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Consumer’s theory
1. Cardinal — TTUTATITI P (HTAT)
2. Ordinal — PHATI® (hH)
3. Revealed Preference — (FHIdE dRIYdT)

— Cardinal theory of consumer behaviour.,

Alfred Marshall FBA (26 July 1842 - 13 July 1924) was an English economist and one of the
most influential economists of his time. His book Principles of Economics (1890) was the
dominant economic textbook in England for many years, and brought the ideas of supply and
demand, marginal utility, and costs of production into a coherent whole, popularizing the
modern neoclassical approach which dominates microeconomics to this day.!?! As a result, he is

known as the father of scientific economics.[3![4]

Preference means liking or
disliking.

Preference &7 312 Ud¢ AT ATUHE 9
BT &

Consumption and Utility (3917 3R
The goods or services which a
consumer prefers more,

their consumption gives more utility or
satisfaction.



3.2 Assumptions about Preferences

Economists usually make some assumptions about the “consistency” of
consumers’ preferences. For example, it seems unreasonable—not to say
contradictory—to have a situation where (z1,x2) > (y1,¥y2) and, at the
same time, (y1,y2) > (x1,22). For this would mean that the consumer
strictly prefers the x-bundle to the y-bundle ... and vice versa.

So we usually make some assumptions about how the preference relations
work. Some of the assumptions about preferences are so fundamental that
we can refer to them as “axioms” of consumer theory. Here are three such
axioms about consumer preference.

Complete. We assume that any two bundles can be compared. That is,
given any x-bundle and any y-bundle, we assume that (z1,z2) > (y1,92),
or (y1,y2) = (x1,22), or both, in which case the consumer is indifferent
between the two bundles.

Reflexive. We assume that any bundle is at least as good as itself:
(r1,m2) = (71, 72).

Transitive. If (z1,22) = (y1,y2) and (y1,y2) = (21, 22), then we assume
that (x1,22) = (21, 22). In other words, if the consumer thinks that X is at
least as good as Y and that Y is at least as good as Z, then the consumer

thinks that X is at least as good as Z.

The first axiom, completeness, is hardly objectionable, at least for the
kinds of choices economists generally examine. To say that any two bundles
can be compared is simply to say that the consumer is able to make a choice
between any two given bundles. One might imagine extreme situations
involving life or death choices where ranking the alternatives might be
difficult, or even impossible, but these choices are, for the most part, outside
the domain of economic analysis.

The second axiom, reflexivity, is trivial. Any bundle is certainly at least
as good as an identical bundle. Parents of small children may occasionally
observe behavior that violates this assumption, but it seems plausible for
most adult behavior.
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| -dHiHid 3uAifiiar (Equi Marginal Utility) — R4 &1 ga-1 f9aw
- IPTaT Ade11 (Consumer Equilibrium)
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Law of Equi-Marginal Utility — Gossen’'s Second Law

« Consumer Equilibrium

A consumer should spend his/her money in such a way that the
marginal utility obtained from the last unit of money spent on
all goods is equal.

Formula:

MUIT . MU‘/ - MU:
r, P, P

a Y

«- This means that the ratio of marginal utility to price of all
goods should be equal for consumer equilibrium.
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