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Onsum est �quiub.num Jlefsts do a Situalidn n hich. the consm 

et has allocatid his gnien incorne on diff 

erten: cornmoditie ort Sestwices in suca 

ot hat he qetsthe mazinum possible 

Satisfa elion. arnd he is in t no TnQod i 

change tsorn dhe. silualion 

tdncl appstoach he ostdirnal appstoach posti posflates|say3 

tha utiiity is not measurtable a3-the. consu-

mert nmay not be able to expsteS3 dhe ihty 
varcious commodities in accurtalt no.e. 

Iis suf Ficient for him to be able. to stark 

-the uartioue comrnocdities accostdinq to th:irt 

Satis faclión. He mus- be able to clel estrmun 
his ortdest OF pstefeston ce among diffesten 

bundlec ogood 
The. ostdinal appaonch enplous the ton o 
iridilestonc. cLUtve ost lhe putpose o 

detercmunelion cansurnest equiülibvium 

a A ser o l plotied is kneon as a 

ndlt EnCe. AAop.and t dctestmihea 
Corsumes ortdeJt o p etenecs, 

Consurno tquilibrtm is established at he. 
pom vneste an l¢ is tangen lothe gve 
budge ine. 



nndiffestence Cu ve ie a locus o ail Such points shooing 
combinalons o goods uo hich gtuies us 

the same leul oF salishaction or uTtlity. 
So that a consuYneot 1s Lridi|&tont amon 

dh diewont pount: alonq he cwtvC. * 

~-~ .. > 

ASsumptions 
ORationalily. s- consumw as acts Jtalfornally So as to ma 

-Se his Satisfaclion qiuen his Incorme and 

matRe pstice. 

1Ostdunal utiuit The 1C analysis is based on the concep 

oTtdunal e Llility, ae ildita ccun not be. 

measwLecl catdlunally. 

nConsistency Jhe consurmest 1s consistenE in his cholce that 

he psteests o comnodity baskek A oveJ cor 

odity basket tn onc. sttod e dime. Ihen he ui 

no prest b ovet A. l anothan pestuocl o i 

y rnboulically, 
A> a uist pesiod. 

ByA> at 3econd peslioo 

Trtansjvity commocdite beukek a is poteeooud to be 8 

and is peeutd do C» dhen a pJuvtc) 

ym boicaly, 
A> o, > C,then A>G, 

ubsttulion 
ODirnuiskung Magunal tttttj_ olanormalion DMRS) 

The DMR3 oxot X diminishes as rnosu. and 

nste. o xls subshluted cst Y, In othest coostde 

as the 
onsume has maste k TnOJte o cornrncd 

X, hiis dillingness Ho Sacstie. I decstase 



HnlC can be clrrawn as ollouos 

n.the above diagstam,the 
ConueX CListue is known as fhe 

12 C and the conuexity O this 

Custuc le due to the applicalion 
DMRS. The elope of the le 

S gven by MRS. Und which 

1s guen as MUx 

* Budger line A Budgek Ine ehouos conbina fion tuo good9 
tha the. consUrnest can. pustchaze ith his enlirtt 

income. JF can be. shown Cwit the help o 1he. 
tollouing diagtam 

In the abouc. diagstan the negafive 

slopng hine is knoun a -lhe. buudgel 

e. and dhe equal+on o- his hmo. 
s qiucn as X+ Y = M. 

eAeste, Px and P ale 4he pstic 
ood x and Y. and X and 

Crle hc qty . pwlchas o comm 

ocity'x and Y, and Jhsly 

M is Qhi incona he consumesi. 

Ihe slope o dhe budge.t larie is gven by 
Having knowledge c} dhe. 1C cund budge line we can shouo coruu-

in &n equilthrum( ehuough 0icuna) apploach)at thi fangency 

pount o.the lc and he budge.t line. Jhu dup1ctiol th he 

ollbubung cduagstan. n the abou cli aq tem,1he conoumu 

2quuubum is establish at pein-E. 
coheste he budge: Jina Po is tanqen 

- do lc9. (In dth st wastde, dhe 
CCornsurnes equillbstium at pounk E 

mplues uiat guin tht budge 

ltn PA Qhe coo um Can 

t3 

Cla a Tnacimum LLet-o 

aliuujaclion lwete 1e. nE 



MUx à.e JMRS .OR, MU 
inus, » be in qulib3i 

th consutest rnut 6auAt Jhi. olouins 2 condiiions. 

Jc s condi tion is tha MRS shoutd . cquai io atio 

CemnOdilu pjui.ces. NECES.SARS CooT0). 

he 1c must be con vex. to the pourt arigin. 

SuFFICIENT CoNDITION) 
Jhus the conc 1Sk condition is denoled grtophi ca 

point o tangency betuoeen hc budge Jirie and,IC 

by 
he 

und h and condition is irnplied by the conucz. shape 
1. Thu at point E., bollt neceMasu and suicen 
condiuory' au u lsol and dhi consurnoi allauns 

equubiuwm b puichasing og" e commoduty x ond 

Ok o cormrraodit , 

Date 2- 18.06. 19. 

ioperrties of 1C 

he Slope o 1c is negalive, .e., a doonstd slop1ing euye 

com eft do rugh. - I denotes tha- if he quarilily ot one 

cornnndity (soy ) inertense3, then the quorliy oF ronnodily 

leceaces in orcciest to keep the consiirnert ihe siTne leuel 

sattefación. Jhis can be prroved by tak1ng 1C conteraj to the 

ageunmption 

7B 

A 

e abo1e. panei (,0 aid (1:), the 10 ic rrnarii be 

uproastd alopin3» homizonto.l partsliel ioz--yi an 

parailel o -axis lespediuvly. In panrl D,it ror c. tren th 

m'n J concumer tiUes *rorn poinF A to 13 he (m 

r0OCei ootn tn.ommodiuo3. Jhu3, hrcoid : 

hat A And ( qielis aTne leuel ot soliaci+or 

Sirlartu:, In panel ) , On a ronurr 
Hrom 



do D, he is consuming most amoun X and à constan-level 

o. Thus, Point coil be nssoclalëd cith a. heve highest leuel 

Satis faction. Thesce fosto, ean't be siepstesented by the Same 

horizontal TC. 

n panel (11. He COhen a conSumeJt 1S COnsuming 2 Comm) 

dities, x and , Commodity X constan and Com nsump 

o com modity I 1s mOrte. Hs a StesulE, it cam't be place 

In an IC 

(2) Jc acte alway3 convex to DstIgin Jhe conexity o ie is due 

othe assumption oF DMRS. IE implhes that the rnarnq1nal 

tate o substitulion diminishes as mote and morte of Commo-

- dily X is Substituted tort Y, In thest Oostcls, a3 a consumet 

has morte. nd morte. o CoodX, his Collingness To cLCsu tiu. "T 

tHeduces. 

(3)JC do no ntestseck each othest Tf they did+he poinE 

intestaction coould inmply 2 diffesten- level o Salis faclion 

Cohich is impossible. JE Can be shouon Coth 1he help oF a 

diagram 
Jn the tiqurte, 2 difn cutUe JCj ano 

C2 Int cstaeck each othest. at po1nC, 

C mpies utility oF A = utililyo 

Simloly J Implies utility 

uhility o G, Jhus, it can be 

Said dhat utility A = tlittly 3. 

Hocoevest, +his canno- be possi ble goodx 
becauge, cornb1mal+on A and Cornbinalion 15 lies on 2 difçn Jcs 

Cohich irmplies 2. difen level osalisfocion 

4)highest 1c stepstesen- ct highest level oF saliskectoi . 

change m coNfenphn 

Inco ubsGution alect.is deli'nud a 

da pxodutas a eull chan on ipau ony ,aupng 
mcom S Comumu Comblam 

MOmedt i deined a dang tm CeMump n q a roduet Caused 

an Ckange in oncom beebing ou c conlanl 
--- ****** 



ice) Hn Income consumption Cwtu ntome Consunption (Cucve. 

tec) shows tbe. equilibsciuim comb1naioh o2 commodities X ar 

putchased u- diffcstenl levcls of money Jn come, nomiñal 

Pruee itemaintng constant, The destivalion of lcC is shown as 

tollouos 8 

n the tiqürme, as the level of mone income Jncrteases the 

budget hne 3hi fts rughtwastd s trtom A,B, to A2B, and tutth 

to AgBa Acortdingly, consurner equullbstium also enits tto 

e, to E2 then & and e rtespectl vely, oy joining this vcutiou 

equùvalent point, we get a Jine known as ICG. 

rce onsumpliorn Curtue (Pcc)- A PPCC shows equilbrur 

eombinalion of 2 comnodities X and Y puscchascd ohen ther 

price. statio changes, dhe money 1ncome stomaining conslan 

.) r 

fhs the prtice of the comTmodity X falls, the budget lirie A 

iotates rightuoastd Ho Ab2 ith fusttht tall în pscico 

the buget lnu cotales fuurthst sughk to A1Bg COith everty 

Ihe price oX ne consumest equülibscium pount Shitts 

eto &ancurthut to E. Joy founung 3ha 3 edquulb 

pound use obtaun The Pe.c 



ngel M Curcwe and its deruualion irton Income. Consumplion (utvet 

n engd eu cLutue Shouos 1h. telaUonship b qty. dd o a. qood and 

Uh dw ofconsumM S Lnedma . dtnca, wlh Uhi ncttak tn 

1ncoma, nonmally. moret qty. agocod is dtmanded, Engel 

CLUtUe. sloprd upuootd . e., it hau, a poslhue alop. 
O 

evaloh ngel curtue Can be deruved sing JC AnalyGI3 h 

fhe help of 1Cc.(ICC Js a. locus ol consumerts ec equil1by-

- ium points ak dun Jeuel mony incom cetestis parti bud. 

Jhe prtocess edervalion engel cvtue frcom Icc can be. Shoun 

as tollouDS Gluen the prtice o the commodily 

and In come., the inilied budge 

inais AB. As money incomo 

The. consurnost incsteas Jhe bud-

gel- lire 3hilts to n B. nd So 

does 1ho. consITMest equtubTU 

com E to E tNou,(e Join 
+ The. pointe of eq Consumos cq 

4o Od 
-libaum ak dil leucls mone, 

C el- tohat s knoOn aS CC, 

lo, t CCen ba. Soon-tiom 

Jne diaqtarn thaur at equlibi-

- un E, and e he cortsies.pun-

ding Jeucls ok cormmodily ato 

X1and X2. lhese. quanl1too o 

aUL Ctented Jo panel B and 

each quanttty is plotlec againoF 

its income. Fort inGtance, pt. 

shouos that X amt. of good 

iS derngnded at M level oFincom goody 

milatly oint H Shoo3 X, leuel o good X 1s demandod at M2 le vel 

Jncome, Now, 1tue [on pt. G dnd pT H by a trtauánk lie 

then cw tend to ge- cohat is Knoen ai ngel curue, lhus, th. 

qt shous t na' dhe Engel ctue is a posifively 3lpe Jin. 

bing upuotd n lels touh. 

71-



posrtiveu sloRL 

Engel cwrue nnay no be. Slope ail Aho. imo. . tost instance 

JT 7nay be a vesthco Strcaughk Jine Jn case oncc&s AA 

Commiodiuts cohose old Jlemains Bane cucn all 

unstomont un Qhi luue! of inconne. Sumilatly, JhL 

engel cucue. may bo backoatd bendung n cadeo] 

nesuort comno diliis 

arle 23/nc 19 
A 

) 
Revecled relestence lheoey : JF hae been quen by R, ninuelcr 

er cruthcisng tility Analysis qUen bu Matchal and Jr nalyele 

en by J.P. Hicke The basic idea ol the. theoY ccan be slrlecl 

.' 

Uen the income of a congurmey ond pruce o oo X and, 

Bs the budg? ie os shoun in the. Tlor ng dnqem 

--

n ho tiqu, 95 1G The oIeC COsUTnets lchon 

lhal is he brud pae, he consUmel can Seleci amy 

dle conbnna n, C, k,E ,D, 11, ovth Phe. help 

htdge eensfrint AB. il rournit chieoes t br 



cagabinalon k, then k is teenlor precatod do c,kE., D, H. n 

uelson wortd, he teveal: his pereertenee. oe Kouest all othes 
consmet 

poci hon auailable to the. consume (, and hestejorte. call thhod 

Combirialion a. Ime 'This heortuy is known as Gtnon 

dtUnq Hypo thesis 

ot 
lccnacng lo ticks, aGncutmet makeg hio cholce 

uclieilat 
Combinalion K it does nol- mt a h: K 1 prolea 

Tneam o all olh posihon. cOlhin ort nn th t. Artqt AGT 

mply metns th no athor poo1lion thin ot ein the t irn tie 

is prieesyned lo K.. IF i8 quute possi ble hat somesteecld 

POsition may be 9 qood as k. ahd the ConsiUIT)eJ, 7nayh 

Jnccent bdurec k e Cand . In Jhie ca3e, The posiion 

Cohich te, inlcstuoL wle D cand H, Jis iS knows as COeak 

tdesting Hypothea1s . 

he main dif fcstonce, betuoeen StrCong oTduhg ctnd t1ccel 

C 

ordrting is thal- undust Slrong Odutung, a posilion ehosen 

orn Pic prolerc.sud do all athast posions. on and cu1thin 

h truangle. AoB:Oh arta as ndt cwedk oTdeun q a 

fuser pocilion on AG IS prosTo rtacd to all athest posilhon c 

thun the ÁAOB, buF the consLUmesl MaA1 be. Indtffes(on 

r teleen the posalion lying on he. budqe- Ime. AB 

mplions oth. 'Jheort 
A 

) Krtionolity he roncume behves teaonoil and he. 

OIme to Tmdxmiee, his iislaclin guien his Jncome 

DEulgeF ConstrtaLund 



CR) C.ar1S1stenc aa. peslod 0time Ih Consume 

1To h.s. (annF prot A 
A do hor t othut pestod 

oA. 

onsitivly IE phes 'i A> f ond e>c, then A>C 

Gie ind psteencod Oor me . 1Oen O Conlan 

Uc Tho. pesod Hnalys1s 

0 ce e 
Cce elee is the total changqe. in quaitily deman de) 

oue fo change in the pruce o the commodity. " 

the income,toste and p(1ectoncyS, and pruce otw 

oods, Jhe prttce edect is the sum total e intom 

ct ar substituhon efec 

ncome elec is the change. in quantty dernandcel stee 

exclusivel FCOma change. in stRol Income, all GtheyC prticc 

held conefant. Cnd monty Lrcomme 

( 

ubetitufion elfecis the chanqe. în quanlily de rmandel 

rtesuling frorn a change, in stalalue pruco. ates compen 

Th CouumUt 0a change. in soal nome 

ee i is the combinalion Inane and sub:sliu lei 

ect. Hick3ian appiroacth 1dtoostds the sepastotiot 

hcorn Cnd Cu bsTuen 

icksian Subaiultllon eecl Tos place oh h eTm 

Hicks epcutglsd Jie piee ntü Incerne. n 



(11), 
Substitulion ec b compen 3a lian vaItlalion n ncome, 

Gmp naalion orttoion 1a Tho nnm Change in Jn(yanoho 

f ornpenial th onaurme . honqe tn he. prrtg 

-

-

n the gurte, th niál budget ire is AB Gnd the consum 

a 
Ln eilbtiuUn& on 1C, Litt the. tall in-pruee 9oot X, 

he budgek hne Hotates to A1 he neo ecqulibsuLUn pom 

1s ar pon Cn 1C. 

he total change in qucnlily demanded is XX 0t A, 

2 0% X,his is eallerd pate. ec 

lo isolate Ihe. be liuln c Ce hold, the. stecl ncome 

ho ctm3Urris cnglarn, b lakmq 0:) Sm amoLn 

onn Lncone. ut 8uietat} Cnoitqh elittin him d 



magneu 
udgel ltn, CC (hich 1S placed tu the le 

tn 
magueits) 

b1clee lns 1 TOrnto 

n on pt to Ep ecn b 

Cgoutded a hon ng Th 
ConsUrnests 

JSpon&0. 
To O CnaLIa 

Th c. Celtli prtice stalii alone, JCoal inro, jloTf\ULrU 

Conslani lne rhange. ui ty. dd X13 is calld th 

Substitulioh eck . Jhe rnGueTnen c to id 

t CotgDOndung changc. n Ah qy dci hous l 

hug JncDYL. 

ate 28|06 19 

STrt tt SlutsKj mehod oFSepcutalion Puce fecnto 

Incone and subslitulion elfec 
( 

Slutsky also deco mposed Jhe pCice etcck inlo income Cn 

nt 
Subsfitu ioi eet by hold1ng sleal ncome conslan 

butn a igtly dil|ren to 



et AB be the inihal budgek line and the consumurt is in 

equli bsuum ct poin- E. on lC. AF equli btuum the consUTmes| 

COnsLU es OX oComnodily X. loo, i tha preice oondX 

talls, the budge- line changes do AB1 Cnd ihe equilibsuum 

pornt shit Irom poin- E, to poin- E loo, at the neco 

Cquilibrium. poin the consurmest consumes OX, 

good X. Ihus, 1he change in gty. dd eX 1s equal fo 

XX2 
Now Slutsky assumes thar we aka aw ay some 

nomuna ncome ttom the consumeJt So tha- the conoUmon 

coill have to go back, to potnF E his is shouon by artam. 

-9 un imag1nety budgek line thtouqh pt. g. Jhis lne is 

CC in the aboue dioaqram. JuFaF CC the eonsumes 

does no like to go back to point Ei Jtathast he prrejcs 

h 
GOhich is on a 

hig.estC1C2On this IC he likes 

To putchage mote OF Commodiiy X -e, Ox 

his ased pustchased o of X 1e, OX3-- 0X 

XX3 is due. to fall in the stela[iue prue X. 

and is (onsideste.d as the ubsitulicn eec Likecolse, 

an inarccase in qty. purtchasecl olx rtom oxo to OK2 

AX2 is Consideso d a3 Incom e 



oten the Slutokus rne thod, he rnoginortbriri*.l in p 

Through tho iihl equilibuum poin E, d tnu11 1 

litfcrtcnt frrom Hickaans mothord. Dngthes Tin 

arffesto nce. 13 1 ha- in Hicksian 1nethod ie, o tr 

ame lC ( 1e., 1C) as Ihat o E shu C n t/ 

method E lies on a hughe?t 1 (). 

Evalualion o OU estnminF hds ith roqojtis T Co 

Subsidy and kind subsidy. orth 4he help o nd 

Custue IC) 

Jhe lC mau busd exarntru tht, poii Cuk 

Subidy und Knd Subudy Cith stespec do thei co 

Ond eect on thu dernand patles. e th. cora surrut 

We can ellustrafe this by ascUTning a sIngle pensior 

moun Y and uses this in 

Cwho geks an income 

Jo Consume gcod X anc good 

hc hood subsidy nis can bi b 

undutetood toth The help he oliowing dtog iam 

ssum ihut 1tu gouen manr dees ok inlesrct in 

econemy r cute. At this poin *he consuume 

is ar equili baum tuhtu hi9 indial bunge itrie (A 

S TanQ g en ic 1C,. he ccngume7 s coneming CX, 

ccd Y a th 

etus ascum 



(1) 

x 

ntesest in the economy by guinq dood sub sidies +h 

pensionests in Ostdest do incsuase. -+heut Coel faste. In olhei 

Cwortde, the gout, steduces dhe psuc good x os only tile 

pensionesis. Ihis n-futn Jtota tes the budget line to AlBL 

ar the neuo equilibrum E2 The pen sionmets atable to 

buy X amt. o qood X by spending AR amt. o his 

iTicome. Nowif Ahe gout dicd not opt 4ort tood subsidy 

Ihenor consuminq OX 2 oocl X The pensiounest oould 

, Pad AS amoun ohis income. bu due to subsidy 
nauc paia 

Consumest only poys AR amt. ohis income. 

orte, RS (As-AR). is bottrte the burtden borrne by hctoro t e 
the gout 
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