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1. A consumer is i eqialibnium when total utlity from connmmpticn of good A is equal to total ulility

from conmempton of good B

IF there 15 2 move up along the indsffrence aamve, the consimer inareares herthis sbshcton (ulilaty)

form conmerphon ofa gven masket basioes

A conpemer finds herpel fumsed Fin eqguubbnom poind when an s ference aave aozecs a budget line

When pnoes of both goods A and B increase, e a budget line always becomes feeper

Whena consumer’s mcome increases, herfus tudget indfference curves mave 1o the nght

A bsdget line presents all comnations of goods that ase avaiable for the conmuener Bl gven mmoome

and pnces

T When metms changes, locaton and dops of die bisdget bne changes a5 well

£ Total vhlity meapwes & consumer’s mbzBohon comeng from conromphon of & gven basket of gooda

9. When total ublity increases, margnal uhihty grows as well

10 Margnal uhlity meanses an incrsage in total uhlity resalbing from consemphon of ane edra wot of a
feod

LB

B e

11 When margmal uhlity turns to be negative, total ublity starts 10 dunmsh

11 Inckiference curve presents ail masket basioets that are indhfferent for the connomer, i e, that pve the
consimer the sme |bsiicton (uhlity) fom connmphbon

13 Margnal rate of ashetihahon meanses an oot of the good teat s to be Even 10 ifrste the
conmumption of the other good by one st ot

14 When a consumer has a fixted meome, an mnérease o consumphon of one good needs 1o decrease

connEnpton of the other, which 1s presented by dovwnward doping budget hine
15 Margnal mte of mobstyhohion indicates an inorease m consumphon that i3 nesded to move to kngher

snch fPerence Curve

14 For typcal s Meremce aarves, when the connemer inorsates consumphon of good X, shathe 15 walling
o grve up =maller and mralla factions of consumphon of the oihear good

17 Margnal mite of subsitition meanures distance between two imd fference amves

15 Pnce-conmuenphion amve presents relabonship between conmumption of a good and changes of pnce of
that good

18 AL mven prices aivd ioooese, Ove consurner 18 Able ta ey commabons of goods hang below, on, and
above budge lane
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“UTILITY

CARDINAL UTILITYAND
ORDINAL UTILITY

Utility is the basis study of consumer
behaviour.

In economics the term utility refers to the
capacity of a commodity to satisfy human
wants.

Chapter 4 — Theory of

Consumer Behavior

Economics 11 — UPLB

Furpacrd by T'B. Tams, Ju

i 2
] == b 1 1
Decembec L1, 200

Theory of Consumer Behavior

# Useful for understanding the demand side of the
market.

s [tlity - amount of satisfaction derived from the
consumption of a commodity ....measurement
units => utils

m Utility concepts

s cardinal utility - assumes that we can assign values for
utility, (Jevons, Walras, and Marshall). E.g., derive 100
utils from eating a slice of pizza
ordinal utility approach - does not assign values,
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“AAA 1t differs from person to person, as it depends on a person¢AAAs mental attitude. The more distant a curve is from the origin, the higher its utility level.The utility according to this approach can be measured in relative terms such as less than and greater than. For example, a BMW car is favored more than a Toyota car, but it cannot be
determined by what percentage.Apart from showing a mathematical function, a consumer¢AAAs preference can be demonstrated graphically through indifference curves. It differs from person to person, as it relies on a person's mental attitude. SlideShare uses cookies to improve functionality and performance, and to provide you with relevant



advertising. Approach Quantitative Qualitative Realistic Less More Measurement Utils Ranks Analysis Marginal Utility Analysis Indifference Curve Analysis Promoted by Classical and Neo-classical Economists Modern Economists It is very important to understand the consumer behavior patterns to design the production facility and capital

requirement. “AAA The notion of Cardinal utility was formulated by Neo- classical economists, who hold that utility is measurable and can be expressed quantitatively or cardinally, i.e. 1, 2, 3, and so on. Read the article below to understand the difference between Cardinal Utility and Ordinal Utility.A AWhat is an Ordinal Utility?Ordinal Utility states
that the satisfaction a consumer gets after consuming a good or service cannot be scaled in numbers, whereas, these things can be arranged in the order of preference. Hence, they derived a psychological unit termed as ¢AAAUtil¢AAA. Many traditional economists proposed a view that utility is measured quantitatively like length, height, weight,
temperature, etc. In simpler words, this theory affirms that it is relevant to ask which item is better as compared to others instead of how good is that product. "AAA However, a person can introspectively express whether a good or provides more, less or equal satisfaction when compared to one another. “AAA The traditional economists developed the
theory of consumption based on cardinal measurement of utility, for which they coined the term ¢AAAUtil¢AAA expands to Units of utility. Loading PreviewSorry, preview is currently unavailable. The consumers are equally satisfied with the goods and services. Moreover, a person¢AAAs desire for a product depends on these three factors:Price of the
itemIncome of a personThe cost of other related itemsApplication of Cardinal UtilityFollowing are the different applications of Cardinal Utility:A AWelfare Economics: Under this structure, the production of goods and providing services are judged by the personal wealth of an individual. Puttu Guru Prasad, M.Com, M.B.A., L.L.B., M.Phil,A APGDFTM,
AP.SET, ICFAI TMF, (PhD)A Aat JNTUK. "AAA There are many difficulties in measuring utility numerically, as the utility derived by the consumer from a good or service depends on a number of factors such as mood, interest, taste, preferences and much more. 6. Each indifference curve provides coordinates (x,y) when (x1, y1) and (x2, y2) lie on the
same curve line and (x1, y1) ~ (x2, y2).This is an example of an indifference curve map where the preference of goods are shown but not their quantity. In such a case, the soft drink would have 1st rank, while 2nd rank would be given to hard drinksTherefore, as per the Ordinal Utility approach, a consumer observes different pairs of two commodities
which would provide him/her the same level of satisfaction. See our Privacy Policy and User Agreement for details. "AAA Many traditional economists hold the view that utility is measured quantitatively, like length, height, weight, temperature, etc. Suppose there are a few lottery tickets that will provide outcomes. Both cardinal and ordinal utility are
vital to assess and analyze consumer demand for a good or service, irrespective of the .otacovvA & erosseforP laD .etaugeda Atilitu id inoiznuf erareneg elibittaf “A ,otseuq id osu'l noC .oizivres nu id o eneb nu id etnecafsiddos eretop led Atnolov al acilpmi ehc ocigoloisif ottaf nu “A Atilitu'L .4 .isserpse onos azzetla'l e osep li emoc a elimis odom ni
asserpse eresse 2Aup Atilitu'l ,ottecnoc otseuq odnoce$S .elanidrac Atilitu id ottecnoc emoc otuicsonoc “A ottecnoc otseuQ .2 .elauttecnoc e etnemaciroet ,etnemavitatitnauq atarusim eresse 2Aup non ,ocigolocisp onemonef nu ais Atilitu'l ehc onognetsos inredom itsimonoce ilG i . Atilitu'l rep asicerp Atinu'nu onavacnam itsimonoce ilg ,aivattuT .ecrem
anu rep eragap a itsopsid onos irotamusnoc i ehc oraned id inimret ni Atilitu'lled arusim al otireggus ah llahsraM derflA iuc art ,itsimonoce itlom , Atilitu'lled enoizarusim al rep dradnats Atinu'nu “A non litu ©AhcioP .onoilgov inamu iresse ilg ehc 2Aic erafsiddos id Aticapac al eraippoddar ah azzip al ehc eripac omaissop ,aiffuc anu a slitu 02 e azzip
anu a slitu 03 angessa anosrep anu es ,oipmese dA .elanidrO ytilitU id esab allus attodortni eresse ebbervod irotamusnoc ied otnematropmoc led airoet al ehc otunetsos onnah 0391 nellA .J.R e skciH nho] ,iselgni itsimonoce euD .airanidro Atilitu'l e elanidrac Atilitu'l onos Atilitu'l rep eiroet ilapicnirp eud eL .arpos etnaslup lus cilc odnecaf atrac al
eraciracs elibissop A daolnwod ,93 59 444 708 ,89 89 69 49 39 ni.topsgolb.uruguttup :golb oim 1I ,rubmaN ,TIVV ,tnemtrapeD H&S ,reciffO margorP SSN deifitreC ,azneics alled enoitseg al rep AtlocaF roine$S .elanidrO ) ytilitU emoc atuicsonoc ° ‘A ,aciremun arugif anucla ecsinrof non am ,aznereferp aus al odnoces ottodorp nu id Atilitu'l atneserppar
ehc enoiznuf aL .ilibacifitnauq inimret ni otarusim eresse 2Aup non ,otnatreP .etnemaciremun asserpse eresse 2Aup oizivres o eneb id omusnoc lad irotamusnoc iad atavired enoizafsiddos al iuc ni Atilitu'l “A elanidrac Atilitu otacifingiS AZNERROCNOC ALLED ELANIDRO ATILITU'L REP SISAB 11 1I .slitu 02 id Atilitu'l Aredec nim wohc onamusnoc
ehc oroloc e slitu 03 id Atilitu'l Aredec regrubmah amusnoc ehc erotamusnoc li and the demand for a product decide its price. See our User Agreement and Privacy Policy. Each curve is a combination of two services or goods. On the other hand, the concept of neat utility expresses the utility of a commodity in terms of “less than” or “more”. The
measure of utility is always a matter of dispute. Therefore, he or she can say subjectively, his preferences, i.e. tea > coffee > milk. 1. Here, you can track preferences in real numbers so that numerical representation can be done. Intertemporal utilities: In various representations of utility, where people draw the next utility values, cardinality comes
into play. However, the overall increase is 25 utils which is a positive offer. Marginalism: In the cardinal theory, the marginal sign of use of a product is similar to all mathematical forms, but its magnitude is not the same. For example, a consumer may prefer soft drinks on hard drinks. If each rupee is equal to 1 util, a pizza of the value of Rs 30 has 30
utils and a chow minimum value Rs 20 has 20 utils. Utility is a psychological phenomenon, which implies the satisfactory power of a good or service. You are reading a free preview page from 6 to 12 are not shown in this preview. You are reading a free preview page from 5 to 8 are not shown in this preview. Util is not considered as a standard unit
because it varies from person to person, place to place, and time to time. The two main theories for utility are the utility of the Ordinal and the usefulness of the cardinal. This implies that utility can be qualitatively classified rather than quantitatively. You know: In 1934, John Hicks and Roy Allen produced the first newspaper that declared Ordinary
Utility. (Image will be loaded soon) What is Cardinal Utility? According to classical economists,is a quantitative concept that can be measured in terms of a number. 3. between these couples, he/she can prefer a commodity over the other on the basis of how Atilitu'nu id otavired odnoces li rep ehcna elav 2AiC .denosrep id oremun roiggam la eneb
ednarga li erednerpmoc rep odom nu atneserp ehc acifingis 2AiC .enoizacitsifos id illevil eud onatneserppar , irotamusnoc ied otnematropmoc led isilana'l etnarud am ,orol art enoizitepmoc ni onos non itanoiznem arpos adnamod alled isilana id iccorppa eud itseuQ .ettal la "Affac la e "Affac la “At li acsireferp anosrep anu ehc omainoppus$ :oipmese dA ?
.emirp eiretam el rep eznereferp elled enoizacifissalc allus atasab ,avitatilauq - "Aoic ,airanidro “A Atilitu'lled enoizarusim al ,odom otseuq nl .ehciremun Atinu ni asserpse eresse 2Aup non izivres o ineb id omusnoc lad avired erotamusnoc nu ehc enoizafsiddos al ehc amreffa airanidro Atilitu'L .ehcifissalc o eznereferp id inimret ni otageips eresse 2Aup
irotamusnoc ied otnematropmoc li ehc amreffa oiccorppa otseuQ .oraned id Atilitu etnatsoc al “A'c e ,oraned id Atinu'nu a elaugu ais litu nu ehc emuserp iS .eresseneb e enoizafsiddos , Aticilef emoc ocigolocisp onemonef nu "A Atilitu'l ,elanidro oiccorppa'l odnoceS .elanidrac oiccorppa nu odnazzilitu Atilitu'lled enoizarusim id ottecnoc li ottodortni
onnah idniuQ .osrevortnoc otnemogra nu erpmes “A Atilitu'lled arusim aL .iciremun o itulossa inimret ni ecrem anu ad atavired enoizafsiddos al eremirpse irotamusnoc i rep elibissop "A non ehc amreffa ehc ,nellA .D.G.R e skciH .R.] ,inredom itsimonoce ilgad atsoporp “A elanidro_ Atilitu'L ii.y e x emirp eiretam id ipit eud onos ic odnauq elicaf
atneviD .slitu 05 id anucsaic enosrep ertla eud atnemua e slitu 57 id ecsiunimid anosrep anu id Atilitu'l ,otta otseuq noc ,oipmese dA .elanidro Atilitu e elanidrac art eznereffid itnatropmi el erecsonoc rep olocitra'lled aruttel anu erednerP .acitsilaer onem idniuq ,elibissop “A non Atilitu id elanidrac arusim al ehc opmet led erassap li noc otazzilaer
otats “A ,ertlonI ? .ytilitU elanidrac otinifed “A ottecnoc otseuQ . Atilitu id enidro ni acifissalc il Predicted utility theory: this frameworkFor the settlements that must be made in risks. Ordinal theory is highly subjective and differs between individuals. On the other hand, the ordinal utility expresses the utility of a commodity in terms of beyond or not.
5. If you continue to browse the site, you accept the use of cookies on this website. Website.
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