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Chapter 3

Everyday Decisions

You and Your Choices

9EDEC?9I ?I 78EKJ OEK #J ?1 78EKJ >EM OEK C7A; 9>E?9;| #J ?| 78EKJ >EM OEK
?DJ;H79J M?J> EJ>;H F,EFB; #J ?| 78EKJ J>;, MEHA OEK :E 7D: >EM OEK IF;D: OEk
B;?IKH; J?C; #J ?1 78EKJ J>; CED;O OEK >7L; ?D OEKH FE9A;J 7D: >EM OEK 9>EE
IF;D: ?J ;97Kl; ;9EDEC?9I ?I 78EKJ OEKH 9>E?9;| FBKI ;L;HOED,; ;Bl;YI J>?1 ?I M>;}
M; 8;=?D |<7H 71 OEKH EMD B?<; ?I 9ED9;HD;: OEK 7H; J>; CEIJ ?CFEHJ7DJ

;OEDEC?9 :;9?I1?ED C7A;H E< 7BB -E M; 8;=?D M?J> GK;IJ?EDI OEK 7DIM;H ;L;HO :

Q 1>7J M?BB # :E M?J> CO CED;O
Q 1>7J M?BB # :E M?J> CO J?C,;

9EDEC?1JI :EDYJ FH;IKC; JE J;BB OEK M>ghidnkEk= M?J> OEKH J?C; 7D: CED;O
,7J>H [JK:0?D=;9EDEC?9I 97D >;BF OEK 8;JJ;H KD:;HIJ7D: OEKH EMD 9>E?9;| 7I
C7A,; 8;JJ;H :;9?1?EDI 71 7 9EDI,GK;D9; 9EDEC?9I FHEL?:;1 =K?:;B?D;| 78EKJ >EM
JE C7A; IC7THJI 9>E?9;l )KH =E7B ?1 J>7J 7<J;H OEK KD:;HIJ7D: J>; C7J;H?7B ?D J>
9>7FJ;H OEK M?BB J>?DA :?<<;H;DJBO 78EKJ OEKH ;L;HO:70 :;9?I?EDI

;9?1?EDI 78EKJ IF;D:?D= CED;O 7D: J?C; >7L; 7 A;O <;7JKH; ?D 9EE&2Ety

3EK >7L; CEH; EH B;ll KDB?C?J;: ;;I?H;| <EH J>?D=I OEK C?=>J 8KO 7D: M70I J>7J
C?=>J IF;D: OEKH J?C; KJJ>;J?C; 7D: J>; CED;O 7L7?B78B; JE OEK 7H; B?C?J;:
3EK :EDYJ >7L; ;DEK=> CED;O JE 8KO ;L;HOJ>?D= OEK MEKB: B?A; JE EMD 7D: C
:EDYJ >7L; ;DEK=>J?C; JE E ;L;HOJ>?D= OEK MEKB: B?A; JE :E

:97KI; 8EJ> J?C; 7D: CED;O 7H; 197H9; M>;D;L;H OEK M7DJ CEH; E< ED; J>?D=
OEK CKIJ 799;FJ J>7J OEK M?BB >7L; B;ll E< IEC;J>?D= ;Bl; #< OEK 8KO 7DEJ>;H
<EH OEKH 28EN J>:D OEK 97DYJ IF;D: J>7J CED;O ED 9>E9EB7J; 87HI EH CEL?:I
IF;D: 7D >EKH FB70?D=J>7J =7C; J>;D J>7J >EKH 97DDEJ 8; IF;DJ IJK:0?D=EH
IB;;F?D= -97H9?JO J;BBI Kl J>7J ;L;HOJ>?D=>71 7 9EIJ .>; |IJK:O E< :;9?I?ED C7A?
?D J>?19>7FJ;H ?1 8K?BJ 7THEKD: J>?1 J;DI?ED ,;IEKH9;I IK9> 71 J?C; 7D: CED;O 7H
B?C?J;:;L;D J>EK=> :;I?H;I 7H; ;11;DJ?7BBO B?C?JB;l|
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Road Map

1; J79AB; J>; IME GK;IJ?EDI E< J>?1 9>7FJ;H ?D JKHD 8KJ OEK M?BB I;; J>7J J>
7H; 9BEI; F7TH7BB;BI 8;JM;;D J>;C 1; 8;=?D 80 BEEA?D=7J IF;D:?D= :;9?1?EDI
BJ>EK=> M; >7L; I7?: J>7J CED;O ?I 197H9; 7 CEH; FH;9?I; 137J;C;DJ ?1 J>7J
OEK >7L; B?C?Jncome 9EDEC?I1JI KIK7BBO KiI; J>; J;HC VCED;OW CEH;
IF;9?<?97BBO JE C;7D J>; 71I;JI 1K9> 71 9KHH;D90 ?D OEKH M7BB;J EH <KD:I ?D
9>;9A?D= 799EKDJ J>7J OEK KI; JE 8KO J>?D=I ;97KIl; OEKH ?D9EC; ?I B?C?J;
OEKH IF;D:?D= EFFEHJKD?J?;l 7H; 7BIE B?C?J;: 1; I>EM >EM JE KI; J>; FH?9;l E
=EE:I 7D: I;HL?9;l JE=;J>;H M?J> OEKH ?D9EC; JE 7D7BOP; M>7J IF;D:?D=
:;9?1?EDI 7HpossibleEH OEK .>;D M; J>?DA 78EKJ M>7J F;EFB;Y| M7DJI 7D:
;1?H;1 BEEA B?A; ?D7BBO M; FKJ J>;l; ?:;71 JE=;J>;H 7D: KD9EL;H IEC;
FH?D9?FB;| 78EKJ >EM JE C7A; 9>E?9;1 J>7J M?BB 8;1J 17J?1<0 J>;l; :;1?H;l

3EKH :;9?1?EDI 78EKJ M>7J JE 8KO J>;H;<EH; :;F;D: ED >EM CK9> ?D9EC; OEK
>7L; 7D: J>; FH?9;l E< =EE:l 7D: I;HL?9;] 9EDEC?9I IKCC7H?P;!I J>;l;

5;9?1?EDI ?D 7 1?CFB; M70 80 KI?D= J>; 9EDggraddl; I>EM >EM

5 C7D: TH?I;1 <HEC J>; 9>E?9;1 OEK C7A,; ;C7D: ?I ED; E< J>; CEIJ KI;<KB

?:;71 ?D ;9EDEC?9I 7D: B?;1 7J J>; >;7HJ E< 7BCEIJ ;L;HOJ>?D= M; 1IK:0 ?D J>7|
8EEA

?D7BBO M; JKHD JE J>; :;9?I1?ED 78EKJ >EM JE IF;D: OEKH J?C; =7?D M; 8;=?|
M?J> J>; ?:;7 3>7J OEKH H;IEKH9;I 7H; B?C?J;. J>;H; 7H; EDBO IE C7DO >EKHI ?
70 1 M?3>J>; IF;D:?D=:;9?1?ED OEK >7L; FH:<:H;D9:;l1 78EKJ >EM JE IF;D:
OEKH J?C; 1; ;NFB7?D J>; FH?D9?FB;| E< =EE: :;9?1?ED C7A?D= ?D J>?I1 1;JJ?D=
71;: ED J>?1 7D7BOI?l M; ?DJHE:K9; 7DEJ>;H 9;DJH7B ;9EDEC?9 ?:;7UJ>7J E<
supply

9EDEC?9I ?| 8E Jrescriptive’ D: descriptive 9QEDEC?9I ?I FH;I9H?FJ?L; 8;97KI;

?J J;BBI OEK IEC; HKB;| <EH C7A?D= =EE: :;9?1?EDI 9EDEC?9I ?I :;I9H?FJ?L;
8;97KIl; ?J >;BFI KI ;NFB7?D J>; MEHB: ?D M>?9> M; B?L; | M;BB 7| KDOEL;H?D=
IEC; FH?D9?FB;| E< =EE: :;9?I?ED C7A?D= M; :?19KIl M>;J>;H J>;I; 7H; 7BIE
Kl;<KB :;I9H?FJ?EDI E< >EM F;EFB; 79JK7BBO 8;>7L; ?D J>; H;7B MEHB:
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3.1 Individual Decision Making: How You Spend Your Income

#DOEC; 7<J;H J7N;| 7H; F7?: J
J>; =EL;HDC;DJ

LEARNING OBJECTIVES

1>7J 7H; 7D ?D:?L?:K7BYI 8K:=;J I;J 7D: 8K:=;J B?D;

1>7J ?1 7D EFFEHJKD?JO 9EIJ

"EM :E F;EFB; C7A; 9>E?9;| 78EKJ >EM CK9> JE 9EDIKC;
1>7J <;7JKH;l :E M; :NF;9J CEIJ F.EFB;YI FH;<;H;D9;l JE >7L;
1>7J :E;1 ?J C;7D JE C7A; H7J?ED7B 9>E?9;l

1; J7HI M?J3> J>; :;9?1?ED 78EKJ >EM JE IF;D: OEKH ?D9EC,; 1; M7DJ JE ADEM M>
FEII?8?B?J?;1 7H, 7L7?B78B; JE OEK =?L;D J>7J OEKH ?D9EC; ?| B?C?J;: 8KJ OEK
7H; DEJ

The Budget Set

1; ;;19H?8; OEKH F;HIED7B :;9?I?ED C7A?D= ED 7 CEDJ> 80 CEDJ> 871?1 7BJ>EK=
M; 9EKB: ;GK7BBO M;BB BEEA 7J :7?BO M;;ABO EH ;L;D 7DDK7B :;9?1?EDI 8;97KI
I7C; 87179 ?:;71 MEKB: 7FFBO -KFFEI; OEK H;9;?L; 7 9;HJ7?D 7CEKDJ E< ?D9EC;
;79> CEDJ>UF;H>7FI <HEC 7 @E8 EH 7 IJK:;DJ =H7DJ .>; =EL;HDC;DJ J7A;l 7TM70
IEC; E< J>?1 ?D9EC; ?D J>; <EHC E< J7N;l 7D: J>; H;C7?D:;H ?I 7L7?B78B; <EH OE
IF;D: 1;97BB J>; ?D9EC; J>7J H;C77?DI 7<J;H J7N;| di§pCidable income

3EK C70 M7DJ JE FKJ 717?:; IEC; E< J>7?1 ?D9EC; <EH J>; <KJKH; J>?1 ?I OEKH I7L?
>; H;C7?D:;H ?I OEKH 9EDIKCFJ?ED M>?9> ?| OEKH IF;D:?D= ED 7BB J>; =EE:I 7I
I;HL?9;1 OEK 8KO J>?I CEDJ> H;DJ <EE: C;7BI EKJ CEL?;l 9KFI E< 9E<<;; |
CKI?9 :EMDBE7:I 0 H;DJ7BI 9>E9EB7J; 87HI 8EEAI 8KIH?:;1 >7?H9KJI 7D: IE EL
?=KH; 1>7J 3EK E M?J> 3EKH #D9ET>EMI J>?| FHES;II
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BB J>; FEII?8B; 9EC8?D7J?EI
E<=EE:I 7D: I;HL?9;1 J>7J 7H;

7<<EH:78B; =?L;D ?D9EC; 7D;

J>; FH?9;l E< 7TBB =EE:I 7D:
[;HL?9;l

Figure 3.1What You Do with Your Income

Here is a schematic view of what happens to your income.

>?1 L?;M E< OEKH F709>;9A ?DLEBL;I I;L;H7B ;9EDEC?9 :;9?I?EDI -EC; E<J>;l; 7+
5,9?1?EDI C7:; 80 J>; =EL;HDC;DJ .>HEK=> ?JI J7TN FEB?9?;| J>; =EL;HDC;DJ

5971 >EM CK9> E< OEKH ?D9EC; ?J J7A;l <HEC OEK 7D: >EM CK9> ?| B;<J 71
:?IFEI78B; ?D9EC; 3EK C7A; EJ>;H :;9?I?EDI M>;D OEK 7BBE97J; OEKH :?IFEI78B;
?D9EC; 7CED==EE:I 7D: I;HL?9;l JE:70 7D: ?D J>; <KJKH; 3EK 9>EEI; >EM JE
:?L7?:; OEKH :?IFEI78B; ?D9EC,; 8;JM;;D 9EDIKCFJ?ED J>?I CEDJ> 7D: I7L?D=<EH .
<KJKH; 3EK 7BIE :;9?:; :N79JBO >EM CK9> E< ;79> =EE: 7D: I;HL?9; OEK FKH9>7I;
J>?1 CEDJ> 1; IKCC7H?P; OEKH 78?B?JO JE FKH9>7I; =EE:I 7D: I;HL?9;| 80 OEKH
budget set

.EEBA?J9J?ED  #D:?L?:K7B ;C7D:

> 8K:=:J ;13?1 7 B?1J E< 7BB J>; FEII?8B; 9EC8?D7J?EDI| E< =EE:| 7D: I;HL?9;I
J>7J 7TH; 7<<EH:78B; =?L;D 8EJ> ?D9EC; 7D: J>; FH?9;| E< 7BB =EE:| 7D: I;HL?9;I
#J 2?1 ::<?D;: 80

JEJ7B IF;D:?D= R :?IFEI78B; ?D9EC,

#D:?L?:K7B ;9?1?ED '7A?D= "EM 3EK -F;D: 3EKH #D9EC,
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;=7D 80 IKFFEI?D= OEK D;?J>;H I7L; DEH 8EHHEM 1; 97D 9EDIJHK9J OEKH 8K:=;
?D J>H;; 13;FI

&EEA 7J IF;D:?D= ED ;79> =EE: 7D: [;HL?9; ?D JKHD EH ;N7CFB; OEKI
CEDJ>BO IF;D:?D= ED 9KFI E< 9E<<;; ?| 7] <EBBEMI

IF;D:?D=ED 9E<<;; DKC8;H E< 9KFI FKH9>7I;: [ FH?9; F;H 9KF

?7C?B7H ;GK7J?ED 7FFB?;l JE ;L;HO EJ>;H =EE: 7D: I;HL?9; J>7J OEK
8KO 3EKH IF;D:?D= ED CKI?9 :EMDBE7:1 ;GK7BI J>; DKC8;H E<
:EMDBET7:1J?C;1 J>; FH?9; F;H :EMDBE7: OEKH IF;D:?D= ED FEJ7JE
9>?F| ;GK7BI J>; DKC8;H E< 87=] OEK 8KO J?C;| J>; FH?9; F;H 87= 7D:
IEED

(EM 7:: JE=;J>;H 7BB OEKH IF;D:?D= JE E8J7?D OEKH JEJ7B IF;D:?D=
JEJ7B IF;D:?D= IF;D:?D=ED 9E<<;; IF;D:?D=ED :EMDBE7:I S

M>;H; S C;7DI ?D9BK:?D= J>; IF;D:?D= ED ;L;HO :?<<;H;DJ =EE: 7D:
I;HL?9; J>7J OEK 8KO

)8I;HL; J>7J OEKH JEJ7B IF;D:?D= 97DDEJ ;N9;;: OEKH ?D9EC; 7<J;H
J7N;1

JEJ7B IF;D:?D= R :?IFEI78B; ?D9EC,

3EK 7H; 9EDIKC?D= M?J>?D OEKH 8K:=;J I;J M>:D J>?| 9ED:?J?ED ?I
173?1<?;:

#D FH?D9?FB; OEKH B?1J E<;NF;D:?JKH;l ?D9BK:;I ;L;HO =EE: 7D: I;HL?9; OEK 9E
;L;H ?C7=?D; FKH9>71?D= ;L;D J>EK=> J>;H; 7H; C7DO =EE:l 7D: I;HL?9;| OEK D;L;
79JK7BBO 8KO <J;H 7BB OEKH IF;D:?D=ED ;HH7H?I ;L;HO CEDJ> ;GK7BI J>; DK
;HH7H?1 J>7J OEK FKH9>71; J?C;l J>; FH?9; F;H ;HH7H? #< OEK 8KO ;HH7H?I J
OEKH IF;D:?D=ED ;HH7H?I ?I 7BIE |E OEKH JEJ7B IF;D:?D=:E;l ?D9BK:; 7BB J>
CED;O OEK IF;D: ED ;HH7H?I

#C7=?D; DEM J>7J M; J7A, IEC; 8KD:B; E< FHEB®@ddlle>;H; H;<;HI JE 7DO
9EBB;9J?ED E< =EE:I 7D: I;HL?9;IUJ>?DA E< ?J 71 8;?D= B?A; 7 =HE9;HO 97HJ <KB
=EE:l .>; 8KD:B; C?=>J9EDJ7?D 9KFIE<9E<<;; CKI?9 :EMDBE7:] 87=IE<
FEJ7JE 9>?FI >EKHI E< F7THA?D= 7D: IE ED #< OEK 97D 7<<EH: JE 8KO J>?| 8KI
=?L;D OEKH ?D9EC; J>;D ?J ?1 ?D J>; 8K:=;J I;J )J>;HM?I; ?J ?I DEJ

#D:?L?:K7B ;9?I?ED '7TA?D= "EM 3EK -F;D: 3EKH #D9EC,;
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> 8K:=:J I;.J ?D EJ>;H MEH:I ?17 B?1J E< 7BB J>; FEII?8B; 9EBB;9J?EDI E< =EE:| 7
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=EE:1 7D: I;HL?9;l OEK C?=>J M7DJ JE FKH9>7I; #J MEKB: 8; L;HO J;:?EKI JE MH?J
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C;H;BO D;;: JE 9>;9A M>;J>;H 7DO =?L;D 8KD:Bff@tdableeH DEJ 1; 7H; KI?D=
7<<EH:78B; DEJ ?D J>; 97IK7B ;L;HO:70 I;DI; E<V9>;7FW 8KJ ?D 7 FH;97?I; I)DI; 7
8KD:B; ?1 7<<EH:78B; ?< OEK >7L; :DEK=> ?D9EC; JE 8KO ?J

#J 2?1 ;71?;13 JE KD:;HIJ7D: J>; 8K:=;J I;J 80 MEHA?D=J>EK=> 7D ;N7CFB; .E A;;F
J>?D=I H;7BBO I?CFB; IKFFEI; J>;H; 7H; EDBO JME FHE:K9JI 9>E9EB7J; 87HI 7D:
:EMDBE7:I D ;N7CFB; M?J>JME =EE:l ?1 ;710 JE KD:;HIJ7D: 7D: :H7M 8KJ
L;HOJ>?D= M; B;7HD <HEC J>?I| ;N7CFB; 97D 8; ;:NJ;D:;: JE 7DO DKC8;H E< =EE:| 7
I;HL?9:l

-KFFEI; OEKH :?IFEI78B; ?D9EC; ?I #C7=?D; J>7J J>; FH?9; E< 7 CKI?9 :EMDBE

?l  M>7?7B; J>; FH?9; E<7 9>E9EB7J; 87H7/8B;  -F;D:?D=ED 'KI?9

EMDBE7:1 7D: >E9EB7J; 7HI>EMI IEC; :?<<;H;DJ 8KD:B;l J>7J OEK C?=>]

FKHO9>7I; KD:B; DKC8:H ?D J>; <?HIJHEM 9EDI?lJI E< ED; :EMDBE7: 7D: ED;

9>E9EB7J; 87H .>7?I 9EIJI OEK U9;HJ7?DBO 7<<EH:78B; M?J> OEKH ?D9EC;

KD:B; DKC8;H 9EDJ7?Dl :EMDBE7:I7D: 9>E9EB7J; 87HI EH J>?| 8KD:B;

OEKH JEJ7B IF;D:?D= ED :EMDBE?7:I ?I [  7D: OEKH JEJ7B IF;D:?D=ED

9>E9EB7J; 87HI ?I [ IEOEKHEL;H7BB IF;D:?D= "I =7?D J>?| 8KD:B;

?1 7<<EH:78B; 3EK 97D ?C7=?D; C7DO EJ>;H 9EC8?D7J?EDI J>7J MEKB: 9EIJ B;Il
?D JEJ7B

.78B; -F;D:?D=ED 'KI?9 EMDBETY:lI 7D: >E9EB7J; 7HI
‘ Price per Spending | Number Price per Spending Total
Number of on of on .
Bundle Download Chocolate Spending
Downloads ) Downloads | Chocolate Bar ($) Chocolate )
($) Bars Bar ($)

#D:?L?:K7B ;9?1?ED '7A?D= "EM 3EK -F;D: 3EKH #D9EC,
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Bundle Download Chocolate Spending
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(%) Bars Bar ($)
KD:B;l 7D: 7H; IF;9?7B 8;97KIl; J>;0 7H; 7<<EH:78B; ?< OEK IRjBDEKH

?D9EC; EH ;N7CFB; OEK 9EKB: 8KO :EMDBE7:17D: 9>E9EB7J; 87HI 8KD:B;

3EK MEKB: IF;D:
IF;D:?D= MEKB: 8; ;:N79JBO
87HI 8KD:B; ?I
;N79JBO KD:B;
9EKB: FKH9>7I;

KD:B:l 7D: TH;

OEK 97DDEJ 7<<EH: JE 8KO
MEKB: 9EIJ
97DDEJ 7<<EH: JE 8KO

#D:?L?:K7B ;9?I?ED '7TA?D= "EM 3EK -F;D: 3EKH #D9EC,;

ED CKI?9 :EMDBE7Y:| 7D:

‘EMDBET7:1 7D: 9>E9EB7J; 87HI

:EMDBET7:1 7D:

ED 9>E9EB7J; 87HI |IE OEKH JEJ7B
KD:B; 9EDI?IJI E<

‘EMDBE7:1 7D: 9>E9EB7J;
=7?D ;79> 8KD:B; 9EIJI

not?D J>; 8K:=;J I;J KD:B; ?IB?A; 8KD:B;
7D 7::?J?ED7B 9>E9EB7J; 87H ;97KI; 8KD:B; 9EIJ

?1 DEJ 7<<EH:78B; M?J> OEKH 7?D9EC; KD:B; 9ENI

I>EMI J>7J ?< OEK 9>El; JE 8KO DEJ>?D= 8KJ :EMDBE7:| OEI
E< J>;C M?J>EKJ ;N9;;:?D= OEKH ?D9EC; M>?B; 8KD:B;
J>7) OEK 9EKB: 8KO 9>E9EB7J; 87HI ?< OEK 9>El; JE FKH9>7I; DE :EMDBET:I 1;
9EKB: <?D: C7DO EJ>H 9EC8?D7J?EDI J>7JUB?A; J>EI; ?D 8KD:B;| T U9EIJ ;N79J

‘N9 FJ M?J>
8KD:B; 9EIJI
KD:B;

8KJ ?J

I>EMI J>7J

9>E9EB7J; 87HI 8;97KI; J>?I

>:H; ?1 GK?J; B?J;H7BBO 7D ?D<?D?J; DKC8;H E< 8KD:B;l J>7J O

I>EMI
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Figure 3.2

This figure shows the combinations of chocolate bars and music dowlastis 3ca'Spending on Music
Downloads and Chocolate Bars"

?=KH; O07H?EKI KD:B;| E< >E9EB7J; 7HI 7D: EMDBE?BBKIJH7J;l J>;

8KD:B;| <HE{8B; -F;D:?D=ED 'KI?9 EMDBE7:|1 7D: >E9EB7J; 7HI .>;

L;HJ?97B 7N?I C;7IKH;l J>; DKC8;H E< CKI?9 :EMDBE7:l 7D: J>; >EH?PEDJ7B 7N?I
C;71KH;l J>; DKC8;H E< 9>E9EB7J; 8 Al point on the graph therefore represents a
consumption bundleNa combination of music downloads and chocdlatefHdr3>;

<?HIJ D?D; 8KD:B;| <HEBB; -F:D:?D=ED 'KI?9 EMDBE7:1 7D: >E9EB7J;

JHI ?D J>?1:?7=H7C KD:B; ?IIL;H7B <;;J E<<J>; F7=; #<OEK ?DIF;9J J>7I
<?=KH; 97H;<KBBO OEK C70 8; 78B; JE =K;ll <EH OEKHI;B< M>7J J>; 8K:=;J |;J BE
B?A; &EEA ?D F7HJ?9KB7H 7J 8KD:B;l 7D: .>;l; 7H; J>; 8KD:B;l J>7J 7H;
@KIJ 7<<EH:78B;UJ>7J 9EIJ ;N79JBO #J 7TFF;7HI 71 ?< J>;1; 8KD:B;l 7BB B?; ED
[JH7?=>J B?D; M>?9>?| ?D <79J J>; 97I; BB J>; 9EC8?D7J?EDI E<:EMDBE7:I 7D:
9>E9EB7J; 87HI J>7J 7H; @KIJ 7<<EH:78B; H;FH;I;DJ 7 |IJH7?=>J B?D;

"7TDM>?B; J>; 8KD:B;l J>7J 7TH; 7<<EH:78B; M?J> ?D9EC; JE IF7H;UB?A; 8KD:B;l
7D: U7H; 8;:BEM J>; B?D; 7D: J>; 8KD:B:;| OEK 97DDEJ 7<<EH:UB?A; 8KD:B:l 7D

#D:?L?:K7B ;9?1?ED '7A?D= "EM 3EK -F;D: 3EKH #D9EC,
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U7H; 78EL; J>; B?D; K?B:?D=ED J>;l; :?I19EL;H?;| M; <?D: J>7JJ>;8K:=J 11?17
JH?7D=B?=KH; S Ki=:J -

Figure 3.3The Budget Set

The bundles that are affordable are ibutiget set shown here as a triangle.

L;HO FE?DJUJ>7J ?| ;L;HO 9EC8?D7J?ED E< :EMDBE7:1 7D: 9>E9EB7J; 87HIUJ>7.
ED EH ?DI1?:; J>?1 JH?7D=B,; ?1 7<<EH:78B; *E?DJI EKJI?:; J>;, JH?7D=B; 7H; DEJ
7<<EH:78B; IE J>;0 7H; DEJ ?D J>; 8K:=;J I;J

What Have We Assumed?

1, DEM >7L; 7 F?9JKH; E< J>; 8K:=;J I;,J "EM;L;H OEK C?=>J 8; 9KH?EKI 78EKJ
M>:J>;H M; >7L; ID;7A;: ?D 7DO 7IIKCFJ?EDI JE :E J>?1 .>?IPtintiples of
Economi®®EEA |IE M; CKIJ IJ7HJ 80 <E9KI?D=ED J>; 871?79l 1;:E EKH 8;1J
J>HEK=>EKJ J>; 8EEA JE 8; 9B;7H 78EKJ J>; :?<<;H;DJ 7IIKCFJ?EDI M; C7A;
?D9BK:?D= J>;?H ?CFEHJ7D9;

#D:?L?:K7B ;9?1?ED '7A?D= "EM 3EK -F;D: 3EKH #D9EC,
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Q 1;>7L; 71IKC;: 3>7J J>;H; 7H; EDBO JME FHE:K9Jl )D9; M; >7L; CEH;
J>7D JME FHE:K9JI M; 97DDEJ :H7M I?CFB; :?7=H7Cl ;OED: J>?I
J>EK=> J>;H; ?I| DEJ>?D= IF;9?7B 78EKJ EKH :EMDBET7:| 7D: 9>E9EB7J
87H ;N7CFB; 1, 7H; KI?D= 7D ;N7CFB; M?J> JME FHE:K9JI I?CFBO
8;97Kl; ?J C7A;l EKH A;O FE?DJI CEH; JH7DIF7H;DJ 1; 97D ;71?BO
?C7=?D; 7 L,HI?ED.EBB; __ -F;D:?D=ED 'KI?9 EMDBEZY:1 7D:
>EQEB7J; 7HIM?J> C7DO CEH; =EE:I 7D: I;HL?9;! ;L;D ?<M; 97DDEJ
‘H7M J>; OEHH;IFED:?D= :?7=H7C

Q 1; 71IKC; J>7J OEK 97DDEJ 9EDIKC; D;=7J7L; GK7DJ?J?;| E< :EMDBET:I
EH 9>E9EB7J; 87HI #D EKH :?7=H7C J>?I C;7DI J>7J J>, >EH?PEDJ7B
L;HJ?97B 7N;l =?L; KI IME 1?:;1 E< J>; JH?7D=B; .>?I|;;CI H;7IED78B; ?J
?1 DEJ ;710 JE ?C7=?D; 9EDIKC?D= 7 D;=7J7?L, GK7DJ?JO E< 9>E9EB7J
#< OEK IJ7HJ;: EKI M?J3> |IEC,; 9>E9EB7J,; 87HI 7D: J>;D IEB: J>;C J>?I°
?7C?B7H JE D;=7J?L; 9EDIKCFJ?ED

Q D;71?;H M70 JE BEEA 7J J>?1 ?1 JE 7:: 7DO CED;0 OEK =;J <HEC I;BB?
=EE:l EH I;HL?9;I JE OEKH ?D9EC; .>;D M; 97D <E9KI ED 8KO?D=
:,9?1?EDI EDBO

Q O I>7:?D=?D J>; ;DJ?H; JH?7D=B; M, IKFFEI, J>7J OEK 97D 8KO
<H79J7ED7B GK7DJ?J?;| E<J>;l; FHE:K9JI EH ;N7CFB; J>; 8KD:B;
9EDI?IJ?D=E< EMDBE7:17D: 9>E9EB7J; 87HI ?1 ?DI?:; J>;
JH?7D=B; ;L;D J>EK=>?.KD;l <EH ;N7CFB; MEKB: DEJ 7TBBEM OEK JE
FKH9>7I; >7B< 7 IED= 7D: OEK 7H; KDB?A;BO JE <?D: 7 IJEH; J>7J M7l
OEK 9>E9EB7J;87HI EHJ>; CEIJ F7HJI J>?1?17 J;9>D?97B :;J77B J>
C7A;1 L;HO B?JJB; :?7<<;H;D9; ;N9;FJ J>7J ?J C7A;| EKH B?L;l CK9> ;71?;

Q 1; >7L; IKFFEI;: 3>7J J>;, FH?9; F;H KD?J E< :EMDBE7:1 7D: 9>E9EB7J,
87HI ?1J>; I7C; DE C7JJ;H >EM <;M EH >EM C7DO OEK 9>EEI; JE 8KO
J>; H;7B MEHB: OEK C70 IEC;J?C;I 8; 78B; JE =;J GK7DJ?JO :?19EKDJI

EH ;N7CFB; 7 IJEH; C?=>J >7L; 7 VBKO JME =;J ED; <H;;W E<<;H #D C
7:L7D9;: 9EKHI;I ?D C?9HE;9EDEC?9I OEK M?BB B;7HD J>7J M; 97D :H
L;HI?EDI E2=KH; .>; K:=;J -] J>7J J7A; ?DJE 799EKDJ IK9>
FH?9?D= 19>;C;I

Q 1; 7IIKC; DE I7L?D= EH 8EHHEM?D= #J ?I ;710 JE ?D9BK:; I7L?D= EH
S8EHHEM?D= ?D J>?| IJEHO J>EK=> 1; J>?DA E< SEHHEM?D= 71 8;?D=
7::?2J?ED JE OEKH ?D9EC; 7D: M; J>?DA E< |7L?D= 71 ED; CEH; A?D: E:
IF;D:?D= .>KI ?< OEK 8EHHEM J>; 8K:=;J I;J ?I :;I19H?8;: 80

JEJ7B IF;D:?D= R :?IFEI78B; ?D9EC; 8EHHEM?D=

#< OEK I7L; J>; 8K:=;J I;,J ?I ;;19H?8;: 80

JEJ7B IF;D:?D= IF;D:?D= R :?IFEI78B; ?D9EC;

#D:?L?:K7B ;9?I?ED '7TA?D= "EM 3EK -F;D: 3EKH #D9EC,;
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BB J>; =EE:I 7D: I;HL?9;1 J>7J

The Budget Line

EDJ?DK?D= M?J> EKH JME =EE:I ;N7CFB; M; ADEM J>7]

IF;D:?D= ED 9>E9EB7J; DKCS8;H E< 9>EQEB7J; 87HI [ FH?9; E< 7 9>E9EB7J; 87H
7D:

IF;D:?D= ED :EMDBE7:| DKC8;H E<:EMDBE7:I [ FH?9; E< :EMDBET:

1>;D JEJ7B IF;D:?D= ?I ;N79JBO ;GK7B JE JEJ7B :?IFEI78B; ?D9EC; J>;D

DKC8;H E<9>E9EB7J; 87HI [ FH?9; E<7 9>E9EB7J; 87H DKC8;H E<:EMDBET7:I [
FH?9; E<:EMDBEY: :?IFEI78B; ?D9EC,;

.EEBA?J9J?ED  #D:?L.?:K7B ;C7D:

>; 8K:=;J B?D; B?1JI 7BB J>; =EE:| 7D: I;HL?9;1 J>7J 7H; 7<<EH:78B; =?L;D FH?9;l
7D: ?D9EC;assuming you spend all your income

>, 1?<<;H;D9; 8;IM;,D J>; :;<?D?J?EDI E< J>; 8K:=;J I;J 7D: bridget line 7l
J>7J J>;H; ?1 7D ?D;GK7B?JO ?D J>; 8K:=;J I;J 7D: 7D ;GK7B?JO ?D J>; 8K:=;J B?D;

JEJ7B IF;D:?D= :?IFEI78B; ?D9EC,

TH; 7<<EH:78B; =?L;D FH?9;I[7D:

?D9EC; 7IIKC?D= OEK IF;D:
7BB OEKH ?D9EC,;

#D:?L?:K7B ;9?1?ED '7A?D= "EM 3EK -F;D: 3EKH #D9EC,
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Figure 3.4

The bundles that are exactly affordable are budget line

JH?7D=B; 71 I>EMD2KH; .>; K:=.J&?D; 1>7J ?D<EHC7J?ED :E M; D;;: JE
:H7M J>; 8K:=;J B?D; #< M; ADEM 8EJ> FH?9;| 7D: J>; JEJ7B 7CEKDJ E< ?D9EC; J:
J>?1?19;HJ7?DBO ;DEK=> #D <79J M; D;;: EDBO JME F?;9;| E< ?D<EHC7J?ED DE
8;97KI; 87179 C7J>;C7J?9l J;BBI KI J>7J ?J ?| ;DEK=> JE ADEM JME FE?DJI ED 7 B?
ED9; M; >7L; JME FE?DJI M; 97D :H7M 7 B?D; #D FH79J?9; J>;;71?;1J M70 JE :H7N
8K:=;J B?D; ?I JE <?D: itercepts)J>; FE?DJI ED ;79> 7N?| .>;I; 9EHH;IFED: JE

>EM CK9> OEK 97D E8J77?D E< ;79> FHE:K9J ?< OEK 9EDIKC; E< J>; EJ>;H #< OF
:EDYJ 8KO 7DO 9>E9EB7J; 87HI OEK >7L; ;DEK=> ?D9EC; JE 8KO :EMDBET7:l #-
DKC8;H E<9>E9QEB7J; 87HI ?1 J>;D J>; 8K:=;J B?D; 8;9EC;I

DKCS8;H E< :EMDBET7:I [ FH?9; E< :EMDBE7: :?IFEI78B; ?D9EC,;

IE

#D:?L?:K7B ;9?1?ED '7A?D= "EM 3EK -F;D: 3EKH #D9EC,
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EJTQPJBDNNF

V' N ROMPB
© PRBER O QFDFEROMPBE

-?C?B7HBO 7<J>; DKC8;H E<:EMDBE7:I ?I

EJTQPJIJBONMRF
V' N PDP H
© PrES B o QEDFFBOPDPNBGF

-E M; >7L; JME FE?DJI ED J>; 8K:=;J B?D; 9>EQEB7J; 87HI 7D: :EMDBE7:I
7D: ‘EMDBE7:1 7D: 9>E9EB7J; 87HI

DEJ>;H M70 JE :;19H?8: J>; 8K:=;J B?D; ?1 JE MH?J; J>; :GK7J?ED E< J>; B?D; ?D J
E<?JI ?DJ;H9;FJ ED J>; L;HJ?97B 7N?l 7D: 281 IBRE; J>?| ;GK7J?ED =E 879A JE
J>: 8K:=:J B?D; 7D: :?L?:: 8EJ>1?::1 80 J>; FH?9; E< 7 :EMDBETY:

FEDFFGOPDP MBISF
OV N PRESP D P \UB B
QFDFBE ROMPBE

OVNCPFGBROMPB'E"‘JTQPJBDMNF
QFDFBEROMPBE

., THH7D=?D= M; =;J J>; ;GK7J?ED ?D J>; J;NJ

OVNP®PRBROMPBET
EJTQPJGDRIFREDEGDOPDP CBISE
QFDFEE RO MP EQ£DHEGROMPBE?VNGDHBPDPM

> 2DJ:HI:FJ ?I;I;S%S 29> 7DIM;HI J>; <EBBEM?D= GK;IJ?ED V"EM CTL

:EMDBET7:1 97D OEK E8J77?D ?< OEK 8KO DE 9>E9EB7J; W | M; >7L; 7BH;7:0 1;;D J
?D EKH ;N7CFB;

> IBEF; ?I

QFDHFFBOPDPNMB3F
QFDFEROMPBET

M>?9> 7DIM;HI J>; <EBBEM?D= GK;IJ?ED V1>7J ?1 J>; H7J; 7J M>?79> OEK 97D JH
‘EMDBETY:I1 <EH 9>E9EB7J; 87HI W #D EKH ;N7CFB; J>?1?1 Z #<OEK =7L; KF 9>E

#D:?L?:K7B ;9?1?ED '7A?D= "EM 3EK -F;D: 3EKH #D9EC,



>7FJ;H L;HO:70 ;9?17EDI

87H OEK M?BB >7L; 7D ;NJH7 J>; FH?9; E<7 9>E9EB7J; 87H M>79> 7BBEMI OE
CEH; :EMDBE7:I

> D;=7J?L; IBEF; E< J>; 8K:=;J B?D; 1701 J>7J JE =;J CEH; :EMDBE7:] OEK CKIJ
=?L; KF IEC; 9>E9EB7J; 87HI .egste< =;JJ?D= CEH; :EMDBET7:I ?1 J>7J OEK DE
BED=;H >7L; JepportunityJE 8KO 71 C7DO 9>E9EB7J; 87HI 'EH; =;D;H7BBO
;9EDEC?1J1 170 J>7J Jopportunity cost E< 7D 79J?ED ?1 M>7J OEK CKIJ =?L; KF JE
97HHO EKJ J>7J 79J?ED &?A;M?I1; JE =;J CEH; 9>E9EB7J; 87HI OEK CKIJ =?L; KF
:EMDBE7:l .>; EFFEHJKD?JO 9EIJ E< 8KO?D=7 9>E9EB7J; 87H ?1 J>7J OEK :E DE
J>7J J>; CED;O 7L7?B78B; JE FKH9>7I; :EMDBE7:l .>; ?:;7 E< EFFEHJKD?JO 9EIJ
F:HL7:;1 ;9EDEC?9I

3EK C70 M;BB >7L; >;7H: J>; <EBBEM?D= GKEJ7J?ED J>7J EH?=?D7J;: ?D ;9EDEC
V.>;H; ?I DE IK9> J>?D= 71 7 <H;; BKD9> W .>?I [J7J;C;DJ 97FJKH;I J>; ?DI?=>J J>7]
:L;HOJ>?D=>71 7D EFFEHJKD?JO 9EIJ ;L;D ?<?J ?I DEJ 7TBM70Il ESL?EKI M>E F7(
9EDEC?1JIY >78?J E< FE?DJ?D= EKJ J>?1 KDFB;717DJ JHKJ> ?1 ED; H;7IED J>7J
;9EDEC?9I1 ?1 B78;B;: VJ>; :?IC7B 19?;DBMEK=> ;9EDEC?IJI C70 :?IB?A; J>7?I
9>7H79J;H?P7J?ED E< J>;?H FHE<;II?ED J>;0 97D J7A; FH?:; ?D ?2JI EH?=?D .>;J
9E?D;: 80 .>EC7I 7HBOB; 78EKJ O;7HI 7=E ?D J>; 9EDJ;NJ E< 7 :;87J; 78EKJ H7
7D: IB7L;HO 7HBOB; 9H?J?9?P;: <7CEKI ;9EDEC?1JI E< J>; J?C; IK9> 71 $E>D -JK’
'"?BB 7D: :7C -C?J> M>E 7H=K;: J>7J IEC; D7J?EDI M;H; H?9>;H J>7D EJ>;HI DEJ
8;97KIl; E< ?DD7J; :?<<;H;D9;l 79HEII H79;1 8KJ 8;97KI; E< ;9EDEC?9 7D: >?1JEH?97|
<79JEHI .>:I; ;9EDEC?1JI 7TH=K;: <EH J>; ;:GK7B?JO E< F;EFB; 7D: IKFFEHJ;: J>;
<H:;:EC E< IB7L;l

1;17?: J>7J 7 =E7B E< J>?1 9>7FJ;H ?| JE >;BF OEK C7A; =EE: :;9?I?EDI )D;
?D=H;:?;:DJ E< =EE: :;9?I?ED C7A?D=?1 JE KD:;HIJ7D: J>; JH7:; E<<I| J>7J OEK <79;
H; OEK J>?DA?D=E<8KO?D=7D;M CE87B; F>ED; .>; 9EIJ E<J>7J F>ED; ?I1 8;l
J>EK=>J E< DEJ 71 7 IKC E< CED;O 8KJ 71 J>; EJ>;H =EE:I EH [;HL?9;l J>7J OEK 9E
>7L; 8EK=>J M?J> J>7J 1EKB: OEK H7J>;H >7L; D;M IED=I <EH OEKH ;N?1J?D
F>ED; ?DI1J;7: )H MEKB: OEK FH;<;H JH?FI JE J>; CEL?;l ?9; 9H;7C 9ED;l EH

MEHJ> E< =7] <EH OEKH 97H H7C?D=:;9?1?EDI ?D J>?I M70 97D >;BF OEK C7
8;JJ;H 9>E?9;|

Your Preferences

3EKH 9>E?9;I H;<B;9J JME <79JEHI )D; ?1 M>7J OEK 97D 7<<EH: .>; 8K:=;J I;,J 7D: .
8K:=;J B?D; 7H; 7 M70 E< :;I19H?8?D= J>; 9EC8?D7J?EDI E< =EE:I 7D: I;HL?9;| OEK
7<<EH: .>; I;9ED: <79JEH ?1 M>7J OEK B?A; EHUJE KI; J>; KIK7B ;9EDEC?9
J;HCUOEKgpteferences

1>7J OEK CKIJ =?L; KF JE 97HHO

EKJ 7D 793?ED

#D:?L?:K7B ;9?I?ED '7TA?D= "EM 3EK -F;D: 3EKH #D9EC,;
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9EDEC?1JI :EDYJ FH;J;D: JE ADEM M>7J C7A;l ;L;HOED; >7FFO #D EKH HEB; 71

;9EDEC?1JI M; F711 DE @K:=C;DJ ED ?D:?L?:K7B J713;1 3EKH CKI?9 :EMDBET7:| C?-

8; IKIJ7L '"7>B;H H9J?9 'EDA;Ol C?D;C EH 7HHO '7D?BEM KJ M; J>?DA ?J ?I

H;7IED78B; JE 7IIKC; J>H;; J>?D=I 78EKJ J>; FH;<;H;D9;l J>7J KD:;HB?; OEKH 9>E?
CEH; ?18;J3;H OEK97D 9>EEI; 7D: OEKH 9>E?9;l 7H; 9EDI?1J;DJ

More |Is Better

9EDEC?1JI J>?DA J>7J OEK 7H; D;L;H 17J?I<?;: (E C7JJ;H >EM CK9> OEK 9EDIKC;
OEK MEKB: 7BM70I B?A; JE >7L; CEH; E<IEC;J>?D= DEJ>;H M70 E< |70?D= J>?|
;L;HO =EE: ?1 ?D:;;: V=EE:W >7L?D= CEH; E<|EC;J>?D= M?BB D;L;H C7A; OEK B;ll
>7FFO .>?1 7IIKCFJ?ED 701 DEJ>?D= CEH; J>7D F;EFB; :EDYJ KIK7BBO J>HEM J:
?D9EC; 7TM70 L;D ?BB!7J;1 ?I DEJ ?D J>, >78?J E< 8KHD?D= CED;O

V'EH; ?1 8;JJ;HW F;HC?JI KI JE <E9KI ED J>; 8K:=;J B?D; H7J>;H J>7D J>; 8K:=;J I;J
#D?=KH; >; Ki=J-J OEK M?BB DEJ 9>EEI; JE 9EDIKC; 7J 7 FE?DJ ?DI?:; J>
JH?7D=B; E< J>; 8K:=;J I;J #DIJ;7: OEK M7DJ JE 8; ED J>; ;:=; E< J>; JH?7D=B;UJ>’
?1 ED J>; 8K:=;J B?D; ?JI;B< )J>;HM?I; OEK MEKB: 8; J>HEM?D= CED;O 7M70 #J
7BBEMI KI JE H7DA |IEC; E< J>; :?<<;H;DJ 8KD7BB;?D -F;D:?D=ED 'KI?9

EMDBE7:1 7D: >E9EB7J; 7HI EH ;N7CFB; M; FH;:?9J OEK MEKB: FH;<;H JE >7L;
8KD:B; H7J>;H J>7D 8KD:B; 8:97Kl; ?J >71J>; 17C; DKC8;H E< 9>E9EB7J; 87HI 7D
CEH; :EMDBE7:I &?A;M?1; M; FH;:?9J OEK MEKB: FH;<;H 8KD:B; JE 8KD:B;
8KD:B; >71J>;17C; DKC8;H E<:EMDBE7:I 71 8KD:B; 8KJ CEH; 9>E9EB7J; 87HlI

O J>; M70 M; 7H; DEJ ?DI?13?D= J>7J OE&CHB J>;|; 9>E9EB7J; 87HI 3EK 7H;
7BM70Il 7BBEM;: JE =?L; 7TM70 EH J>HEM 7M70 7D0OJ>?D= OEK :EDYJ M7DJ GK’
?:7J3>7J CEH; ?18:JJ;H :E;I DEJ C;7D J>7J OEK C?=>J DEJ 8; I17J;: M?J> ED;
F7HJ?9KB7H =EE: #J ?1 FEII?8B; J>7J ED; CEH; 9>E9EB7J; 87TH MEKB: C7A; OEK L
>7FF?;H J>7D 8;<EH; 9EDEC?IJI C;H;BO 8;B?;L; J>7J J>;H; ?IstBM#tig>7J

OEK MEKB: B?A; JE >7L; CEH; E<

V'EH; ?1 8;JJ;HW :E;hotC;7D J>7J OEK D;9;1I7H?BO FH;<;H 7 8KD:B; J>7J 9EIJI CEH
&EEA 7J 8KD:B;l 7D: KD:B; 9EDJ7?DI :EMDBE7:17D: 9>E9EB7J; 87HI ?J
9ELJI KD:B; M>?9>9EDJ7?DI :EMDBE7:17D: 9>E9EB7J; 87HI 9EIJI

3;J IEC;ED; M>E BEL;| 9>E9EB7J; 87HI 7D: >71 DE ?DJ;H;1J ?D CKI?9 MEKB:
FH;<;H 8KD:B; ;L;D J>EK=>?JI C7THA;J L7BK; ?I B;ll

You Can Choose

9EDEC?1JI IKFFEI; J>7J OEK 97D 7BM70I C7A; J>; 9ECF7H?IED 8;JM;;D 7DO JME
8KD:B;l E<=EE:I 7D: I;HL?9;l #< OEK 7H; FH;I;DJ;: M?J> JME 8KD:B;IU97BB J>;C

#D:?L?:K7B ;9?I?ED '7TA?D= "EM 3EK -F;D: 3EKH #D9EC,;
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7D: UJ>;D J>; 7IIKCFJ?ED J>7J VOEK 97D 9>EEI;W 1701 J>7J ED; E< J>, <EBBEM?!
JHK;

Q3EKFH;<;H JE
Q3EK FH;<;H JE
Q 3EK 7H; ;GK7BBO >7FFO M?J>;2J>H EH

&EEA 879A 7BB; _ -F;D:?D=ED 'KI?9 EMDBE7:1 7D: >E9EB7J; 7HI .>;
7TINIKCFJ?ED J>7J VOEK 97D 9>EEI;W 1701 J>7J ?< OEK M;H; FH;I;DJ;: M?J> 7DO F7
8KD:B;| OEK MEKB: 8; 78B; JE ?D:?97J; M>?9> ED; OEK B?A;: 8;JJ;H EH J>7J OEK
J>;C 8EJ> ;GK7BBO CK9> .>?| 7IIKCFJ?ED 1701 J>7J OEK 7H; D;L;H F7TH7BOP;: 8C
?D:;;9?1?ED

V'EH; ?1 8;JJ;HW 7BBEMI KI JE :H7M IEC; 9ED9BKI?EDI 78EKJ J>; 9>E?9;| OEK MEF
C7A; #<M; =7L; OEK 7 9>E?9; 8;JM;;D 8KD:B; 7D: 8KD:B; <EH ;N7CFB; M; ADEM
OEK M?BB 9>EEI; 8KD:B; KJM>7J7?< |70 M; FH;I;DJ;: OEK M?J>8KD:B; 7D:
8KD:B; KD:B; >7I CEH; :EMDBE7:I 8KJ8KD:B; >7I1 CEH; 9>E9EB7J; 87HI

V3EK 97D 9>EEI;W I701 J>7J ;L;D J>EK=> M; C70 DEWADEBKD:B; OEK MEKB:
9>EEl; OEK 7H; 97F78B; E< C7A?D= KF OEKH C?D:

Your Choices Are Consistent

?D7BBO ;9EDEC?1JI IKFFEI; J>7J OEKH FH;<;H;D9;l B;7: OEK JE 8;>7L; 9EDI?13;D.
71;:ED .78B; -F;D:?D=ED 'KI?9 EMDBE7:1 7D: >E9EB7J; 7HI IKFFEI,

OEK H;FEHJ;: J>; <EBBEM?D= FH;<;H;D9;l 79HEII 9EC8?D7J?EDI E< :EMDBE7:l1 7D
9>E9EB7J; 87HI

Q 3EK FH;<;H 8KD:B; JE
Q 3EK FH;<;H 8KD:B; JE
Q 3EK FH;<;H 8KD:B; JE

79> 9>E?9; J7A;D ?D:?L?:K7BBO C?=>J C7A; I:DI; 8KJ 7BB J>H;; J7TA:D JE=;J>H 7
DEJ 9EDI?1J;DJ .>;0 7H; 9EDJH7:?9JEHO #< OEK FH;<;H 8KD:B; JE 8KD:B; 7D:(
FH;<;H 8KD:B; JE 8KD:B; J>;D 7 9ECCED I;DI; ?DJ;HFH;J7J?ED E< J>; MEH:
VFH;<;HW C;7DI J>7J OEK I>EKB: FH;<;H 8KD:B; JE 8KD:B;

EDI?1J;D90 C;7DI1 J>7J OEKH FH:;<;H;D9;1 CKIJ DEJ 8; 9EDJH7:?9JEHO ?D J>?1 M7(
7DEJ>H M70 ?< OEKH FH;<;H;D9;l1 7H; 9EDI?1J;DJ 7D: O;J OEK C7:; J>;I; J>H;;
9>E?9:|1 J>:D 7J B;71J ED; E< J>;l; 9>E?9:;I CKIJ >7L; 8;;D 7 C?1J7A;U7 87:

59?1?ED 3EK MEKB: >7L; 8;;:D >7FF?;H >7: OEK C7:; 7 :?<<;H;DJ 9>E?9;

#D:?L?:K7B ;9?1?ED '7A?D= "EM 3EK -F;D: 3EKH #D9EC,
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Your Choice

1; >7L; DEM BEEA;: 7J OEKH EFFEHJKD?J?;l 71 IKCC7H?P;: 80 J>; 8K:=;J I;J 7D:
7BIE OEKH FH;<;H;D9;I O 9EC8?D?D= EFFEHJKD?J?;1 7D: FH;<;H;D9;l M; E8J7?D
'9EDEC?9 7FFHE79> JE ?D:?L?:K7B :;9?1?ED C7A?D= 9EDEC?IJI C7A; 7
IJH7?=>J<EHM7H: 7IIKCFJ?ED J>;0O IKFFEI; OEK BEEA 7J J>; 8KD:B;| E< =EE:I 7D:
I:HL?9:1 OEK 97D 7<<EH: 7D: 9>EEIl; J>; ED; J>7J C7A;| OEK >7FF?:1J #<J>; 9B7?C
M; C7:; 78EKJ OEKH FH;<;H;D9;l 7H; JHK; J>;D OEK M?BB 8; 78B; JE <?D: 7 V8;|JW
8KD:B; E<=EE:I 7D: I;HL?9;I 7D: J>?1 8KD:B; M?BB B?; ED J>; 8K:=;J B?D; 1; ADEM
J>?18;97Kl; OEK 97D 9ECF7H; 7DO JME FE?DJI 7D: OEKH FH;<;H;D9;l M?BB D
B;7: OEK JE =E 7HEKD: ?D 9?H9B;l

Figure 3.5Choosing a Preferred Point on the Budget Line

An individualOs preferred point reflects opportunities, as given by the budget line, and preferences. The prefe
point will lie on the budget line, not inside, because of the assumption that more is better.

#D ?=KH; >EEI?D=7 *H;<;HH;: *E?DJ ED J>; K:=:J &?DNl; ?D:?97J; 7D
:N7CFB; E< 7D ?D:?L?:K7BYI| FH;<;HH:;: FE?DJ .>; FH;<;HH;: FE?DJ ?1 ED J>; 8K:=;J
B?D; 7D:U80 :;:<?D?J?EDU?| J>; 8;1J 9EC8?D7J?ED <EH J>; ?D:?L?:K7B J>7J 97D 8

#D:?L?:K7B ;9?I?ED '7TA?D= "EM 3EK -F;D: 3EKH #D9EC,;
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>; 78?B?JO E< ?D:?L?:K7BI J
:L7BK7J; J>; EFFEHJIKD?J?;1 J
J>:0<79; 7D: 9>EEIl; 7CED=
J>C?D7M70 J>7J I;HL;1 J>;7
EMD 8;1J ?DJ;H;1JI

\

H

?D J>; 8K:=J 1.3 JJ>; FH;<;HH;: FE?DJ J>; ?D:?L?:K7B 97DDEJ 8; 8;JJ;H E<< 80
9EDIKC?D= 7DO EJaftdrdabl8KD:B; E< =EE:| 7D: [;HL?9;]

>:H; ?1 ED; J;9>D?97B :;J7?B J>7J M; I>EKB: 7:: #J ?I FEII?8B; J>7J 7D ?D:?L?:K7B
C?=>J>7L; CEH; J>7D ED; FH;<;HH;: FE?DJ .>;H; 9EKB: 8; JME EH CEH,;
9EC8?D7J?EDI ED J>; 8K:=;J B?D; J>7J C7A; 7D ?D:?L?:K7B ;GK7BBO >7FFO .E A;
I?CFB; ;9EDEC?1JI KIK7BBO IKFFEI; J>7J J>;H; ?1 EDBO 7 |?D=B; FH;<;HH;: FE?DJ
DEJ>?D= ?CFEHJ7DJ >?D=;| ED J>?I

Rationality

9EDEC?1JI JOF?97BBO 7lttnality E<:;9?1?ED C7A;HI M>?9> C;7DI J>7J
F:EFB; 97D :E J>; <EBBEM?D=

Q ;L7BK7J; J>; EFFEHIKD?J?;1 J>7J J>;0 <79;
Q 9>EEI; 7CED= J>EIl; EFFEHJIKD?J?;| ?D 7 M70 J>7J I;HL;l J>;?H EMD 8;l.
?DJ;H; 1l

#1 J>?1 7 =EE: 7IIKCFJ?ED H; F,EFB; H;7BBO 71 H7J?ED7B 71 ;9EDEC?IJI B?A; JE J
J>:0 7H; 1; MEKB: B?A; JE ADEM ?< F,EFB;YI| FH;<;H;D9;l :E 17J?I<O J>; 7IIKCFJ?E
J>7J M; >7L; C7:; 7D: ?< F;EFB: 8:>7L; ?D 7 9EDI?1J;:DJ M70 #< M; 9EKB: >EEA
IEC:ED; KF JE 7 C79>?D; 7D: C;7IKH; >?1 EH >;H FH;<;H;D9;l J>:D M; 9EKB:
;L7BK7J; EKH 7IIKCFJ?EDI :?H;9JBO ;IF?J; 7:L7D9;l ?D D;KHE8?EBE=0 EKH [I97?;C
KD:;HIJ7D:?D=>71 DEJ H;79>;: J3>7J FE?DJ 1;I;; M>7J F,EFB; :E DEJ J>;
FH;<;H;D9;1 J>7J B?; 8;>?D: J>;I; 9>E?9;| .>;H;<EH; ED; M70 JE ;L7BK7J; J>;
‘OEDEC?9 7FFHE79> ?| JE BEEA 7J J>; 9>E?9:| F;EFB; C7A; 7D: I;; ?< J>;0 7TH;
9EDI?1J;DJ M?J> EKH 7IIKCFJ?EDI

#C7="?D; OEK >7L; 7D ?D:?L?:K7BYI:7J7 ED :EMDBE7: 7D: 9>E9EB7J; 87H 9EDIKCI
EL;H C7DO CEDJ>l BIE IKFFEI; OEK ADEM J>; FH?9;| E<:EMDBE7:1 7D: 9>E9EB7
87HI ;79> CEDJ> 7D: J>; ?D:?L?:K7BYI CEDJ>BO ?D9EC; .>?I MEKB: =?L; OEK ;DE|
?D<EHC7J?ED JE 9EDIJHK9J J>; ?D:?L?:K7BYI 8K:=;J I;1J1 ;79> CEDJ> 7D: BEEA <E
8;>7L7?EH J>7J ?1 ?D9EDI?1J;DJ M?J> EKH 7IIKCFJ?EDI -K9> ?D9EDI?1J;D90 9EKB
1?<<;H;DJ <EHCI

Q ->; C?=>J 8KO 7 8KD:B; E< =EE:I ?DI?:; J>; 8K:=;J B?D; 7D: J>HEM 7M7C
J>; H;C7?D?D= ?D9EC;
Q#D ED; CEDJ> I>; C?=>J >7L; 9>EI;D 7 8KD:B; E< =EE:IU97BB ?J 8KD:B;

7] U?D FH:<;H;:D9; JE 7DEJ>:H 7<<EH:78B; 8KD:B;U97BB ?J 8KD:B; 3;J °

7DEJ>;H CEDJ> J>7J17C; ?D:?L?:K7B C?=>J >7L; 9>EI;D 8KD:B;
M>:D I>; 9EKB: 7BIE >7L; 7<<EH:;: 8KD:B;

#D:?L?:K7B ;9?I?ED '7TA?D= "EM 3EK -F;D: 3EKH #D9EC,;
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> <?HIJ EFJ?ED ?I ?D9EDI?13;DJ M?J> EKH ?:;7 J>7J VCEH; ?1 8;JJ;HW | <EH J>;
I;9ED: EFJ?ED ?J ?1 =;D;H7BBO ?D9EDI?1J;DJ JE FH;<;H 8KD:B; EL;H 8KD:B; 7JE
J?C; O;J FH;<;H 8KD:B; EL;H 8KD:B; 7J7:?<<;H;DJ J?C; #Jt&ldegshrily
?D9EDI?1J;DJ >EM;L;H .>; ?D:?L?:K7B C?=>] 8; ?D:?<<;H;DJ 8;JM;;D 8KD:B;| 7D:

IE I>; :E;IDYJ 97H; M>?9> 8KD:B; I>; 9EDIKC;| )H >;H FH;<;H;D9;l C?=>J 9>7D=;
<HEC ED; CEDJ> JE J>; D;NJ

Inconsistent Choices

9EDEC?1JI 7H; DEJ J>; EDBO IE9?7B 19?;DJ?1JI M>E |JK:O >EM M; C7A; 9>E?9;l
*|O9>EBE="?1JI 7BIE 1JK:O :;9?1?ED C7A?D= 7BJ>EK=> J>;?H <E9KI ?I :?<<;H;DJ 8;¢
J>;0 F70 CEH; 7JJ;DJ?ED JE J>; FHES;II;1 J>7J B?; 8;>?D: EKH 9>E?9;| .>; ;;9?I1?ED
C7A?D= FHE9;ll 3>7J M; >7L; :;1I9H?8;: ?D M>?9> OEK ;L7BK7J; ;79> FEII?8B; EFJ?E
7L7?B78B; JE OEK 97D 8; 9E=D?J?L;BO J7N?D= *I09>EBE="?1JI 7D: ;9EDEC?IJI >7
7TH=K;: J>7J M; J>;H;<EH; E<J;D KI; I?CFB;H HKB;I E< J>KC8 M>;:D M; C7A; :;9?1?ED
>:1: HKB;l E< J>KC8 MEHA M:;BB CEIJ E< J>; J?C; 8KJIEC;J?C:1J>;0 B;7: JE 8?71l
7D: ?D9EDI?1J;DJ 9>E?9;| .>?1 BEEA ?I 78EKJ ;9EDEC?9| DEJ FIO9>EBE=0 IE M; M
DEJ :?19Kll J>;l; ?:;71 ?D JEE CK9> :;J7?B (;L;HJ>;B;ll ?J ?| MEHJ> ADEM?D=
IEC;J>?D= 78EKJ >EM EKH :;9?1?ED C7A?D= C?=>J =E 7TMHO

)D E9Q97I1?ED M; C7A; 9>E?9;1 J>7J 7H; 7FF7H;DJBO ?D9EDI?13;DJ ";H; 7H; IEC,
;N7CFB;l

The endowment effect. #C7=7?D; OEK M?D 7 FH?P; ?D 7 9EDJ;1J 7D: >7L; JME
19;D7H?EI JE 9EDI?:;H

> FH?P; ?17 J?9A,J JE 7 C7T@EH IFEHJ?D= ;L;DJ J7A?D= FB79; ?D OEl
JEMD <J;H BEEA?D=ED; 70 OEK:?I9EL;H J>7J ;GK?L7B;DJ J?9A,;JI 1
8,?D= 8EK=>J 7D: IEB: <EH

> FH?P; ?1 971>

,/J?ED7B :;9?1?ED C7A;HI MEKB: JH;7J J>;I; IME 1?JK7J?EDI 71 ;11;DJ?7BBO ?:;DJ?¢
OEK =;J J>; J?9A;J OEK 97D I;BB ?J ED ; 70 <EH ?<OEK=J 97> OEK97D 8
7J?9AJED ; 70 3;J C7DO F;EFB; 8;>7L,; :?<<;H;DJBO ?D J>; JME 1?JK7J?EDI #<J:
=;J J>; J?9A;J J>;0 :E DEJ ;BB ?J 8KJ ?<J>;0 =;J J>; 971> J>;0 :E DEJ 8KO J>; J?¢
FF7H;DJBO M; E<J;D <;;B :?<<;H;DJBO 78EKJ =EE:| J>7J M; 79JK7BBO >7L; ?D EK
FEILII?ED 9ECF7H;: JE =EE:1 J>7J M; 9EKB: 9>EEI; JE FKH9>71,

Mental states. 1; C70 8; ?D 7 :?<<:H:DJ C;:DJ7B 1J7J; M>:D M; 8KO 7 =EE: <HEC
M>:D M; 9EDIKC; ?J #< OEK 7H; >KD=HO M>;D OEK =E =HE9;HO I>EFF?D= J>;D C
C70 8KO JEE CK9> <EE: 1>;D M; 8KO IEC;J>?D= M; >7L; JE FH;:?9J >EM M; M?BB

#D:?L?:K7B ;9?I?ED '7TA?D= "EM 3EK -F;D: 3EKH #D9EC,;
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<;;B?D= M>;D M; 9EDIKC; ?J 7D: M; 7H; DEJ 7BM70I L;HO =EE: 7J C7A?D= J>I;
FH;:?9J?EDI .>KI EKH FKH9>71;1 C70 8; :?<<;H;DJ :;F;D:?D=ED EKH 137J; E< C?D:
L:D ?< FH?9;l 7D: ?D9EC;| 7H; J>; I7C;

Anchoring. 0;HO E<J;D M>;D OEK =E JE 7 IJEH; OEK M?BB I;; J>7J =EE:I 7H;
7:L;HJ?I;: 71 VED I7B;W EH VH;:K9;: <HECW IEC; FH?9; )KH J>;EHO IK==;1J1 J>7J
F:EFB; I?CFBO BEEA 7J 9KHH;DJ FH?9;l 7D: J>;?H 9KHH;DJ ?D9EC; M>;D :;9?:?D=
JE 8KO ?D M>?9> 971; J>;0 I>EKB:DXJ 97H; ?< J>; =EE: KI;: JEI;)BB 7J 7 >?=>;H FH
H;7B?JO J>; VH;=KB7H FH?9;W I;HL;l 71 7D 7D9>EH <EH EKH @K:=C;DJI >?=>;H
J;D:I JE ?D9H;71; EKH 7I;11C;DJ E< >EM CK9> J>; =EE: ?I MEHJ> JE KI .>KI M; C70
C7A; ?D9EDI?13;DJ 9>E?9:1 8;97KI; M; IEC;J?C;I KI; :?<<:H;DJ 7D9>EHI

"EM I>EKB: M; ?DJ;HFH;J J>; ;L?:;D9; J>7J F;EFB; 7H;UIEC;J?C;l 7J B;71IJUDEJ

GK?J; 71H7J?ED7B 71 ;9EDEC?9I KIK7BBO IKFFEI;l ->EKB: M; =?L; KF 7D: =E >EC,;
(EJ 73 7BB -K9> <?D:?D=l :;;F;D EKH KD:;HIJ7D:?D= E< ;9EDEC?9 8;>7L?EH 8KJ J:
7H; C7DO H;7IEDI M>0 ?J ?1 L?J7B JE KD:;HIJ7D: J>; 8;>7L?EH E< H7J?ED7B ?D:?l

9EDEC?9I >;BFI KI C7A; 8;JJ;H :;9?I?EDI .>; CELReist>7I
?7BE=K; J>7J IKCI KF J>?| ?:;7

D. A.

. 3EKYH; 7 FH;JJO IC7HJ <;BB7
Freccia:
Joe

> DEJJ>7J IC7HJ

Moore:
D. A.

. 4#<5 OEKYH; DEJ J>7J IC7THJ >EMY: OEK <?=KH; ?J EKJ
Freccia:
Joe # JH?;: JE ?C7=?D; 7 <;BB7 IC7THJ;H J>7D COI:B >D#
Moore: |JH?;: JE J>?DA VM>7J MEKB: >, .EW

'EIJ E<KI 7H; VDEJ J>7J IC7THIW J>7J ?I M; 7H; DEJ IC7HJ ;DEK=> JE
J;HC?D; M>7J J>; H7J?ED7B J>?D= JE :E ?I ?D 7BB 9?H9KCIJ7D9;l
%DEM?D= M>7J IEC;ED; IC7HJ;H MEKB: :E 97D 8; L;HO KI;<KB
?D:;;. .>; GKEJ; 9EC;I <HEC J>; #DJ;HD;J 'EL?; 7J787I;
>JJF MMM ?C:8 9EC 1; <?HIJ B;7HD;: E<J>; 19;D; <HEC (7B;8K<<
7D:# OH;l Why Not?EIJED "7HL7H: KI?D;ll -9>EEB *H;ll

KHJ>H ?< M; KD:;HIJ7D: J>; 8?71;1 7D: C?137A;1 JE M>?9> M; 7H;
7BB FHED; J>;D M; 97D :E 7 8;JJ;H @E8 E< H;9E=D?P?D= J>;C ?D EKH
7D: 7:@KIJ?D= EKH 8;>7L?EH 799EH:?D=BO

,7/J?ED7B?JO ?CFEIl;l 7 =H;7J :;7B E< :?19?FB?D; ED EKH J>?DA?D="7I
;OEDEC?1JI #< M, IKFFEI; J>7J F,EFB; 7H; ?HH7J?ED7B J>;D 7DOJ>?D:

#D:?L?:K7B ;9?I?ED '7TA?D= "EM 3EK -F;D: 3EKH #D9EC,;
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FEIN?8B; 8;JJ;H 7TFFHE79> ?1 JE IJ7HJ M?J> H7J?ED7B 8;>7L7?EH 7D: J
I;; ?2< J>; 8?271;1 J>7J FIO9>EBE="?1JI 7D: ;9EDEC?1JI >7L; ?:;DJ?<?;: TH;
B?A;BO JE 7BJ;H EKH 9ED9BKI?EDI ?D 7 CT@EH M70

9EDEC?9I >71 7 =EE: JH79A H;9EH: E< FH;:?9J?ED ?D C7DO [;JJ?D=I
E<J>;J?C; ;L:D ?<DEJ 7BB J>; J?C; J>; ?::7 J>7J F.EFB; 8;>7L;
H7J?ED7BBO I;;Cl CEH; H?=>J J>7D MHED=

More Complicated Preferences

*EFB; C70 8; H7J?ED7B O;J >7L; CEH; 9ECFB?97J;: FH;<;H;D9;1 J>7D M, >7L,;
9EDI?:;H;:

Fairness. *;EFB; IEC;J?C;| 97H; 78EKJ <7?HD;ll 7D: IE C70 H;<Kl; JE 8KO IEC;J>?D=
8:97KI; J>; FH?9; I;;:CI KD<7?H JE J>;C #D ED; <7CEKI ;N7CFB; F.EFB; M;H; 71A;:
JE ?C7=7?D; J>7J J>,0 7H; ED J>; 8;79> 7D: J>7J 7 <H?;D: E<<;HI JE 8KO 7 9EB: :H?|
J>:?H 8;>7Bx% ,?9>7H: .>7B;H V';DJ7B 99EKDJ?D=7D: EDIKC;H >E?9;
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3.2 Individual Demand

LEARNING OBJECTIVES
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=EE:I
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Individual Demand for a Good
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9>E9EB7J; 87HI #< OEK B?A; OEK 97D J>?DA E< :EMDBE?7:I 71 H;FH;I;DJ?D= 7BB
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Changes in Income

Figure 3.6An Increase in Income

An increase in income shifts the budget line outward.
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J>; 8K:=;J B?D; ?I KD9>7D=;: 8;97KIl; J>;H; ?| DE 9>7D=; ?D J>; FH?9; E< 7 9>E9EBY.
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7CEKDJ 71 8;<EH; 1; C?=>JJ>?DA J>7J J>; CEH; DEHC7B 971; ?1 J>7J >?=>;H ?D9E

MEKB: B;7: JE >?=>;H 9>E9EB7J; 87H 9EDIKCFJ?ED #< 7 =EE: >71 7 FHEF;HJO J>7

M?BB 9EDIKC; CEH; E< ?J M>;D OEK >7L; >?=>;H ?D9EC; M@ntBgdod
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Figure 3.7The Consequences of an Increase in Income

In response to an increase in income, two things are possible: the consumption of chocolate bars may increas
decrease (b).

/D:;H IEC; 9?H9KCIJ7D9;l >?=>;H ?D9EC,; B;7:lldver9EDIKCFJ?ED EH
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Changes in Price
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Figure 3.8A Decrease in the Price of a Chocolate Bar

A decrease in the price of a chocolate bar causes the budgeaten@hie result is an increase in the quantity of
chocolate bars consumed.
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?D9EC; B;<J EL;H JE 8KO CEH;

71;: ED J>; ?:;7 E<J>; B7TM E< :;;C7D: M; 97D 9EDIJHK9J @idiktitlual demand

curve <EH 9>E9EB7J; 87HI 1;:EIE 80 :H7M?D=J>; 8K:=;J I;J <EH ;79> :?<<;H;DJ
FH?9; E< 7 9>E9EB7J; 87H I;;?D=>EM CK9> OEK 8KO 7D: J>;D FBEJJ?D=J>?1:7J
:N7CFB; M; C?=>J<?D: J>7J OEKH FKH9>7I;| E< 9>E9EB7J; 87HI BEEA B?A; J>EI;
.78B; :.C7D: <EH >E9EB7J; 7HI #<M; FBEJ J>;l; FE?DJI ED 7 =H7F> 7D: J>;D
V<?BB ?D J>; =7TFIW M; =3 7 :?7=H7Z=RBRA; .>; :C7D: KHL; >?1 ?1 OEKH
::C7D: 9KHL; <EH 9>E9EB7J; 87HI #J J;BBI >EM C7DO 9>E9EB7J; 87HI OEK MEKB:
FKH9>71; 7J 7DO =?L;D FH?9; .>; B7TM E< :;C7D: C;7DI J>7J M; ;NF;9J J>?1 9KHL; JE
IBEF; :EMDM7H: #< J>; FH?9; ?D9H;7l;| OEK 9EDIKC; B;ll #<J>; FH?9; :;9H;7I;| OE
9EDIKC; CEH;

.78B; ;C7D: <EH >E9EB7J; 7HI

Price per Bar ($) | Quantity of Chocolate Bars Bought

#D:?L?:K7B ;C7D:



>7FJ;H L;HO:70 ;9?17EDI

#D:?L?:K7B ;C7D:

Figure 3.9

Table 3.2 "Demand for Chocolate ®entsiins an example of some observations on demand. At different prices
from $1 to $6, we see the number of chocolate bars purchased. If we fill in the gaps, we obtain a demand cun

.EEBA?J9J?ED  #D:?L?:K7B ;C7D:

.>; individual demand cur®é:H7MD ED 7 :?7=H7C M?J> J>; FH?9; E< 7 =EE: ED
J>; L;HJ?97B 7N?I 7D: J>; GK7DJ?JO :;C7D:;: ED J>; >EH?PEDJ7B 7N?I #J ?1 :H7N\
<EH 7 =?L;D B;L;B E< ?D9EC;

1; CKIJ 8; 97H;<KB JE :?1J?D=K?I> 8;JM;;D CEL;C;DJI 7TBED= J>; :;C7D: 9KHL; 7D:
I>?7<JI ?D J>; ;;C7D: 9KHL; -KFFEI; J>;H; ?1 7 9>7D=; ?D J>; FH?9; E< 7 9>E9EB7J;
87H >:D 71 M; :NFB7?D;: ;7HB?;H J>; 8K:=;J B?D; I>?<Jl 7D: J>; GK7DJ?JO
5, C7D:;: E<8EJ>9>E9EB7J; 87HI 7D: :EMDBE7:I M?BB 9>7D=; .>?| 7TFFZEHKID

> :C7D: KHL; 71 7 movement along the demand cuBté ;N7CFB; ?7< J>;

FH?9; E<7 9>E9EB7J; 87H :;9H;71; <HEC JE J>;D .78BH) :C7D: <EH
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>E9EB7J; 7HI J>; GK7DJ?JO ;;C7D:;: ?D9H;71;l <HEC J>H;; 87HI JE <EKH 87HI .>;
5 C7D: 9KHL; :E;I DEJ 9>7D=; M; I?CFBO CEL; <HEC ED; FE?DJ ED J>; B?D; JE
7DEJ>:H

#< 7 9>7D=; ?D 7D0OJ>?D= EJ>;H J>7D J>; FH?9; E< 7 9>E9QEB7J; 87H 97KI;| OEK JE
OEKH 9EDIKCFJ?ED E< 9>E9EB7J; 87HI J>;D 3hijfdjkiTe demand curvEH

;N7CFB,; IKFFEI, OEK =07 F7TO H7?1; 7J OEKH @E8 IE OEK >7L; CEH; ?D9EC; 1B
71 9>E9EB7J; 87HI 7H; 7 DEHC7B =EE: J>?1 ?D9H;71; ?D ?D9EC; M?BB 97KI; OEKH
;;C7D: 9KHL; <EH 9>E9EB7J; 87HI JE 1>?<J EKIM7H: .>?1 C;7DI J>7J 7J 7DO =?L;D
FH?9; OEK M?BB 8KO CEH; E< J>; =EE: M>;D ?D9EC; ?D9H;7I;| #D J>; 971; E< 7D
?D<;H?EH =EE: 7D ?D9H;71; ?D ?D9EC; M?BB 97KI; J>; :;C7D: 9KHL,; JE 1>?7<J ?DM3
3EK M?BB 8KO B;ll E< J>; =EE: M>;D ?D9EC; ?D9H;7I;| 1; ?BBKIJH7J; J>;1; IME 97I;
?D?=KH; ->?<J1 ?D J>; ;C7D: KHL; (EHC7B 7D: #D<;H?EH !EE:I

Figure 3.1G5hifts in the Demand Curve: Normal and Inferior Goods

Price of Price of
chocolate chocolate

4 4

Number of Number of
chocolate bars chocolate bars

(a) (b)

(a) If income increases and chocolate bars are a normal good, then the individual demand curve will shift to tr
right. At every price, a greater quantity of chocolate bars is demanded. (b) If income increases and chocolate
are inferior goods, then the individual demand curve will shift to the left. In the event of a decrease in income,
two cases are reversed.

Exceptions to the Law of Demand

>, B7TM E< :;;C7D: ?1 >?=>B0O ?DJK?J?L; 7D: ?I IKFFEHJ;: 80 BEJI E< H;l;7H9> <EH 7
IEHJI E< :?<<;H;DJ =EE:1 7D: I;HL?9;I 1, 97D J7A; ?J 71 7 H;B?78B,; <79J J>7J ?D 7BC(
7BB 9?H9KCII7D9;l J>; ;;C7D: 9KHL,; M?BB ?D:;;: IBEF;, :EMDM7H: 3;J M, C?=>J |1J?
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MED:;H ?< J>;H; 7H; 7DO ;N9;FJ?EDI 7DO 971;1 ?D M>?9> J>; :;C7D: 9KHL; IBEF;l
KFM7H: >:H; 7H; ?D:;;: 7 <M IK9> ;N9;FJ?EDI

Q Giffen goods. 1; ;NFB7?D;: J>7J J>; B7TM E< :;;C7D: 9EC;| <HEC 8EJ>7

IK81J?JKJI?ED ;<<;9J 7D:U<EH DEHC7B =EE:IU7D ?D9EC,; ;<<;9J KJ<E
?D<;H?EH =EE:I J>; ?D9EC; ;<<;9J 79JI ?D J>; EFFEI?J; :?H;9J?ED JE J:
IK81J?JKJI?ED ;<<;9J 7 :;9H;71; ?D FH?9; C7A;l F,EFB; 8;JJ;H E<< M>?79>
?1 7D ?D9;DJ?L; JE 9EDIKC; B;ll E< J>; =EE: .>;EH;J?97BBO ?J ?| FEII?¢
<EH J>?I ?D9EC; ;<<;9J JE 8; IJHED=;H J>7D J>; IK81J?JKJ?ED ;<<;9J
BJ>EK=>9ED9;?L78B; !?<<;D =EE:l 7H; ;NJH;C;BO H7H; ?D:;;:
'9EDEC?I1JI 7H; KDIKH; ?< J>;0 79JK7BBO ;N?1J EKJI?:; E< J;NJSEEAI [
J>: ?D9EC; :<<;9J JE EL;HM>:BC J>; IK81J?JKJ?ED ;<<:9J J>; =EE: ?D
GK;IJ?ED CKIJ <EHC 7 L;HO B7H=; F7HJ E< J>; EL;H7BB 9EDIKCFJ?ED
8KD:B; .>?1 C?=>J 7H?I; ?D ;NJH;C;BO FEEH ;9EDEC?;| M>;H; F,EFB;
IF;D: 7 B7H=; F7THJ E< J>;?H ?D9EC; ED 7 IJ7FB; <EE: 71 M71 <EKD: ?D°
H;9;DJ ;NF;H?C;DJ 9ED:K9J;: ?D HKH7B -3?2B&;HJ $;DI;D 7D:

(EB7D '?BB;H V!?<<;D ;>7L?EH .>;EHO 7D: L?:;D9;W "7HL7H:
/D?L;HI?JO $E>D %;DD;:0 -9>EEB E< 'EL;HDC;DJ 1EHA?D= *7F;H ,1*
$KBO > H; L 7H9>;HI =7L; <7C?B?;1 IK81?:?;1 JE 8KO H?9;
C7A?D=?J9>:7F:H 7D: <EKD: J>7J 9EDIKCFJ?ED E< H?9; :?: ?D::::

59H; 7,

Q Status goods.-EC; BKNKHO FHE:K9JI 7H; FKH9>71;: C7?DBO <EH J>;?H

1J7JKI 7FF;7BU<EH ;N7CFB; ,EBBI ,EQ9; 7TKIECE87B;| &EK?I OK?JJED
>7D:87=I 7D:K99? I>E;l .>; >?=>FH?9;| E< J>;|; =EE:| 9EDJH?8KJ;

JE J>;?H ;N9BKI?L?JO *H?%RtRiFldeE< 7 =EE: IE 7 >?=>;H FH?9; 97D
C7A; 7 =EE: I;;C CEH,; DEJB;ll 7JJH79J?L; =7?D ?J?1J>EH;J?97BBO
FEIN?8B; J>7J J>?1 9EKB: B;7: J>; :;C7D: 9KHL; JE IBEF; KFM7H: 7J B;7I.
<EH IEC; H7D=; E< FH?9;| BJ>EK=> >?=> FH?9;| ?D9H;7I; J>; 7FF;7B E:
1J7JKI =EE:l ?J ?I H7H; <EH J>7?I ;<<;9J JE 8; IJHED= ;DEK=> JE EKJM;?
J>; CEH; 871?79 ?D9EC; 7D: IK81J?JKJ?ED ;<<;9JI

Q Judging quality by price. #CFB?9?JBO M; >7L; IKFFEI;: J>7J F;EFB; 7H;

M;BB ?D<EHC;: 78EKJ J>; FHE:K9JI J>;0 8KO #D C7DO 97I;1 J>EK=> N\
CKIJ FKH9>7I; =EE:l 7D: I;HL?9;l M?J> EDBO ?CF;H<;9J ADEMB;:=; E<
J>;?H GK7B?JO #D J>?11?JK7J?ED M; C70 KI; FH?9; 71 7D ?D:?97JEH
GK7B?JO E< 7 =EE: )< 9EKHI; C7HA;J;HI 7H; M;BB 7M7H; J>7J M; :E J>
7D: M?BB E<J;D JHO JE KI; FH?9; 71 7 1?=D7B E< J>; GK7B?JO E< J>;?H
EH FHE:K9JI .>; KFI>EJ ?1 J>7J F,EFB,; C70 8; CEH; M?BB?D= JE 8KO 7
>?7=>H FH?9;

#D J>:1; I>H;; 1?2IK7J?EDI ?J ?1 9ED9;?L78B; J>7J M; C?=>J E8I;HL; 7 >?=>:H FH?9;
8:?D=7IIE9?7J;: M?J> 7 >?=>:H GK7DJ?JO E< J>; =EE: 8;?D= FKH9>7I;: 3EK I>EKB
DEJ EL;H;1J?C7J; J>; 1?=D?<?97D9; E< J>:I; 97I:| >EM;L;H 8;97KIl; CEIJ
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D ?D9H;71; ?D J>; FH?9; E< EI
=EE: B;7:1 JE ?D9H;71;:
9EDIKCFJ?ED E< J>; EJ>;H =k

D ?D9H;7I; ?D J>; FH?9; E< EI
=EE: B;7:| JE :;9H;71;:
9EDIKCFJ?ED E< J>; EJ>;H =E

E

#D:?L?:K7B ;C7D:

FHE:K9JI :E DEJ <7BB ?DJE 7DO E< J>;I; 97J;=EH?;l 7D: J>; IK8IJ?JKJI?ED ;<<;9J
1J?BB ?D EF;H7J?ED <EH 7BB =EE:I 71?1 J>; ?D9EC,; ;<<;9J <EH 7BB DEHC7B =EE.

Changes in Other Prices

-E <7H M; >7L; 17?: J>7J J>; DKC8;H E< 9>E9EB7J; 87HI OEK M7DJ JE 8KO ?| 7<<;9
80 ?D9EC,; 7D: J>; FH?9; E< 7 9>E9EB7J; 87H >7D=;l ?D J>; FH?9;l E< EJ>;H =EE!I
7BIE >7L; 7D ?CF79J #D =;D;H7B 7D ?D9H;71; ?D 7 FH?9; E< 7DEJ>;H =EE: 9EKB: ¢
J>; ;;C7D: <EH 9>E9EB7J; 87HI JE ?D9H;7I; EH :;9H;7I;

IEE:I 7H; substitutes ?< 7D ?D9H;71; ?D J>; FH?9; E< ED; =EE: B;7:1 JE ?D9H;7I;:
9EDIKCFJ?ED E< J>; EJ>H =EE: |7D: CKI?9 :EMDBETY:I 7H; ED; ;N7CFB; ?<J>;
FH?9; E< | ?D9H;7I;] OEK M?BB E8J7?D CEH, CKI?9 J>HEK=> :EMDBE?7:I

IEE:l 7H; complements ?< 7D ?D9H;71; ?D J>; FH?9; E< ED; =EE: B;7:1 JE :;9H;7I;:
9EDIKCFJ?ED E< J>; EJ>;H=EE: EH ;N7CFB; 017D: O FB7O;HI 7H;
9ECFB;C;DJI #< J>; FH?9; E< 0 FB7O;HI :;9H;7I;| CEH; F;EFB; M?BB 8KO 0
FB70O;HI 17 H;IKBJ CEH; F;EFB; M?BB M7DJ JE 8KO 0|

.EEBA?39J?ED B713?9?JO

.E B;7HD CEH; 78EKJ IK81J?JKJ;| 7D: 9ECFB;C;DJI I;; J>; JEEBA?J <EH <EHC7B
<?D?J?EDI .>;l; ;;<?D?J?EDI 7H; FH;1;DJ;: ?D J;HCI Eerdss-elasticity of
demandM>?9> ?| 7 C;7IKH; E< >EM H;IFEDI?L; J>; GK7DJ?JO :;;C7D:;: ?| JE
9>7D=;1 ?D J>; FH?9; E< 7TDEJ>;H =EE:

The Valuation Approach to Demand

> H; ?1 7TDEJ>;H M70 E< J>?DA?D= 78EKJ :;C7D: #DIJ;7: E< <E9KI?D=7J3J;DJ?ED |
J>; 8K:=;J I;.J 7D: J>; 8K:=;J B?D; M, 97D J>?DA CEH; :?H;9JBO 78EKJ OEKH
FH;<;H;D9;l #C7=?D; OEK 7H; 71A;: J>; <EBBEM?D= GK;IJ?ED ?D 7D ?DJ;HL?;M

p: 1>73 ?1 I>;maximun7 CEKDJ OEK MEKB: 8; M?BB?D= JE F70 <EH ED; 9>E9EB7J; 8

#D 7DIM;H?D= J>?| GK;IJ?ED OEK I>EKB: DEJ MEHHO 78EKJ M>7J MEKB: 8; 7 H;7

D EH <7?H FH?9; <EH 7 9>E9EB7J; 87H EH ;L;D 78EKJ J>; FH?9; 7J M>?9> J>7?| 9>E9I
EE_C?=>J 79JK7BBO 8; 7L7?B78B; 3EK I[>EKB: I?CFBO :;9?:; >EM CK9> OEK M7DJ
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>; C7TN?CKC 7CEKDJ 7D
?D:?L?:K7B MEKB: 8; M?BB?D=
F70 JE E8J7?D J>7J GK7DJ?JO

#D:?L?:K7B ;C7D:

9>E9EB7J; 87HI EH ;N7CFB; OEK C?=>J J>?DA J>7J OEK MEKB: H;7BBO B?A; JE
B;71J ED; 9>E9EB7J; 87H IE OEK MEKB: 8, M?BB?D=JE F70O KFJE <EH ED; 87H!
?1 OEK MEKB: 8; >7FF?;H M?J> ED; CEH; 9>E9EB7J; 87H 7D: KF JE  B;ll ?D ?D9E!
>?1 ?1 OEK¥hluation E<ED; 9>E9EB7J; 87H

(EM M; 71A OEK IEC; CEH; GK;IJ?EDI

1>7J ?1 J>; maximun7CEKDJ J>7J OEK MEKB: 8; M?BB?D= JE F70 <EH JME 9>E9EI
87HI .>H;; 9>E9EB7J; 87HI S

*H>7FI OEK :;97:; OEK MEKB: 8; M?BB?D=JE F7TO <EHJME 87HI <EH J>H;; 87
7D: IE ED #<M; A;FJ 71A?D= IK9> GK;IJ?EDI M; C?=>J =;J J>; <?HIJ JME 9EBKCDI
.78B; 07BK7J?ED 7D: '"7TH=?D7B 07BK7J2FE®¥D 7BIE FBEJ J>?| L7TBK7J?ED F7HJ

475 E2=KH; 07BK7J?ED E< 7 IEE:3EKH L7BK7J?ED ?1 ?D9H;71?D= OEK 7BM70
B?A, >7L?D= CEH; 9>E9EB7J; 87HI 8;97KI; VCEH; ?1 8;JJ;HW

.78B;  07BK7J?ED 7D: '7TH=?D7B 07BK7J?ED

JE
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>; C7TN?CKC 7CEKDJ 7D

Figure 3.11/aluation of a Good
Marginal
Valuation ($) valuation ($)

4 4

35 15

30 1

25 3

20 1

15 7

10 A

Y 3 I 3 I
1

8 0 7 4 6 8
Number of Number of
chocolate bars chocolate bars

(2) (b)

Yourvaluation of a good is the maximum amount that you would be willing to pay, purely on the basis of your
desire for the good.

;97KI; OEK 7H; M?BB?D=JE F7TO <EHED,; 87H 7D: <EH JME 87HI M; ADEM OE
MEKB: 8; M?BB?D= JE Fa@litibnal <EH J>; [;9ED: 9>E9EB7J; 87H -?C?B7HBO ?<
OEK >7L; JME 9>E9EB7J; 87HI OEK MEKB: 8; M?BB?D=JE F7O 7D 7::?J?ED7B <I
J>?H: 87H 1; 97BB &hange’D OEKH L7BK7J?EDnatjittal valuation  |;; J>;

J>?H: 9EBKCD.E8B; 07BK7J?ED 7D: '7H=?D7B 07BK7JRED9> ?| =H7F>;: ?D

F7HJ 485 P<KH; 07BK7J?ED E< 7 IEE:(EJ?9; J>7J C7TH=?D7B L7BK7J?ED
SOH 771 3> GK7DJ?J0 E< 9>E9EB7J; 87HI ?DOH; 7151 .>; 9>7D=; ?D OEKH L7BK7J
=JI'IC7BB;H 71 OEK E8J77?D CEH; 9>E9EB7J; 87HI 1; 97D [;; J>; 17C; J>?D= ?D F7H.
7 E<?=KH; 07BK7J?ED E< 7 [EEKHEC J>; <79J J>7J J>; L7TBK7J?ED 9KHL; =;JI
<B7JJ;H 71 J>; GK7DJ?JO E< 9>E9EB7J; 87HI ?D9H;7I;l

.EEBA?J9J?ED  #D:?L?:K7B ;C7D:

D ?D:?L?:K7BYI L7BK7J?ED E< IEC; GK7DJ?JO E< 7 FHE:K9J ?1 J>; C7TN?CKC
7CEKDJ J>; ?D:?L?:K7B MEKB: 8; M?BB?D=JE F70 JE E8J7?D J>7J GK7DJ?JO
?D:?L?:K7BYI C7H=?D7B L7BK7J?ED E< IEC; =EE: ?| J>; C7/N?CKC 7CEKDJ J>;
?D:?L?:K7B MEKB: 8; M?BB?D= JE F70 JE E&IEHDEDE< J>7J FHE:K9J

?D:?L?:K7B MEKB: 8; M?BB?D= JE
F70 JE E8J7?D ED; ;NJH7 KDPJ E<

J>7J =EE:

#D:?L?:K7B ;C7D:
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#D:?L?:K7B ;C7D:

?D J>?1 M70 #< OEK :EDYJ >7L; 7DO 9>E9EB7J; 87HI J>;D J>; <?HIJ 87H ?| MEHJ>
OEKU ?D EKH ;N7CFB; KJ?<OEK 7BH;7:0 >7L; <?L; 9>E9EB7J; 87HI J>;D J>; I?
87H ?1 MEHJ> EDBO JE OEK | OEK E8J7?D CEH; 7D: CEH; E<7DO =?L;D FHE:K¢
;79> 7::?J?ED7B KD?J ?I B;ll 7D: B;ll L7BK78B; EH CEIJ F;EFB; M; ;NF;9J J>7J CEl.
FHE:K9JI M?BB ;N>?78?JiK8rishing marginal valuation

*THJ 8 E<L=KH; 07BK7J?ED E< 7 !EEZ70 I;;C <7C?B?7H #J ?1J>; ;;C7D:

9KHL; <EH 9>E9EB7J; 87HI OEK I7M FH;L?EEKBD ?D>; ;C7D: KHL; >?|

?1DEJ 7D 7997:;DJ EH 7 9E?D97?:;D9; .>;H; ?1 7 1?CFB; :;9?1?ED HKB; JE J;BB OEK >
CK9> OEK I>EKB: 8KO M>;D OEKH C7H=?D7B L7BK7J?ED ?I =H;7J;H J>7D J>; FH"
I>EKB: 8KO CEH; E< J>; =EE: JEFF?D=EDBO M>;D J>; C7TH=?D7B L7BK7J?ED E<
=EE: >71 :HEFF;: JE J>; B;L;B E< J>; FH?9; EH ;N7CFB, IKFFEI; J>7J 9>E9EB7J; 87
7H; 1;BB?D= <EH 3EK I>EKB: :;<?D?J;BO 8KO J>; <?HIJ 9>E9EB7J; 87H 8;97KIl;
MEHJ> JE OEK 7D: M?BB 9EIJ OEK EDBO 3EK I>EKB: 8KO J>; I;,9ED: 87H 71 N
8,97Kl; 23 ?I MEHJ> 7D 7::?J?ED7B JE OEK B?A;M?I; OEK I>EKB: 8KO J>; J>?H: 7
<EKHJ> 87HI 3EK :EDYJ 8KO J>; <?<J>87H 8;97KIl; ?J ?l MEHJ> EDBO JE OEK M
B;I1 J3>7D M>7J ?J 9EIJI .>KI OEKH :;9?I?ED HKB; ?1 7| <EBBEMI

Q KO KDJ?B J>; C7TH=?D7B L7BK7J?ED E< 7 =EE: ;GK7BI J>; FH?9; E< J>

;97Kl; J>; ;;C7D: 9KHL,; 80 :;<?D?J?ED J;BBI OEK >EM CK9> OEK 8KO 7J 7 =?L;D
FH?9; 23 ?1J>;17C; 71 J>; CTH=?D7B L7BK7J?ED 9KHL,

Combining the Two Approaches to Demand

1; >7L; FH;I:DJ;: IME :?<<;H;DJ M70I E< J>?DA?D= 78EKJ 9EDIKC;H :;:9?I?EDI 8KJ
J>: KD::HBO?D=9>E?9; ?| J>; |7C; .EI;; >EM J>; IME 7FFHE79>:| 7TH; B?DA::
H:MH?J; J>; ::9?I1?ED HKB; <EH 9>E9EB7J; 87HI 71 8KO KDJ?B

NBFSJOMBMVBRGPDP NCBGH
QEDHF-BOPDP MB3F

3EK >7L; 7 1?C?B7H :;9?1?ED HKB; <EH :EMDBE7:| 8KO KDJ?B

NBSJOBMVBRUEROMPBET
QFDFBEROMPBE

EC8?D?D=J>;l; IME ;GK7J?EDI M; I;; 3>7J
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#D:?L?:K7B ;C7D:

NBESJOBMVBROGPDP MB3H N BEJ OB MYV BRUEROM
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NBFSJIOMBMVBR.EROMPBET QEDFFBER OMPBE
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QIDHFFBER OMPBE
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:EMDBE7:I ;GK7BI C?DKI J>; IBEF; E< J>; 8K:=;J B?D;
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OEK JE JH7:; E<<9>E9EB7J; 87HI <EH :EMDBET7:| #< OEK 9EDIKC; ED; <;M;H 9>EC¢
87H J>; DKC8;H E<:EBB7HI OEK M?BB =;J ?I ;GK7B JE J>; FH?9; E< 7 9>E9EB7J; ¢

DPDPNB
:EBB7HI M?BB SKOQCQE%E;?GE X0 ,\l\fp é%g/lDBE?:I >, H7J?E E< C7H=?D7B L7BK7J?EI

519H?8;1 >EM OEK L?;M J>; JH7:; E<< 8;JM;;D 9>E9EB7J; 87HI 7D: :EMDBET7:| #< OE
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C7A; OEKHI;B< >7FF?;H 80 9>EEI?D= 7 :?7<<;H;DJ 8KD:B; ED J>; 8K:=;J B?D;

Making Decisions at the Margin

.E C7A; =EE: :;9?1?EDI OEK D;:: JE KD:;HIJ7D: J>; JH7:; E<<| OEK 7H; C7TA?D= .E
FKJ ?J 7DEJ>;H M70 OEK D;;: JE H;9E=D?P; J>7J ;L;HO FKH9>7I; >7| 7D EFFEHJK
9EIJ M>?9> ?1 IKCC7H?P;: 80 J>; 8K:=;J B?D; #< OEK M7DJ CEH; 9>EQEB7J; 87HlI
CKIJ 9EDIKC; B;ll E< IEC;J>?D= ;Bl; 3EK 7BIE D;;: JE <?D: J>; H?=>J FE?DJ ED J>;
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I?CFBO 71IKC; J>7J OEK 7H; 78B; JE C7A; J>7?I1 :;9?1?ED 9EHH;9JBO ED J>; 871?| E<
J>H;; 7IIKCFJ?EDI 78EKJ OEKH FH;<;H;D9;1 3>7J M; ?DJHE:K9;: ;7HB?;H

3EK 97D 7BIE Kl; J>?1 J>;EHO JE >;BF OEK J>?DA 78EKJ J>; :;9?I7EDI OEK C7A;
-KFFEI; OEK 7H; <79?D= J>; 8K:=;J B?D; M; :?I19KIl;: ;7HB?;H 7D: FB7D JE 8KO
9>EQEB7J; 87HI 7D: :EMDBET7:I 71 2BKH; >EEI?D= 7 *H;<;HH;: *E?DJ ED

J>; Ki=J &?D;  #D FH?D9?FB; OEK D;;: JE 9ECF7H; J>7J 8KD:B; M?J> ;L;HO EJ>;|
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9>E9EB7J; 87HI 7D: :EMDBETY:I 7D: OEK 7BIE FH;<;H J>?I 8KD:B; JE 9>E9EB7J,
87HI 7D: :EMDBETY:I J>;D OEK 97D 8; H;7IED78BO 9ED<?:;DJ J>7J OEK >7L; <EKI
J>; 8;13 8KD:B; #< 7 1C7BB 9>7D=; MEDYJ C7A; OEK >7FF?;H J>;D D;?J>H M?BB 7
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Unit Demand

-E <7H M; >7L; 9EDI?:;H;: 1?JK7J?EDI M>;H; OEK C?=>J 8KO CKBJ?FB; KD?JI E< 7
=EE:U<EH ;N7CFB; CKI?9 :EMDBE7:l EH 9>E9EB7J; 87HI .E A;;F J>7?D=II?CFB;
M; 7BIE IKFFEI;: J>7J OEK 9EKB: 8KO <H79J?ED7B 7CEKDJI IK9>7I :EMDBET7Y:I

9>E9EB7J; 87HI .>?1 7TIIKCFJ?ED =7?L;| 7 :;9?1?ED HKB; <EH FKH9>71; 8KO KDJ?
C7H=?D7B L7BK7J?ED ;GK7BI FH?9;

-EC; FKHO9>71; :;9?1?EDI 7H; 8;JJ;H J>EK=>J E< 7] VBKO EH :EDYJ 8KO W &7H=;
?D<H;GK;DJ FKH9>7I;| <7BB ?DJE J>?1 97J;=EHO .>7?DA <EH ;N7CFB; 78EKJ J>;:
JE8KO 7D;M97H 7 D;M C?9HEMTYL; EH 7D ;NF;DI?L; L797J?ED 3EK MEDYJ 8KO
C?9HEMTL;1 8;97KI; J>;0 7H; 9>;7F .>; ;;9?1?ED HKB; <EH FKH9>71; ?1 ;L;D ;71?;H ?L
J>?1971; 8KO ?< OEKH L7BK7J?ED E< J>; =EE: ;N9;;:1 J>; FH?9; E< J>; =EE: #D <7¢
J>?1?1 H,7BBO DE :7<<;H;DJ <HEC EKH ;7HB?;H :;9?1?ED HKB; ;97KI; OEK 7H; ED
J>?DA?D= 78EKJ 8KO?D= ED; KD?J OEKH L7BK7J?ED 7D: OEKH C7H=?D7B L7BK
I7C; J>?D= BEEA 879A 7J J>; <?HIJ JME HBR] E<07BK7J?ED 7D: '7TH=?D7B
07BK7J?EDD: 8;97KIl; ?D J>?1 971; ?J :E;InotC7A, I,DI; JE IKFFEI, OEK 97D 8KO
<H79J?ED7B 7CEKDJI E< J>; =EE: OEK 97DDEJ A;;F 8KO?D= KDJ?B OEKH C7H=?
L7BK7J?ED :;9H;71;1 7BB J>;, M70 JE J>; FH?9;

#< 7 8KO;H ?1 ?DJ;H;1J;: ?D FKH9>71?D= ED; 7D: EDBO ED; KD?J Ednit=EE: J>;
demand curve J;BBI Kl J>; FH?9; 7J M>?9> >: ?| M?BB?D= JE 8KO ;BEM >?| L7BK’
> 8KOI J>; =EE: 8EL; >?1L7BK7J?ED >;:E;| DEJ8KO J>; =EE: KD?J:;C7D:
9KHL; ?I I>EMD ?P=KH; /D?J :C7D: #D J>7?1 ;N7CFB; J>; 8KO;HYI L7BK7J?ED
2l

=EE:
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Figure 3.12Jnit Demand

Price
A
Buyer’s
valuation Wle-seerersasssss 96
($3,000)
i = = — = t =P Quantity
0 1

The buyer follows this decision rule: OBuy if the price is less than valuation.O If the price is greater than $3,0(
buyer will not purchase. The quantity demanded is zero. If the price is less than $3,000, the buyer will purcha:
unit. No matter how low the price decreases, the buyer will not want more than a single unit. This is an examg
unit demand

.E I;; M>;H; IK9> 7 L7BK7J?ED 9EKB: 9EC; <HEC BEEKH] .>;07BK7J?ED

E<7 7H -KFFEI; OEK 7H; J>?DA?D= 78EKJ 8KO?D=7 97H .>; <?=KH; I>EMI EKH
1IJ7D:7H: :EMDBET7:1 7D: 9>EQEB7J; 87H :?7=H7C ;N9;FJ J>7J J>;H; 7H; JME 8K:=;J
B?D;l .>; EKJ;H 8K:=;:J B?D; 7FFB?;1 ?D J>; 971; M>;H; OEK :E DEJ 8KO J>; 97H 3EK
>7L; 7 FH;<;HH;: FE?DJ ?D J;HCI E<:EMDBE7:I 7D: 9>E9EB7J; 87HI  #< OEK 8KO
97H OEK >7L; B;ll ?D9EC; JE IF;D: ED ;L;HOJ>?D= ;Bl; .>;;<<;9J ?I JE I>?<J OEKH
8K:=;:J B?D; ?DM7H: ?D M>?9> 971; OEK >7L; 7 D;M FH;<;HH;: FE?DJ  .>; J>EK=>_
‘NF;H?C:;DJ >;H; ?1 JE :;9H;71; OEKH ?D9EC; 7D: [>?<J OEKH 8K:=;J B?D; ?DM7H: KI
OEK 7H; ;GK7BBO >7FFO M?J> J>; JME 8KD:B;l .>; 9>7D=; ?D OEKH ?D9EC;UJ>;
7CEKDJ 80 M>?9> J>; 8K:=:J B?D; CKIJ I>?<JU?| OEKH L7BK7J?ED E< J>; 97H 3EI
L7BK7J?ED ?D EJ>;H MEH:I ?I J>; EFFEHJKD?JO 9EIJ E< J>; 97H ?< OEK 8KO J>
97D EDBO 9EDIKC; 8KD:B; H7J>;H J>7D 8KD:B;
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Figure 3.13he Valuation of a Car

Number of
music
downloads

A: Preferred
"\, point without car

B: Preferred
point with car

" Number of
b } } chocolate bars

If you donOt buy a car, your preferred mix of chocolate bars and downloads is at point A. If you buy a car, the
no longer have that income available to spend on chocolate bars and downloads. Your budget line shifts inwa
you consume at your preferred point B. Now imagine that you are equally happy at point A and point B. Then
difference in income is equal to your valuation of the car. Thus the valuation of a car is its opportunity cost in t
of other goods.

Budget Studies
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http://www.statistics.gov.uk/downloads/theme_social/family-spending-2009/familyspending2010.pdf
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Category of Expenditure Spending Share (%)

)J>;H ;NF;D:?JKH; ?J;CI
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CHECKING YOUR UNDERSTANDING
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3.3 Individual Decision Making: How You Spend Your Time

LEARNING OBJECTIVES

1>7J 7?1 J>; J?C; 8K:=;J 9EDIJH7?DJ E< 7D ?D:?L?:K7B
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79J?7L?JO

1>7J?1J>; C;7D?D= E< H;7B M7=

1>7J ?1 J>; B78EH IKFFBO 9KHL; E< 7D ?D:?L?:K7B 7D: >EM :E:l ?J :;F:D:
ED J>; H;7B M7=;

-E <7H M; >7L; :?I19KIll;: >EM OEK 9>EEI; JE IF;D: OEKH CED;O .>;H; ?I 7DEJ>;H
59?1?ED OEK C7A; ;L;HO :70 >EM JE IF;D: OEKH J?C; 3EK >7L; >EKHI;79>:70
?D M>79> JE :E 7BB J>; :?<<;H;DJ J>?D=| OEK M7DJ JE :E MEHA IB;;F ;7J 1JK:O |
J:B;L?I?ED IKH< J>; #DJ;HD;J =E JE J>; CEL?;| 7D: IE ED .?C; B?A; CED;O ?I
197H9; !'?L;D J>7J OEK >7L; EDBO >EKHI JE 7BBE97J; ?D ;L;HO :70 >EM :E OEK
597:; M>?9> 79J7L?J?;1 JE IF;D: OEKH J?C; ED .>?I FHE8B;C ?I L;HO I1?C?B7H JE J:
7BBE97J?ED E< OEKH 8K:=;0 M?J>ED; A;O :?<<;H;D9; OEK 97DDEJ I7L; EH 8EHF
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Figure 3.147he Time Budget Constraint
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The time allocation line shows your options for dividing your time between study and sleep.
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Figure 3.18Choosing between Work and Leisure
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(a) The time budget line shows your options for dividing your time between labor and leisure. However, we ge
think of labor as a ObadO rather than as a Ogood.O (b) Now the choice is between consumption and leisure.
hour of your time, you earn the nominal hourly wage. If you divide this by the price level, you get the real wag:
real wage tells you how many goods and services you can enjoy for one hour of work.
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Figure 3.16The Effect of a Real Wage Increase on the Quantity of Labor Supplied
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(a) An increase in the real wage causes the budget line to rotate. Income and substitution effects are both at \
the income effect encourages more leisure (less work), while the substitution effect encourages more work. T
substitution effect generally dominates, so higher real wages lead to more work. This means that the labor su
curve slopes upward, as shown in (b).
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1; >7L; :?I19Kll;: 7BCEIJ ;L;HOJ>?D= ?D J>?1 9>7FJ;H ?D J;HCI E< 7D ?D:?L?:K7BYI

5 9?1?ED C7A?D= "EM;L;H ;9EDEC?I1JI E<J;D J>?DA ?D J;HCI E< >EKI;>EB:| H7J>;H
J>7D ?D:?L?:K7BIl #D F7HJ J>?1 ?1 8;97KI;U71 M; I7TM M?J> J>; 8K:=;J IJK:?;IUCK9>
CEH; ;9EDEC?9 :7J7 7H; 9EBB;9J;: <EH >EKI;>EB:1 J>7D <EH ?D:?L?:K7Bl BIE C7I
J>; :9?1?EDI M; >7L; :?19Kll;: 7H; H;7BBO C7:; 80 7 >EKI;>EB: 71 7 M>EB; H7J>;H
J>7D 80 J>; ?D:?L?:K7B C;C8;HI E< J>7J >EKI;>EB:

EH ;N7CFB; C7DO >EKI;>EB:I >7L; JIME MEHA?D= 7:KBJI .>;?H :;9?17EDI 78EKJ >E
CK9> JE MEHA M?BB KIK7BBO 8; C7:; @E?DJBO ED J>; 871?1 E< J>; H;7B M7=;1 J>;
<79; .El;; IEC; ?CFB?97J?EDI E< J>?| 9EDI?:;H 7 JME F;HIED >EKI;>EB: ?D M>?9>
8EJ> 7H; MEHA?D= (EM IKFFEI; J>7J J>; H;7B M7=; ?D9H;7I;| <EH ED; F;HIED ?D J:
>EKI;>EB: )D; F;HIED M?BB FHE878BO H;IFED: 80 ?D9H;71?D= J>; DKC8;H E< >EK
MEHA;: "EM;L;H J>; EJ>;H F;HIED C70 9>EEI; JE MEHA B;ll #C7=?D; <EH ;N7CFB
J>7J J>;H; 7H; >EKI;>EB: 9>EH;| J>7J ;?J>;H 9EKB: :E O MEHA?D=B:Il ED; F;HIED
97D :E CEH; E< J>;l; 9>EH;l 7D: J>KI 9ECF;DI7J; J>; EJ>;H F;HIED <EH J>; ;NJH7
>EKHI MEHA;>?1 ?1 7D 7FFB?97J?ED E< 7D ?CFEHJ7DJ ;9EDEC?9 ?:;7 97BB;::
comparative advantadé>?9> M; :?I19KIl ?D CEH; :;J7?BX*FJ;H ;70 7D:
9H7?=IB?IEIJ E< J>; J?C; J>EK=> M; :E DEJ D;;: JE MEHHO 78EKJ J>; :?1J?D9J?EL
8:JM;:D J>; ?D:?L?:K7B 7D: J>; >EKI;>EB: 7D: M; E<J;D KI; J>; J;HCI
?DJ;H9>7D=;78BO

Time Studies

.78B;  BBE97J?ED E<"EKHI ?D 7 F@&MI J>; 7BBE97J?ED E< J?C; JE 9;HJ7?D
79J7L2J?;1 <EH ?D:?L?:K7BI ?D J>H;; 9EKDJIH?;| J>; /D?J;: -J7J;1 J>; /D?J;: %?D=:E!
7D: ;N?9E #J I>EMI J>; J?C; 7BBE97J;: ED 7L;H7=; F;H :70 <EH ;79> E< <EKH
79J7L2J?; MEHA 1JK:O F;HIED7B 97H; 7D: B;?IKH;

.78B; BBE97J?ED E<"EKHI?D 7 70

Country Age | Work | Study | Personal Care| Leisure

/D?J;: -J7J] T

ID?J;: %?D=EC| T

“"N?9E T

EH J>; /D?J;: -J7J3;1 7D: J>; ID?J;: %?D=:EC J>; 7L;H7=; DKC8;H E< >EKHI
MEHA;: ?1 8;JM;;:D  7D: >?21?17D 7L;H7=; IEC; F.EFB; ?D J>?| 7=; =HEKF
C70 MEHA 7 <KBB J?C; @E8 M>?B; EJ>;HI C70 8; IJK:;:DJI M>E 7H; DEJ MEHA?D-=
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7J 7BB .>; I7CFB; <HEC ";N?9E :?<<;HI <HEC J>; /- 7D: /% I7CFB;l ?HIJ J>; =HEKF
?11B?=>JBO EB:;H -;9ED: ";N?9E ?| DEJ78BO FEEH;H J>7D J>; /D?J;: -J7J;1 7D: J>;
/D?J;: %?D=:EC EH J>;I; IME H;7IEDI ?D:?L?:K7BI I7CFB;: ?D ;N?9E 7H; CEH;
B?A;BO JE 8; MEHA?D= 7D: B;ll B?A;BO JE 8; |IJK:0?D=7D: ;D@EO?D= B;?IKH;UM:
?D:; M>T7I M L

Combining Your Time and Spending Choices

-E <7H M; >7L; BEEA;: 7J J>, 7TBBE97J?ED E< OEKH ?D9EC,; I;F7H7J3;BO <HEC J>;
7BBE97J?ED E< OEKH J?C; 3;J J>;l; 9>E?9;1 7TH; B?DA,: .>; 7TBBE97J?ED E< OEKH
?D<BK;D9;l J>; ?DI9EC; OEK >7L; JE IF;D: ED =EE:I 7D: I;HL?9;| -E 7 9>7D=; ?D J>;
M7=;1 OEK 7H; F7?: M?BB 7<<;9J >EM OEK 7BBE97JaBkH=E| 7D:

I;HL?9;1 OEK 9>EEI; JE 8KO

#D 7 1?C?B7H <7I>?ED J>; FH?9;| E< =EE:I 7D: I;HL?9;| OEK FKH9>7Il; M?BB >7L; 7I
?D<BK;D9; ED OEKH 7BBE97J?ED E< J?C; EH ;N7CFB; ?<J>; FH?9; E<7 9ECFKJ
M7DJ JE 8KO :;;9H;71;1 OEK C70 H;IFED: 80 MEHA?D= 7 B?JJB; CEH; JE ;7HD ;NJH
?D9EC; JE FKH9>7I; J>; 9ECFKJ;H .>; H;:K9J?ED ?D J>; FH?9; E< J>; 9ECFKJ;H H7
OEKH H;7B M7=; IE OEK H;IFED: 80 MEHA?D= CEH,;

Effects of Real Wages on Household Demand

#<J>; H;7B M7=; 9>7D=;| J>;H; 7H; 9>7D=;| ?D 8EJ> 9EDIKCFJ?ED :;9?1?EDI 7D: ME
9>E?9:| ?=KH: S <<9JE<7 ;7B 17=; #D9H;7I; ED J>; +K7DJ?JO E< &78EH
-KFEB?;: I>EMI J>7J 7D ?D9H;7I; ?D J>; H;7B M7=; C;7DI OEK 97D E8J7?D CEH;
9EDIKCFJ?ED <EH 7 =?L;D 7CEKDJ E< MEHA J?C; KHZ=KH7I| ?[D
#D9H:71; ?D #D9ECJ]>; 8K:=;J I:1J :NF7D:l 71 ?DOEC; ?D9H:7I;1 :;97KI; 7D
?D9H;71; ?D J>; H;7B M7=; M?BB B;7: JE 7D ?D9H;7I; ?D >EKHI MEH#X; |;;

> <<:9JE<7 ;7B 17=; #D9H:7I1: ED J>; +K7DJ?JO E< &78EH -KFBB3EH
?D9EC; M?BB ?D9H;7I; -E M; 97D ?DJ;HFH;J J>; 1>?<J ?D J>; 8K:23&?D; ?D

D #D9H:7I; ?D #D9ECY1 9EC?D= <HEC J>?| ?D9H;71; ?D B78EH ?D9EC;

1>;D ?D9EC; ?D9H;7I;] OEK M?BB =;D;H7BBO 9EDIKC; CEH; E< 7BB =EE:I 7D: I;HL
D ?D9H;71; ?D J>; H;7B M7=; B;7:1 JE 7D EKIM7H: 1>?<J ?D OEKH :;C7D: 9KHL;I <EF
9>E9EB7J; 87HI :EMDBE7:l 7D: 7BB EJ>;H DEHC7B =EE:I EC87?D?D= J>;l; <?=KH,;
97D C7A; J>;, <EBBEM?D= FH;:?9J?EDI 78EKJ J>; ;<<;9JI E< 7D ?D9H;7I; ?D J>; H; 71

Q 3EK M?BB MEHA CEH; >EKHI

Q 3EK M?BB >7L; CEH; ?D9EC,

Q 3EK M?BB 9EDIKC; CEH; =EE:I 7D: I;HL?9;I
Q 3EK M?BB 8; >7FF?;H

#D:?L?:K7B ;9?1?ED '7A?D= "EM 3EK -F;D: 3EKH .?C;
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>; B713 ?3;C ?D J>; B?1J :H7MI_EEKH; D #D9H;71; ?D #D9ECB8KJ ?I B;ll

?H;93 J>7D J>; EJ>;H ?CFB?97J?EDI [|J>; H;7B M7=;U7D: J>KI OEKH
?D9EC;U?D9H;71;1 J>; I;,J E< 8KD:B;l OEK 97D 7<<EH: ?I B7TH=;H 'EH;EL;H ;L;HO
8KD:B; OEK 9EKB: 7<<EH: M>;D OEK >7: B;ll ?D9EC,; ?I 1J?BB 7<<EH:78B; DEM J>7.
>7L; CEH,; ?D9EC; .>KI M; 9ED9BK:; J>7J OEK M?BB 8; >7FF?;H <J;H 7BB OEK 97
7BM70Il FKH9>71; J>; 8KD:B; OEK 8EK=>J M?J> BEM;H ?D9EC,; 7D: I3?BB >7L; IEC;
;NJH7 ?D9OEC,; JE IF;D:

Effects of Prices on Time Allocation

-KFFEI; J>; FH?9; E< 7 9>EQEB7J; 87H ?D9H;71;1 1; I7M &4 9H:7I;

?D J>; *H?9;: E< 7 >EQ9EB7J; J+¥J M>;D J>?| FH?9; ?D9H;7I;| J>; 8K:=:J I;J

I>H?DAI 1; 7BIE I7TM <HEZ&ZKH; .>; :C7D: KHL; J>73 J>; ;;C7D: <EH
9>E9EB7J; 87HI :;9H:71;1 M>:D J>; FH?9; E< 7 9>E9EB7J; 87H ?D9H;71;1 KJ J>:H; 7H
7BIE ?CFB?97J?EDI <EH B78EH IKFFBO ,;C;C8;H J>7J J>; H;7B M7=; ?| J>; DEC?D
M7=; :?L?:?D=80 7 FH?9; ?D:;N H;FH;|;DJ?D= 7 >EKI;>EB:Y| 9EIJ E< FKH9>7I?D=7
8KD:B; E< =EE:I 7D: I;HL?9;l -E M>;D J>; FH?9; E< 7 9>E9EB7J; 87H ?D9H;7I;| J>;
9EI1J E< FKH9>71?D= J>; 8KD:B; M?BB ?D9H;7I; 7D: J>; H;7B M7=; M?BB :;9H;71; HE
?=KH; D> <<9JE<7 ,:;7B 17=; #D9H;7I; ED J>; +K7DJ?JO E< &78EH -KFFB?;:
B78EH IKFFBO M?BB :;9H;71; 71 J>; H;7B M7=; :;9H;71;1 .>Ri®lement alorky;

B78EH IKFFBO 9KHL;

KEY TAKEAWAYS

Q .>; J?C; 8K:=;J 9EDIJH7?DJ 1J7J;1 J>7J J>; IKC E< J>; J?C; IF;DJ ED 7BB
79J7L?J37?;1 ;79> :70 CKIJ ;GK7B >EKHI

Q .>; EFFEHJIKD?JO 9EIJ E< J?C; IF;DJ ED ED; 79J?L?JO ?1 J>; J?C; J7TA;D
7M70 <HEC 7DEJ>;H

Q ;9?1?EDI 78EKJ >EM CK9> JE MEHA :;F;D: ED >EM CK9> CEH; OEK 97D
FKH9>7I; ?< OEK MEHA 7 B?JJB; CEH; J>7J ?1 J>;0 ;;F;D: ED J>; H;7B M7=;

Q .>; ?D:?L?:K7B B78EH IKFFBO 9KHL; I>EMI >EM CK9> 7D ?D:?L?:K7B M?BB
9>EEI; JE MEHA =?L;D J>; H;7B M7=;

Q 1J>; H;7B M7=; ?D9H;71;1 7D ?D:?L?:K7B M?BB IKFFBO CEH; B78EH ?< J>;
IK81J?JKJ?ED ;<<;9J :EC?D7J;l1 J>; ?D9EC; ;<<;9J

#D:?L?:K7B ;9?1?ED '7A?D= "EM 3EK -F;D: 3EKH .?C;
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CHECKING YOUR UNDERSTANDING

#< OEK CKIJ IB;;F 7 C?D?CKC E< <?L; >EKHI ;79> :70 >EM MEKB: OEK
CE:?<Q?=KH; >;.?C; K:=;J EDIJH7?DJ JE ?D:?97J; J>7?I

D:;9:11?JO E< B?<;

#< 8EJ> J>; DEC?D7B M7=; 7D: J>; FH?9; B;L;B :EK8B; M>7J M?BB >7FF;D J
OEKH 7BBE97J?ED E< J?C; 7D: 9EDIKCFJ?ED
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3.4 End-of-Chapter Material

In Conclusion

1; 7BB C7A; ;9EDEC?9 :;9?1?EDI ;L;HO :70 E<J;D M?J>EKJ =?L?D= J>;C L;HO CK9> J>EK=>J #D J>?| 9>7FJ;H
>?=>B?=>J;: IME <KD:7C;DJ7B :;9?I?EDI 7BBE97J?D= ?D9EC; 7D: 7BBE97J?D=J?C; 3EK 7D: ;L;HOED; ;BI;
=;D;H7BBO C7A; 9>E?9;| EL;H ?D9EC; 7D: J?C; 7TBBE97J?EDI ?D 7 C7DD;H J>7J C7A;l OEK >7FFO .>KI M; FH;:
J>7J OEK M?BB DEJ J>HEM ?D9EC; 7TM70 KHJ>H M>7J;L;H 9EC8?D7J?EDI E< =EE:l 7D: I;HL?9;l 7D: J?C;
7BBE97J?EDI OEK 9>EEI; ;9EDEC?9 J>;EHO FH;IKC;1 J>7J J>;l; 7H; J>; 8;1J ED;l 7L7?B78B; JE OEK ,;C;C8;H 7I
J>7J;L;D J>EK=> ?J ?| KIK7BBO ;71?;H JE <E9KI ED ED; :;9?I?ED 7J 7 J?C; OEKH IF;D:?D= 7D: J?C; 7TBBE97J?E
29?1?EDI 7H; ?DJ;H9EDD:9J;: >7D=:l ?D J>; FH?9;| E< =EE:| 7D: |;HL?9;l 7<<;9J >EM OEK IF;:D: OEKH J?C; 7D:
9>7D=;l ?D J>; H;7B M7=; 7<<;9J OEKH 9EDIKCFJ?ED9FE®9:1 1>0O E *H?9;| >7D=; >71CEH; JEI70

ED J>; 9EDD;9J?EDI| 7CED= :?<<;H;DJ C7HA;JI ?D J>; ;9EDECO

9EDEC?9I ?I E<J;D :;<?D;: 71 J>; IIK:O E< >EM M; 7TBBE97J; 1I97H9; H;IEKH9;1 J>7J >7L; 7BJ;HD7J?L; KI;I #D J>~
9>7FJ;H M; I7M J>?1 ?:;7 7 MEHA 7J J>; ?D:?L?:K7B B;L;B 3EKH ?D9EC; ?1 7 197H9; H;IEKH9; OEK :EDYJ >7L;
;DEK=> ?D9EC,; JE 8KO ;L;HOJ>?D= J>7J OEK MEKB: B?A; 3EKH ?D9EC; >7I 7BJ;HD7J?L; KI;I 8;97KI; J>;H; 7H,;
J>?D=I OEK C?=>J M7DJ JE 8KO

*H>7F| J>; CEIJ <KD:7C;DJ7B ?:;7 E< J>?1 9>7FJ;H ?| J>7J E< EFFEHJKD?JO 9EIJ '?L;D J>7J OEK >7L; B?C?J;
?D9EC,; JE 7BBE97J; 79HEII =EE:I 7D: I;HL?9;l J>;, EFFEHIKD?JO 9EIJ E< 9EDIKC?D= ED; =EE: EH I;HL?9; ?I J>
7CEKDJ E< 7DEJ>;H =EE: EH I;HL?9; OEK =?L; KF !?L;D J>7J OEK >7L; B?C?J;: J?C; JE 7TBBE97J; 79HEIl 79J7L
EFFEHJIKD?JO 9EIJ E< IF;D:?D=J?C; ED ED; 79J?L?JO ?I J>; L7BK; E< J>; J?C; OEK 9EKB: >7L; IF;DJ ED 7DEJ
8K:=;J 7D: J?C,; 8K:=;J QEDIJH7?DJI 7H; =H7F>?97B H;FH;|;DJ7J?EDI E< J>?]1 9;DJH7B ;9EDEC?9 FH?D9?FB; C
?DJ;H79J7ED 8;JM;;D J>;I; 8K:=;J 9EDIJH7?DJI 7D: F,EFB;YI M7DJI 7D: ;;1?H;1 ?1 73 J>; >;7HJ E< J>; ;9EDEC?9
7D7BOI?I E< ;;9?1?ED C7A?D=

Key Link

Q New York Time3C; BBE97J?ED -JKXJJF MMM DOJ?C;l 9EC
?DJ;H79J7L,; 8KI?D;ll C;JH?91 =H7F>?9 >JCB



http://www.nytimes.com/interactive/2009/07/31/business/20080801-metrics-graphic.html
http://www.nytimes.com/interactive/2009/07/31/business/20080801-metrics-graphic.html
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EXERCISES

1>?9> 137J;C;DJI 7H; FH;I9H?FJ?L; 1>?9>137J;C;DJl 7H;
SI9H?FJI?L,

7 .>;=EL;HDC;DJ I>EKB: J7A; 97H; E< J>; FEEH

8 #<J>; H;7B M7=; ?D9H;7I;| >EKI;>EB:| M?BB 8; M?BB?D= JE
IKFFBO CEH; B78EH

9 1>;D F,EFB;YI ?D9EC;I :;9H;71; J>;0 9EDIKC; CEH; 9>;7F
9KJI E< C;7J

. 1; EK=>J JE 9EDIKC; <;M;H H;IEKH9;| JE FHEJ;9J J>; FB7D;J

;. 3EKD= F;EFB; I>EKB: FKH9>71; C;:?97B ?DIKH7D9; 8;97Kl; ?J
?1 9>;7F;H <EH OEKD= F,EFB; J>7D <EH EB: F,EFB;

H7M 7 8K:=;J B?D; 7IIKC?D= :?IFEI78B; ?D9EC; ;GK7BI J>; FH?9; E<
7 CKI?9 :EMDBE7: ?I 7D: J>; FH?9; E<7 9>E9EB7J; 87H?l )D J>;
I7C; =H7F> :H7M 7DEJ>;H 8K:=;J B?D; 7IIKC?D=J>; I7C; B;L;B E<
?D9EC; 8KJ M?J> J>; FH?9; E< 7 CKI?9 :EMDBE7: ;GK7B JE 7D: J>; FH?9;
E<7 9>E9EB7J; 87H ;GK7BJE NFB7?D >EM J>; 8K:=;J |;JI :?<<;H #< OEK
B?A;: :EMDBE7:l 8KJ >7J;: 9>E9EB7J; 87HI M>?9> 8K:=;J |;:J MEKB: OEK
FH;<:H

EDI?:;H 7 8KD:B; 9EDI?IJ?D= E< 9>E9EB7J; 87H| 7D: :EMDBE7:| 97BB
?J8KD:B; /I?D=J>; 7IIKCFJ?ED J>7J VCEH; ?1 8;JJ;H W M>7J 8KD:B;l
97D M; I70 7H; :;<?D?J;BO FH;<;HH;: JE 8KD:B; 1>7J8KD:B;l 7H;
:;<?D?J;BO MEHI; J>7D 8KD:B; ->EM OEKH 7DIM;HI ED EKH KIK7B A?D: E<
?27=H7C J>7J 7?1 7 8K:=;JI;J:?7=H7C M?J> 9>E9QEB7J; 87HI 7D:
:EMDBE7:I ED J>; 7N;l
#< M; E8I;HL; J>7J 7 >EKI;>EB: 8KOIl 8KD:B; 8KJ DEJ 8KD:B; 7D: M;
ADEM J>7J 8KD:B; >71 CEH; E<;L;HO =EE: J>7D :E;| 8KD:B; M>7J
97D M; 170 78EKJ J>; >EKI;>EB:YI FH;<;H;D9;l <EH 8KD:B; 7D: 8KD:B;

1>7J 97D M; 170 78EKJ J>; >EKI;>EB:YI 8K:=:J I;J

L7D9;: &EEA 7J.78B; *H:<;H:D9:| EL;H EMDBE7:l 7D:
>E9EB7J; 7HI .>; JEF F7HJ E< J>; J78B; B?1Jl <EKH :?<<;H;DJ
8KD:B;l E<:EMDBETY:I 7D: 9>E9EB7J; 87HI .>; 8EJJEC F7HJ E< J>;
J78B; I>EMI M>?9> 8KD:B; ?| FH;<;HH;: M>;D M; 9ECF7H; 7DO JME
8KD:B;l &EEA 7J 8KD:B; .>;JEF F7HJ E<J>; J78B; J;BBI K| ?2J
9EDJ7?DlI :EMDBEY:I 7D: 9>E9EB7J; 87HI .>; <?HIJ HEM E< J>;
8EJJEC F7HJ E< J>; J78B; I>EMI >EM J>?| 8KD:B; 9ECF7H;I JE J>;
EJ>:H 8KD:B:l -E J>?I| ?D:?L?:K7B FH:<;HI 8KD:B; JE 8KD:B: 8KJ
7BIE FH;<;HI 8EJ> 8KD:B; 7D:8KD:B; JE 8KD:B; E J>;l;

D: E< >7FJ;H '7J;H?7B
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D: E< >7FJ;H '7J;H?7B

FH;<;H;D9;1 17J?1<O VCEH,; ?1 8;JJ;HW H; J>;0 9EDI?IJ;DJ EH 97D
OEK <?D: IEC; 9EDJH7:?9J7EDI

*’ ( -)0’ )1(&) .

())&, .-

Bundle | Downloads Consumption | Chocolate Bar Consumption

Which Bundle Is Preferred When Comparing Bundles?
KD:B;

KD:B; KD:B; KD:B; KD:B;

U

-KFFEI; ?D9EC; ?D9H;71;1 80 F;H9;DJ 8KJ J>; FH?9; E< 7 9>E9EB7J; 87H
7D: J>; FH?9; E<:EMDBE7:I 8EJ> ?D9H:71; 80 F;H9;:DJ 1?BB J>; 8K:=;J
B?D; [>?<J ?DM7H: EH EKIM7H: 1?7BB J>; IBEF; E< J>; 8K:=;J B?D; 9>7D=;
1; :NFB7?D;: J>; >EKI;>EB: :;C7D: 9KHL; 7D: J>; B/M E< :;C7D: 80
<E9KI?D=ED >EM 7 9>7D=; ?D J>; FH?9; E< 7 9>E9EB7J; 87H ?D<BK;D9;| J>
GK7DJ?JO E< 9>E9EB7J; 87HI :;C7D:;: ,;:E J>?1 :?I9KII?ED 7D: J>;
<?=KH;| JE ?BBKIJH7J; >EM 7 9>7D=; ?D J>; FH?9; E< :EMDBE7:l| M?BB 7<<;
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