9w
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Goods which are consumed {5+ d3 T T 9re-91e S9AT
together are called FHaT ST % T e - FET

complementary goods.
P y9 ST 2l
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Examples of goods which
are complement to each
other include tea and sugar,
shoes and socks, pen and
ink, etc.

I3[ P ITEXVT off Uh G P

q§;€%’, 398 I/ 3R A+
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t[rcrﬁ % fawla @ 9 Fiw St

In contrast to complements,
goods like tea and coffee
are not consumed together.
In fact, they are substitutes
for each other.

I3 T Tk G IYHT T8I

gl 9d # 9 Th-g@ o fau
T Bidl =)
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Since tea is a substitute for
coffee, if the price of coffee
Increases, the consumers
can shift to tea, and hence,
the consumption of tea is
likely to go up.

FTH I HTHBT T AT 2,
3d: Afs HIHl &t HEd ° Ifg
Bidl &, @ SYHi 9" &I ST S
ghd © N 39 THR 9™ &I
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Shifts in the Demand Curve T 9% 4 9

The demand curve was 5T 9% I8 "SI S T A1
drawn under the M 2 .
assumption that the SUHI SE, 34 ¥
consumer’s income, the &1 HIAd AT YT 1 AT

prices of other goods and fear = ')
the preferences of the
consumer are given.
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T aEgant & FHal AR fwdht
SqiEar o ITfyaE fJu gu 8+ W,
g Sgt 3™ ¥ 9fg &l 2,

Given the prices of other
goods and the preferences
of a consumer, if the
Income increases, the
demand for the good at
each price changes, and
hence, there is a shift in the
demand curve.

Td% HiAd W 9% o fae qarm o
qfieds a1 @ 3 3§ YR Him
9 319 8 SIar @)



Theory of Consumer Behaviour

For normal goods, the g a3 & fau | 9% 6
demand curve shifts R @g 3 qen © 3 ?:I'{Tg[,sﬁ'

rightward and for inferior " |
goods, the demand curve oh fau Am o @1 fwRe 9E A

shifts leftward. gl %I
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39Tl St ofaal 3R SAfamm &

The demand curve can also
shift due to a change in the
tastes and preferences of
the consumer. If the
consumer’s preferences
change in favour of a good,
the demand curve for such
a good shifts rightward.

qfiadq o HROT T 97 9% &l
19 8 Hehdl &1 SYHIET HI
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On the other hand, the gqch faudia Iuwier o Ifywe #
demand curve shifts ufadT afe W afar & a9 Wi

leftward due to an :
unfavourable change in the % ! foree =g SR g 2

preferences of the
consumer.
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The demand curve for ice- 3TN, 7ol o Oigq o

creams, for example, is
likely to shift rightward In
the summer because of
preference for ice-creams
goes up in summer.

SUHI o HIT dsh hT B 3
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| - E. T
Price Price

Cuantity

(a) ()

Cuantity

Shift In Demand : The demand curve in panel
(a) shifts leftward and that in panel
(b) Shifts rightward.
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Movements along the Demand
Curve and Shifts in the
Demand Curve

The demand function is a
relation between the amount
of the good and its price when
other things remain
unchanged. The demand curve
Is a graphical representation
of the demand function.

oI o i feem & wfa 3R

o ok | free

O e 9% 1 AT 3R
39%! HiHd oh &9 &l 39 9T
%1 oY Bial 8, 59 3 I&U
rafafda wdl &1 | @ |/
ol T ATHIE 901 gidr 2|




Theory of Consumer Behaviour

Sl HHdl W AT KA Bt @
3R 9 HIHal W {4 A
adl 21 3Td: $IHd | iz

At higher prices, the demand
Is less, and at lower prices,
the demand is more. Thus,
any change in the price leads
to movements along the
demand curve.

qfigdq 3 & ®asE®y | 9%
%1 feon & wfq aidt @)
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0 o

{a] [(h)

Movement along a Demand Curve and Shifts of a
Demand Curve.

Panel (a) depicts a movement along the demand
curve and panel

(b) depicts a shift of the demand curve.
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MARKET DEMAND

In the market for a good,
there are many
consumers. It is important
to find out the market
demand for the good. The
market demand for a good
at a particular price is the
total demand of all

consumers taken together.

U NIk H Tk & 9% o fau
3H® UM Bid €1 fondil a&g o
fau a=IR |1 & SEAT qEEyel
ﬁm%lwq%gqom@ﬁﬁﬂ
HId W IR J0 g9 SYHiermeT]
%1 giwfad AT &1 Site st 2
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The market demand for a fodt ot a&g o fau 9=R #

e

=

good can be derived from = faois & O 98 9 T

the individual demand
curves.

$1 ST Ghal =l
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N\

P P I
’j K | i “x
a’ g, Quantity g § Quantity q + 6y G, + . Curantity

Derivation of the Market Demand Curve . The market
demand curve can be derived as a horizontal summation

of the individual demand curves
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The market demand curve of
a good can also be derived
from the individual demand
curves graphically by adding
up the individual demand
curves horizontally as shown
in Figure 2.18. This method of
adding two curves is called
horizontal summation.

SR E RG]

= 2.18 | 90T

T 2, 3el-3Tel AfFadt &
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ELASTICITY OF DEMAND

The demand for a good
moves in the opposite
direction of its price. But the
impact of the price change is
always not the same.
Sometimes, the demand for a
good changes considerably
even for small price changes.

I &l o=

fodt it a%g & fau A STl
s o faudq faenm ¥ St 2
Y &iHd H qfEgdd &1 99—
g g T8l wdll sl
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g fauiia, $9 axqe Tl «l
? fah fau =i, siaa afadat
o Rl Aty garfag €17 sidll

On the other hand, there
are some goods for which
the demand is not affected
much by price changes.
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Demands for some goods are
very responsive to price
changes while demands for
certain others are not so
responsive to price changes.
Price elasticity of demand is a
measure of the
responsiveness of the
demand for a good to changes
In its price.

AT 1 HIHd-SE 9% & $IHd
qfad o HIOT 3HHI AT Hl

JferarcHehal &1 |9 @1 HIT i
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Price elasticity of demand frdt agg =t O 9 gfave
for a good is defined as the qfadT &1 39 a5 + Fag 1

percentage change in
demand for the good divided ~ YIoR1d J&dT ¥ 9 < W

by the percentage change in T 9NThd fedt axg & fau
its price. i %) wd g 2
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Priceelasticity of demand for W& a%q o fau UM %1 Siud
a good k|

B percentage change in demand for the good
o0~ percentage change in the price of the good

A9 . 100
-9

AZ <100

P

_(AQ), (P )
|2 J\aF )

Where, AP is the change in price of the good and AQ is the change in quantity
of the good.
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Elasticity along a Linear
Demand Curve
Let us consider a linear
demand curve q = a - bp.
Note that at any point on the
demand curve, the change in
demand per unit change in
the pri¥d_ - . p,

Ap

A
Substituting the value °Ip
in (2.16b), we obtain, €p = -

b p puting the value of q,
q

ep=-- bp (2.17)
a- bp
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From (2.17), it is clear that
the elasticity of demand is
different at different points
on a linear demand curve. At
p = 0, the elasticity is 0, at g
= 0, elasticity is «.

At p = the elasticity is

1, at any price greater than O

and less than, 2
2b

elasticity is less than 1, and

at any price greater thazﬁb

(217)@%@%%@%
A 9% o fafa= faget @ am

&1 @t= fa=1 =it 21
P=0R @ 0 @ AU q=0 W @i
OO%I

p = W@Hl%wﬂﬁﬁlﬁﬂﬁ

Wﬁoﬁﬁwﬁmi
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less than 1, and at any price

a
greater than2b
elasticity is greater than 1.
The price elasticities of
demand along the linear
demand curve given by
equation (2.17) are depicted
in Figure 2.19.

Sl eI 4 ®A &, g 1 8/
%7 o fedl ot go W otg
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a/bLlEd==

|-e*_|;a |

aj2b €= 1

e ] = 1

- " |-e'.|; i)

L) o /12 1

Elasticity along a Linear Demand Curve . Price

elasticity of
Demand is different at different points on the linear

demand curve.
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gsw AT o &t fgn 9 g =6t

Geometric Measure of
Elasticity along a Linear
Demand Curve

The elasticity of a linear
demand curve can easily be
measured geometrically. The
elasticity of demand at any
point on a straight line
demand curve is given by
the ratio of the lower
segment and the upper
segment of the demand
curve at that point.

AT 9 safadta ygfa 9 At
ST Hehdl ®1 T Gt Ten &t

qi a9 o fedl o9 fag w® Am
&1 o9 HIT 9 oh A9 9 °@S
4 dol W 91 @S oh §id 39
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To see why this is the case, ege || =1 g I8 @ h fera 3
consider the following figure Yt
which depicts a straight line ST Y W TR HifeTg St

demand curve, q = a - bp. ?@ﬁ?ﬁ T T HiH T dE
1T 9k g=a-—bp

i} | _L-.:l
P =3
‘“x\

O q 4q A Quanlity
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Constant Elasticity Demand
Curve

The elasticity of demand on
different points on a linear
demand curve is different

varying from 0 to . But
sometimes, the demand
curves can be such that the
elasticity of demand remains
constant throughout.

feer <= | 9%
s w9 W fafa=

ol

W,ﬁTﬁFﬁ?O@wW

TfEfda gT =1 81 W
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Consider, for example, a
vertical demand curve as the
one depicted in Figure
2.20(a). Whatever be the
price, the demand is given at
the level q . A price never
leads to a change in the
demand for such a demand
curve and |eD | is always 0.
Therefore, a vertical demand
curve is perfectly inelastic.

IR oh fdu, T Iedeaw °i
g% difse st foe dErfast 2.20
(a) ® <orian =1 @1 SO HiEd
g, TR WA < TE 2w A
dsh o Tt iad 4 afada o
& 41 o YREd w1 hRUT &L
T 91 9<T &1 9% > 0 3Ad: Th
SR A1 9% qUi &9 9
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28

p i .
\__‘_‘_“

) l|:|_ r.__||;-.l:-_:;-','.-,_- D 'E_:-I'II.III”"-
(a) (b) \©l

Constant Elasticity Demand Curves. Elasticity of
demand at all points along the vertical demand curve, as
shown in panel (a), is 0. Elasticity of demand at all point
along the horizontal demand curve, as shown in panel
(b) is «~ . Elasticity at all points on the demand curve in
panel (c) is 1.
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Factors Determining Price
Elasticity of Demand for a
Good

The price elasticity of
demand for a good depends
on the nature of the good
and the availability of close
substitutes of the good.
Consider, for example,
necessities like food.

fodt a&g o fau O =1 Siua
g &l FYiia 6 9 s

fodt axg o fau O 1 Siua
A 9% &1 Yopfd 3 9% o
Mhedn TAMTH 9% i ITeTsHdl
R et et 81 S & fav,
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THl 9% Sitad & foau savae
Bt & dU1 3T&T siHal o gfadq
g W 3T fau 0 # sgq
qRadd &l gidn 39 faudia,

Such goods are essential for
life and the demands for
such goods do not change
much in response to
changes in their prices.
Demand for food does not
change much even if food
prices go up.

foenfaar &1 a¥gstt &1 "4 W

391 HIEd H IRadT &1 Afdgs
9 YSal 2
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On the other hand, demand
for luxuries can be very
responsive to price changes.
In general, demand for a
necessity is likely to be price
inelastic while demand for a
luxury good is likely to be
price elastic.

Ne N\
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o dAl =g

frdt 9 W =99 39 95 & AM
% IO BT B, St 3 A% W

HId T T[OIH Bl YE: I§ ST
He<dqul it @ o fodt agg =i

Elasticity and Expenditure
The expenditure on a good
iIs equal to the demand for
the good times its price.
Often it is important to know
how the expenditure on a
good changes as a result of
a price change. The price of
a good and the demand for
the good are inversely
related to each other.

&Hd H 959 4 39 W giH drd
g4 0 hd qfgdd 3 21 9%
] FHIUG a1 39 I & A€ G
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Whether the expenditure

on the good goes up or
down as a result of an
Increase in its price
depends on how responsive
the demand for the good is
to the price change.

&idl 4 9REdd & haasyq 39
Iy R fhu 9@ 9 =99 |4 9fg
gidt @ 31YET HAl, I8 3H o W
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Consider an increase in the
price of a good. If the
percentage decline in
quantity is greater than the
percentage increase in the
price, the expenditure on
the good will go down.

fodt T 9% &t ®Hd ° gfg &l
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For hypothetic cases of price rise and drop, the
following table summarises the relationship between
elasticity and change in expenditure of a commodity

Change | Change in | % Change | % Change | Impact on | Nature of price

in Price| Quantity | in price |in quantity Expenditure | Elasticity of

(P) demand (Q) demand = Px() demand|e,|
| I 1 +10 = T Price Inelastic
2 T ] +10 12 | Price Elastic
3 1 i +10 10 No Change Linit Elastic
-+ | 1 10 +1.5 T Price Elastic
o | T 10 +7 l Price Inelastic

6 ! | 10 +10 No Change | Unit Elastic
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Relationship between Elasticity fdl o W =49 3R <=9 o
and change in Expenditure on a gfada & €9 999

Good
Suppose at price p, the A AN, HAd p W TREN T

demand for a good is g, and at oh faIC HiTTq @ AT HIHA p + Ap
price p + Ap, the demand for W 9% o fdQ A g + Aq 2)

the good is q + Aq. At price p, =
the total expenditure on the p AL d% W HH] | ==

good is pq, and at price p + Ap, P9 g qA HIFA p + Ap W T W
the total expenditure on the Ul =94 (p + Ap) (q + Aq) 2|
good is

(p + Ap)(q + Aq).
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»The budget set is the
collection of all bundles of
goods that a consumer can
buy with her income at the
prevailing market prices.

> The budget line represents
all bundles which cost the
consumer her entire income.
The budget line is negatively
sloping.

>aSE g2 31 a3t oh gt

deoll &1 GUe o, fo= Sumter
Jdafeld 9IR $i9d 9 9T A
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»The budget set changes if
either of the two prices or
the income changes.

»The consumer has well-
defined preferences over the
collection of all possible
bundles. She can rank the
available bundles according
to her preferences over
them.

>gfe Sl | J BIg TP
mmﬁvﬁaﬁ?%m%?
d9ic U 9¢d ATdT g |
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»The consumer’s >SUHITIT B TYFAB TSN B
preferences are assumed ThIH HTAT SITdl % |

to be monotonic. . .
»An indifference curve is a >ﬁwﬁ mﬁ% g_?%?gigﬁ DI

locus of all points . .
representing bundles ﬁg\”ﬁ D] Th RYT % W
among which the T SUHIET G 3|

consumer is indifferent.
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»Monotonicity of >IR3 &1 UDH YT hI
preferences implies that 3{&3?; m 9% &

the indifference curve is

downward sloping. q m
»A consumer’s »>Qp 3U 3"?[
- WIYFH IS, ITHR IR WR,

preferences, in general,
can be represented by an ngﬂlﬁl‘lfll I”,:llaa &Rl
indifference map. ofl ﬂﬂo_cﬁ % |
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>Th JUHISIT Bl
YIS AIY, T ¥4 4,

AR grRT Wi
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>Th dHGITd SUHITIT gHRI
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»A consumer’s
preferences, in general,
can also be represented by
a utility function.

> A rational consumer
always chooses her most
preferred bundle from the
budget set.
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»The consumer’s optimum
bundle is located at the
point of tangency between
the budget line and an
indifference curve.

»The consumer’s demand
curve gives the amount of
the good that a consumer
chooses at different levels
of its price when the price
of other goods, the
consumer’s income and her
tastes and preferences
remain unchanged.

>JUHIGdT BT SPAH §8d
golc TS 3R SGRIdT 9%
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>The demand curve is >HIT I IATHT: JID Bt
generally downward aﬂ? SADI _§'3|T ﬁ?ﬂ %

loping. ‘:ﬁTﬁIT :
s;'clzllze“gemand for a normal (Eg%) % w?q;mﬂﬁmqm@a@

good increases (decreases) Q'@ (‘EIET'ﬁ) Akl

with increase (decrease) in
the consumer’s income.
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»The demand for an
inferior good decreases
(increases) as the income
of the consumer increases
(decreases).

»The market demand
curve represents the
demand of all consumers
in the market taken
together at different levels
of the price of the good.

>JUHIST Bl 3T TG (TcH)
& ¥U H gfear =3 &t 7
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»The price elasticity of
demand for a good is
defined as the percentage
change in demand for the
good divided by the
percentage change in its
price.

»The elasticity of demand
IS a pure number.
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Budget set - d3lZ EE

Preference - 3{¥HM™

Indifference curve -
IAETHHN dh

Monotonic preferences -

Tohfgese AfYHE
Indifference map, Utility

function - STIIRTAT e
Demand - HIT

Demand curve - HITT 9%
Income effect - 3 YHIA
Inferior good - MH&RIE 9]
Complement - I{& &

Budget line - 93 LG ||

Indifference - 3FTHH
Marginal Rate of substitution -

gfaerad &l I

Diminishing rate of substitution -
JfaATa i JAUME
Consumer’s optimum - 3F{YHM

qHaA
Law of demand - SYHIST h1

TSN
Substitution effect - AN <1 W

Normal good - fd€A9 9919

Substitute - QHTY d&
Price elasticity of demand -

TIFEN—, 95 AT 61 4




