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Assignments

Consumer Behavior
 
Preferences
Utility: Measures individual preferences (measure of satisfaction); greater preference indicates a higher level of utility.
Marginal utility: Additional utility gained from consuming an additional good. Marginal utility decreases as more and more of a good is consumed.
Marginal benefit: Willingness to pay to consume one more of a good. Consumers will buy the quantity of a good such that marginal benefit is equal to the price of the good.
An indifference curve illustrates all possible combinations of two goods that provide an individual with equal levels of utility.
	Indifference curves have a negative slope and they are convex.
The slope of the indifference curve illustrates an individual’s preference for one good over another (how much of one good one would be willing to give up in order to receive more of the other good).
Any point on a higher indifference curve is preferable to any point on a lower indifference curve.
 
Budget Constraint
The budget constraint shows what an individual can afford and is determined by the individual’s income and the prices of goods.
The constraint is allocated between two goods or between one good and all other goods.
The budget constraint will move outward (inward) for an increase (decrease) in income. The new constraint will show the new combinations of goods that are affordable to the individual.
An increase (decrease) in the price of a good will pivot the curve inward (outward). Less (more) of that good can be bought but total income is constant.
 
 
Utility Maximization
The budget constraint intersects many indifference curves but the best combination of goods is on the highest possible indifference curve, where the budget constraint is tangent to the indifference curve.
When utility is maximized, the ratio of the two goods’ marginal utilities will equal the ratio of the two goods’ prices.
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Utility Maximization
FIGURE 2 Point A is within the budget constraint but is on a lower indifference curve than point B, which is the utility maximization point. Point C is on a more desirable indifference curve but is not a possible choice because it is outside the budget constraint. 



Consumer Behavior
We will cover consumer and firm behavior in the next four units. Unit 5 focuses on consumer choice and utility (benefit) maximization. You will use the cost concepts from Unit 6 to examine profit maximization for different market structures in Units 7 and 8. Remember to visit Doc Sharing for your e-book.

In this unit we will cover Chapter 10: The Rational Consumer, which introduces the concept of utility and uses it to analyze consumer behavior. It explains how individuals choose among different options for consumption and how price and income influence those choices. It introduces the term “utility” and defines the principle of diminishing marginal utility. 
In addition, the chapter demonstrates how marginal analysis is used to find the optimal consumption bundle. Lastly, the textbook explains how individual consumers’ choices give rise to the market demand curve and explain income and substitution effects. 


Outcomes
After completing this unit, you should be able to:
	Explain how consumers choose to spend their income on goods and services

Explain the principle of diminishing marginal utility.
Course outcomes practiced in this unit: 
BU224-1: Determine how markets allocate scarce resources. 
BU224-2: Describe the concept of maximization of utility in relation to consumer and household. 
What do you have to do in this unit?
Complete the unit Reading.
Participate in Discussion Board.
Complete the unit Assignment.
Participate in Seminar or complete alternative assignment.
	Review the Learning Activities.


Unit 5 Reading
Textbook Reading:
Krugman, P. & Wells, R. (2012). Microeconomics. New York, NY: Worth Publishers.
	Chapter 10: “The Rational Consumer”

Reading Summary
Chapter 10 introduces the concept of utility and uses it to analyze consumer behavior. It explains how individuals choose among different options for consumption and how price and income influence those choices. It introduces the term “utility” and defines the principle of diminishing marginal utility. In addition, the chapter demonstrates how marginal analysis is used to find the optimal consumption bundle. Lastly, the authors explain how individual consumers’ choices give rise to the market demand curve and explain income and substitution effects. 
Key Concepts
The Rational Consumer ideas: 
	The concept of utility as it relates to consumption of goods/services

The principle of diminishing marginal utility 
The relationship between income and marginal utility in maximizing total utility 
How equating the marginal utilities per dollar spend on all items will result in the optimal consumption bundle 
How application of utility analysis can explain the downward sloping demand curve 
	The use of marginal utility to describe the substitution effect and income effect 


Download your Assignment instructions and grading rubric from Doc Sharing:
	BU224_Unit5_Assignment.docx

Before you submit your Assignment, you should save your work on your computer in a location and with a name that you will remember. Make sure your Assignment is in the appropriate format (Word®, Excel®, PowerPoint®, or other), then, when you are ready, you may submit on the Dropbox page.
Dropbox Directions:
Go to the Dropbox to submit the saved file.
	Click the "Dropbox" tab.

Click "Submit an Assignment".
Using the drop-down box, choose the Assignment. Make sure you have used the correct format (.doc).
Click "Add Attachments".
Click "Browse..."
Go to the folder on your computer that contains your projects. Click on the correct document. The filename should now appear.
Click "Attach file". Wait for the file to upload.
Click "Ok".
Your project has now been submitted.


This week's Seminar will focus on the concepts and material presented in Unit 5.
The instructor will discuss the main concepts of the material in the chapter(s) assigned for this unit. Students are expected to have read the chapter(s) in the textbook and other material posted by the instructor in "Doc Sharing" or "Announcements."
Unit 5 Alternative Assignment 
It is strongly suggested that you attend the graded Seminar at the regularly scheduled time. To obtain full credit, students should post frequently, be actively engaged in the Seminar, provide comments that improve the Seminar quality and advance the discussion by raising new issues and/or ideas. 
If you are unable to attend the Seminar, you must complete the following assignment to obtain points for this part of the class. Write a 2–3 page paper that addresses the following:
	Explain the budget constraint and the factors that might cause it to shift or pivot.

Explain how the point of utility maximization is determined.
Define diminishing marginal utility and give an example of diminishing marginal utility.
Once completed submit your paper to the drop box for this unit.
Seminars are recorded and will be made available for everyone to review at a later time should you desire. These archived Seminars will remain available for the entire term.




