
Chapter – 02 

Consumer’s Behaviour 

Q. 1. Law of DMU operates only with continues consumption. 

Ans. Law of diminishing marginal utility will operate only when consumption is a continuous process. 

For example, if one burger is consumed in the morning and another in the afternoon, then the 

second burger may provide equal or higher satisfaction as compared to the first one. 

 

Q. 2. “Define a budget line. When can it shift to the right? 

Ans. Budget line is a graphical representation of all possible combinations of two goods which can be 

purchased with given income and prices, such that the cost of each of these combinations is equal 

to the money income of the consumer. 

Budget Line shifts to the right when: 

 (i) When there is an increase in income, assuming no change in prices of the two goods; 

 (ii) When there is decrease in prices of both the goods, assuming no change in income of 

the consumer. 

 

Q. 3. What changes will take place in TU, when: (i) MU curve remains positive; (ii) MU becomes ‘0’ ; (iii) 

MU is negative. 

Ans. (i) TU will increase, but a diminishing rate; (ii) TU will be maximum; (iii) TU starts falling. 

Q. 4. State the conditions of consumer’s equilibrium in the Indifference Curve Analysis and explain the 

rationale behind these conditions. 

Ans. Let the only two goods the consumer consumes are X and Y. The two conditions of 

equilibrium are: 

(1) MRSXY = 
𝑃𝑋

𝑃𝑌
  

(2) MRS falls as more of X is consumed in place of Y  

Rationale behind these conditions:  

(1)  Suppose MRSXY > 
𝑃𝑋

𝑃𝑌
 it means that to obtain one more unit of X , the consumer's willing 

to sacrifice more units of Y as compared to what is required in the market. It induces the 

consumer to buy more of X. As a result, MRS falls and continue to fall till it becomes 

equal to the ratio of prices and the equilibrium is established.  

Suppose MRSXY < 
𝑃𝑋

𝑃𝑌
 it means that to obtain one more unit of X , the consumer's willing to 

sacrifice less units of Y as compared to what is required in the market. It induces the 



consumer to buy less of X. As a result, MRS increases and continue to rise till it 

becomes equal to the ratio of prices and the equilibrium is established. 

 (2)  Unless MRS falls as consumer consumes more of X, the consumer will not reach equilibrium 

again. 

Q.5 A consumer consumes only two goods X and Y whose prices are Rs.4 and Rs.5 per unit 

respectively. If the consumer chooses a combination of the two goods with marginal utility of X 

equal to 5 and that of Y equal to 4, is the consumer in equilibriumRs.Give reasons. What will a 

rational consumer do in this situationRs.Use utility analysis. 

Ans.  Given PX = 10, PY = 15 and MUX = 50, MUY = 45. A consumer will be in equilibrium when  
𝑀𝑈𝑋

𝑃𝑋
=

 
𝑀𝑈𝑌

𝑃𝑌
 Substituting values, we find that:  

 
50

10
>

45

15
  Or  

𝑀𝑈𝑋

𝑃𝑋
>

𝑀𝑈𝑌

𝑃𝑌
  

Since per rupee MUX is higher than per rupee MUY, consumer is not in equilibrium.  

The consumer will buy more of x and less of y. As a result MUX will fall and MUY will rise. The reaction 

will continue till 
𝑀𝑈𝑋

𝑃𝑋
 𝑎𝑛𝑑 

𝑀𝑈𝑌

𝑃𝑌
 are equal and consumer is in equilibrium. 

 

  


