CHAPTER 3:  CONSUMER BEHAVIOUR - INDIFFERENCE APPROACH
Checklist

Can you do the following?
· Define cardinal utility
· Define ordinal utility
· Explain the three basic assumptions of the indifference approach
· Define an indifference curve
· Illustrate what an indifference curve is
· Explain the Law of substitution
· Define the Marginal rate of substitution
· Define indifference map
· Define what is a budget
· Illustrate a budget line
· Define what is a consumer equilibrium
· Illustrate consumer equilibrium graphically
· Explain consumer equilibrium by use of an algebraic approach
· Explain why indifference curves cannot intersect
· Indicate by use of a formula, the slope of a budget line
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CHAPTER 3:  CONSUMER BEHAVIOUR - INDIFFERENCE APPROACH
An indifference curve
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CHAPTER 3:  CONSUMER BEHAVIOUR - INDIFFERENCE APPROACH
Indifference curve for perfect complement
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CHAPTER 3:  CONSUMER BEHAVIOUR - INDIFFERENCE APPROACH
Indifference curve for perfect substitutes
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CHAPTER 3:  CONSUMER BEHAVIOUR - INDIFFERENCE APPROACH
An indifference map
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The budget line
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Consumer Equilibrium
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Intercepts of the budget line and slope of indifference curves
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CHAPTER 3:  CONSUMER BEHAVIOUR - INDIFFERENCE APPROACH
Effect of an increase in income
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Normal and inferior goods
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CHAPTER 3:  CONSUMER BEHAVIOUR - INDIFFERENCE APPROACH
Impact of price change and derivation of a demand curve
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The income and substitution effects of a price change
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CHAPTER 3:  CONSUMER BEHAVIOUR - INDIFFERENCE APPROACH
The income and substitution effects in an inferior good
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CHAPTER 3:  CONSUMER BEHAVIOUR - INDIFFERENCE APPROACH
The income and substitution effects in a Giffen good
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CHAPTER 3:  CONSUMER BEHAVIOUR - INDIFFERENCE APPROACH
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CHAPTER 3:  CONSUMER BEHAVIOUR - INDIFFERENCE APPROACH
Income and substitution effects in labour
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image6.png
The budget line
The line QyQy illusirates all the possible combinations of vegetables and meat that Jan can
offord to purchase for R12, if the price of vegetables is R2 and that of meat R3 per portion,
respectively. Points afo e correspond to the combinations in Table 3-3.
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A comparison of combinaiions of meu? und beer
Point A represents a combination of 3 kilograms of meat and 2 dozen boffles of beer. Any
pointin quadrant [ will be preferable 1o A, while A will be preferable to any point in quadrant
. In quedranis I and IV the position is uncertain. At some points in these quadrants the
consumer will achieve the same safisfaction as at A.
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image2.png
An indifference curve
A, B, Cand D are alf combingtions between which the consumer {Jan Burger) is indifferent.
The indifference curve derived in this way represents combinations of the fwo products which
yield the same level of consumer satisfaction.
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