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(3) In this theory difference between income effect and subsft t· 
l • d . i u ion a ~xp rune due to the assumption of constant marginal utility of money. In h" re not 

It is not possible to explain Giffen Goods due to non-explanation of inc t is ~heory 
Marshallian theory. ome effect in 

(4) According to Prof. Hicks, Marshallian utility theory is applicable • • 
1 • odi • al • C tn case f ess important comm lies e.g. pm. onsumer spends a very small . 0 

income to purchase these commodities. As a result marginal utility of ~~~~on of 
keep constant as the amount of money of the consumer more or less remain y can 
aft h • h di • B c • constant er pure asmg t ese commo hes. ut 1or important commodities for hi 
consumer spends very large portion of his income to purchase these commot ~h 
that case marginal utility of money cannot remain constant. tty in 

(5) It is also criticised that Marshallian utility theory is based on contradict 
assumptions. In this Marshallian theory it is assumed the marginal utility of mo;ry 
is constant even though marginal utility of commodity is diminishing. But Marsh:it 
is a neo-classical economist. In neo-classical theory it is assumed that money has no 
utility. Money is used only as a medium of exchange. People demand money only to 
purchase other commodities with the help of money. So utility of money means utility 
of commodity. So utility of commodities remain constant if it is assumed that utility 
of money is constant. So in Marshallian utility theory the assumption of diminishing 
utility of commodity and constant utility of money are two contradictory assumptions. 

Economist Hicks, Allen etc. introduce an alternative theory to explain consumer 
behaviour due to the above defects of Marshallian utility theory. This theory is known 
as indifference curve theory. 

• 2.1.3. Utility Maximization-the Ordinal Approach : Prof. Hicks, Allen 
introduced a theory in the context of Marshallian utility theory which is known as 
indifference curve theory or indifference curve approach or ordinal approach. They 
explained the consumer preferences with the help of indifference curve. 

❖ 2.1.3.1. Assumptions of the Indifference Curve Approach : In indifference 
curve approach, the following assumptions are made : 

(1) Utility cannot be measured numerically. But it is possible to arrange utility in 
ascending or decending order i.e. the consumer cannot express how much amount of 
utility he receives from any commodity but he can express whether he gets larger or 
smaller level of utility from any commodity. This means that utility is ordinally measured. 

(2) Utility derived from any commodity not only depends on the consumption of 
that commodity but also depends on the consumption of other commodities i.e., 
different commodities are interdependent. 

(3) Consumer consumes only two commodities. Prices of the two commodities are 
fixed. The income of the consumer is also fixed and the consumer spends the entire 
amount of his fixed income for purchasing these two commodities. 

(4) Both the commodities are perfectly divisible in small parts. 

(5) Substitution between the two commodities exist. i.e., the consumer can increase 
the consumption of one commodity by reducing the consumption of other commodity. 
Diminishing marginal rate of substitution among the two commodities exist. To 
increase the consumption of one unit of a commodity, how much unit of other 
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dity is sacrificed to keep the level of rr . 87 

co1Jl~
0 

1 rate of substitution. u 1 tty at the Particular level is caUed 
1J1Brg1oa . 

6) consumer 1s not at the last limit of satisf r ~ 
( mer gets higher level of utility if he . ac ion or_ both the commodities i.e., 

tile co;s~e commodities. increases his consumption of any one 
or bO . • 1 

7) Consumer 1s a rahona consumer whose ob• ti . . . . . 
( . . . ~ec ve is to maximise utility. 
• 2 t.3.2. Defimhon of Indifference Curve . Th 1 . 
•·• • di • • e ocus of the different b·nation of two commo ties for a particular level of utility . 11 . . 

co!llv: or equal utility curve. Thus indifference curve is the sue~~~ :~ in:1ffertnce 
cu~rnodities from where the consumer gets equal satisfaction at m ma ~n o two 
coJJ- every pomt. 

Let qJ and q2 are the two_ c?~mo?ities which the consumer consumes. These two 
co!ll1JlOdities are perfect!~. div~sible m small parts. It is also assumed that the fixed 
or particular level _of utility ts Uo. So the utility function or the equation of the 
indifference curve is 

uo = f (q., q2). 

Indifference curve for a fixed level of utility is shown in Fig. 2.6. 

Commodity q2 

B 

0 '------------=. Commodity q1 

Fig: 2.6. 

In Fig. 2.6., commodity q
1 

is plotted on the horizontal axis and commodity q2 is 
plotted on the vertical axis. Here IC is an indifference curve. On this indifference 
curve A,B,C,D are the different point~. Each point represents a particular combination 
of two commodities. These points are taken in such a way so that the consumer gets 
equal satisfaction from every points. For this the locus IC1 which is obtained by 
adding these points is the indifference curve. 

Therefore an indifference curve represents a particular level of utility. 

❖ 2.1.3.3. Definition of Indifference Map-Description of Pref e~en~es : An 
indifference curve is obtained for a fixed level of utility. So different_ rndifference 
curves are obtained for different levels of utility. In this _wa~ if there ex1st mo_re t~a

7
n 

one indifference curve in a diagram then it is called mdifference map. Fig. • • 
represents indifference map. 

I . . . es which represent three 
n Fig. 2.7. IC IC and IC are three mdifference curv . . h 

1 1 f 
level f , I' 2 J ·r . th upward direction as t e eve o , 

.. s O utility. Indifference curve will sht t m • e t h'gher level b( 
Uhhty • . 'ff' curve IC represen s 1 ,, . 

. . Increases. In the diagram md1 erence 2 • d"fference curve IC 
Utility compared to indifference curve IC

1
• In the same manner m 1 3 
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Commodity <lJ 

0 
Fig: 2.7. 

Commodity q
1 

represents higher level of utility compared to indifference curves IC and 
1 

Therefore Fig. 2.7. represents an indifference map. Thus the family of iddi·~ Cr 

. . . 
uerence 

curve 1s the 10difference map. 

~ 2.1.3.4. Characteristics of lndiff erence Curve or Properties of Indiff eren 

Curve : There are some characteristics of indifference curve. Main characteristics ce 

properties are now discussed below : or 

(1) Indifference curves are downward sloping to the right. 

Indifference curve will be parallel to horizontal axis or paraUel to the vertical axis 

or upward rising to the right if the indifference curve is not downward sloping to the 

right It is now explained with the help of diagram. 

Commodity q
2 

Commodity q
2 

Commodity q2 

C 
-------IC1 

A B 
C 

B 

A 

0 ----------
Commodity q

1 
O Commodity q

1 
0 Commodity q, 

Fig: 2.8. Fig: 2.9. Fig: 2.10. 

If the indifference curve is paral!el to horizontal axis like IC, in Fig. 2.8., the 

consumer will get equal satisfaction at the points A, B, C etc. But it is not possible 

because the consumer gets more amount of commodity q at point B and at point C 

than at point A though the amount of q
2 

is the same. So th~ indifference curve cannot 

be parallel to the horizontal axis. 

Similarly the indifference curve cannot be parallel to the vertical axis like IC, in 

Fig. 2.9. because the consumer gets more amount of commodity q at point Band 81 

point f. than at point A though the amount of q
1 
is the same. 

2 
. 

Further the indifference curve cannot be upward rising to the right like IC1 in fig. 

2.10. because the consumer gets more amount of both the commodities at point Band 

C than at point A. 

Utility Theory 

"ore indifference curve will be dow 89 
,t'here11 • nwards slo • 
1 •· indifference curve 1s negative. ping to the right i.e. the slope 

of thC , .. diff ere nee curves are generally co 
(2) ... nvex to the · • 

,:sr.erence curves are convex to the on·g· d ongtn . 
.lDOll'' • m ue to d. • • • 

• . uon. Among two substitute commodities fi h •_muush10g marginal rate of 

substll~t of a commodity the amount of other , or t e mcrease in consumption of 

ufll • commodity th 
oDe. 1

-s called margmal rate of substitution A h e consumer wants to 
t1fice • • s t e consum . 

sa~ f one commodity the amount of other co odi er gets more m fixed 

IJlll~fioe will be diminishing continuously. This is c:d l ~~ c?nsumer wants to 

s,ctl c . tion mumshmg marginal rate 

f substitU • . 
o ID Fig. 2.11., the pomts A,B,C,D on indifference curve IC ale . 

Fe GD F th d. 1 are t en m such a way 

·" t EB == == • rom e iagram it is seen that d 
so wa • A • B . ue to movement of the 

.. .ner from pomt to pomt , from pomt B to point c d fr . 

cons"'" •fi 1 
an om pomt C to point 

b Wants to sacn ice ess amount of q continuously c0 tt· th 
D, e . 2 11 r ge mg e same amount 

Commodity q2 

A 

E 

O ...__........_-'-_.____._ _____ ~_ Commodity q
1 

Fig: 2.11. 

of q
1 
(EB = FC = GD). Because here the amount BF is less than the amount AE. 

Further the amount CG is less than the amount AE and BF. i.e., the law of diminishing 

marginal rate of substitution operates here. For this reason indifference curve IC, in 

Fig. 2.11. is convex to the origin. 

(3) Higher indifference curves represent higher levels of satisfaction or utility. 

• Consumer gets higher levels of utility as he moves to the higher indifference curve 

in an indifference map. This is explained with the help of Fig. 2.12. 

Commodity q
2 

IC2 

0 
L ____________ -T Commodity q, 

Fig: 2.12. 
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In Fig. 2. 12., JC
1 
and I.C1 ~~ two indifference curves. Consumer gets highe 

f 
utility at any point on indifference curve IC2 than at any point on the • • _r level o . . d'f" 1nd1fte urve IC . This is because at any point on in 1 1~_rence curve IC , consum rencc c i f h d' . 2 er consu ore amount of at least one o t e commo 1t1es compare to any points on d' • Illes m . f . f th • iffere • curve IC,. Therefore the_ sa~s action o e consumer increases as he moves i nee upward direction of the rnd1fference ma~. n the (4) Two indifference curves cannot mtersect each other. With the help of Fig. 2.13., it is now explained that two indifference curv es cann 

intersect each other. 
ot 

Commodity q2 

o .__ _______________ ➔ Commodity q
1 

Fig: 2.13. 
In Fig. 2.13., IC

1 
and IC

2 
are two indifference curves intersect each other at point A. Here A and B are two points on indifference curves 1C1• 

So, utility at point A = utility at point B. 
Again A and C are two points on indifference curve IC2• 
So, utility at point A = utility at point C. 
Therefore, utility at point B = utility at point C. But it is not possible, because the consumer gets more of both the commodities at point C than at point B. For this utility at point C is greater than the utility at point B. Therefore two indifference curves cannot intersect each other. 
D 2.1.3.4.1. Indifference Curve with Abnormal Shapes or Exceptional Indiffer· e~c~ Curve : Indifference curves are generally downward sloping and convex to the ongm. Apart fro~ this general shape of indifference curve if other shapes of indifference curves are obtamed then it is called indifference curve with abnormal shapes or exceptional indifference curve. In which situations exceptional indifference curves are created is now discussed. 

(a~ ~onc_ave to the Origin Indifference Curve : Diminishing marginal rate of subslltutJon 1s the cause of convex t th • • • • ·naJ 
. . o e ongrn rnd1fference curve. But if the margi rate of substitution among th t • • • • • • e 

. e wo commod1t1es 1s rncreasing then the rnd1fferenc c~rveh is concave ~o the origin. Among the two substitute commodities the amount ~o/s~merp ti~ommfodity the consumer wants to sacrifice for the one unit increase in on o one commodity • s 11 d 1s 
t 'fi 1 ca e rate of substitution. If the consumer wan o sacn ice more and more units f th h • u more fixed unit of 

O 
. 0 e ot er commodity successively for get11°

0 

substitution. ne commodity then it is called increasing marginal rate of 
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. z,14., the points A, B, C and Don indiffere • Jn fig- t EB = FC = GD. From the d' . . nee curve IC, are taken in such 
0 

tha iagram 1t 1s seen th t d 
3 

viaY 5 rner frorn point A to point B, from point B 1 • aC ue to movement of consu ·f· 0 point and from point C to we the consumer sacn ices more units of the co od' • p0ifll D . mm 1ty q2 successively for 
comnwd1ty q1 

Commodity q1 
Fig: 2.14. 

0 

e amount of commodity q
1
, because here BF is greater than AE. Again CG is :;e greater than ~E a_nd BF, i.~. h~re law of increasing marginal rate of substitution operates. For this rn Fig. 2.14. indifference curve IC1 is concave to the origin. 

(b) Downward Sloping Straight Line Indifference Curve : Constant marginal rate of substitution is the cause of downward sloping straight line indifference curve. If the consumer wants to sacrifice a fixed unit of the other commodity even for getting more and more fixed unit of one commodity, then it is called constant marginal rate of substitution. If the two commodities are perfectly substitute commodity, then the marginal rate of substitution among the two commodities is constant. 
Commodity q1 

L----------➔ Commodity q1 

0 Fig: 2.15. . • 
_In Fig. 2.15., IC is the indifference curve for perfectly subSlitute _co~odities. This · d 

1 • 1 te of subst1tut1on among th is ownward sloping straight line because margma ra 
e two comm ct·. • o 111es 1s constant. • h (C) L • l I of substitution 1s t e ·Shaped Indifference Curve : Zero margma ra e • • h cause f L . h th substitution among t e com1 o .. -shaped indifference curve. This means t at e odit cannot be at all noctuies is not at all possible. This means that one comm y 

Micro.g 
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used in place of other commodity. In this case two commodities_ are always 

a fixed proportion, i.e. the commodities are perfectly complementary comni Used i 

. ' 
Odifie: 

Co11)modity q
2 

0 
"-----------~ Commodity q1 

Fig: 2.16. 

In Fig. 2.16., IC1 
is the indifference curve for perfectly complementary commoditiei 

This is L-shaped becau~e marginal rate of substitution among the two commodities i 

zero. 
. 

. (d) Upward Rising Indifference Curve : Presence of bad commodity or unsuitab/1 

for use commodity is the cause of upward rising indifference curve. The commocfi~ 

whose utility decreases along with the increase in 'consumption of the commodity i 

called bad commodity. Among the two commodities if one of the commodity is economi, 

commodity and the other is bad commodity then the level of utility of the consume: 

will decrease if the consumer consumes _more amount of the bad commodity. In thl 

situation the consumer will have to consume more amount of the economic commodi~ 

along with the increase in consumption of bad commodity if the consumer wants tc 

stay on the same indifference curve or want to keep the utility level constant. 

Commodity q2 
IC

1 

o ""-----------~ Commodity q1 

Fig: 2.17. 

In Fig. 2.17., bad com~odity ql is plotted on the horizontal axis and econoJlll( 

commodity q2 is plotted on the vertical axis. In the diagram IC is the indifferenc, 

curve. This is upward rising because consumption of economic commodity q2 ii 

increased ~?ng wi~ ~he increase in consumption of bad commodity q
1 

to keep th1 

level of utility on 1nd1fference curve IC
1 

remain constant. • · . 

❖ 2.1.3.5. Definition of Budget Line-Consumption Decision and fhe Budge! 

~onstraint : The amount o~ commodities _which the consumer purchases depen~ ~~ 

income of the consumer, pnce of the commodities etc. The concept of budget 1ine 1• 
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