






U(X,Y)

where X =  units of Good X

  Y = units o f Good Y



I = PxX + PyY

where I = Consumer' s Income

Px =  Price per unit of Good X

Py =  Price per unit of Good Y
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I = PxX + PyY
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This bundle is unattainable

This bundle does not use all income 
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Quantity of X Consumer Can Purchase
If He Spends All of His Money on X

=Income/Px

Quantity of Y Consumer Can Purchase
If He Spends All of His Money on Y

=Income/Py



−Px

Py



0
2
4
6
8

10
12
14
16
18
20
22
24
26
28
30
32
34
36
38
40

0 2 4 6 8 10 12 14 16 18 20 22 24 26 28 30 32 34 36 38 40

Good X

Income=20

Income=40

An Increase in Income shifts
budget line out.  Consumer 

can buy more stuff
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Decrease in Price of X allows 
consumer to buy 
more X with the 

same income





Good X

More is better. 
Consumer is happier at 

A than at B

AB

Willing to give up 3 Y
 for every X here
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Give up only 1/3 Y 
for every X here



Good X

A

B C

D

A -- attainable, but
yields less happiness
than B

D -- attainable, but
more is better

C -- preferred to B, but
not available
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1.  Price Increase shifts
budget from green to
light blue

2. Dk. blue budget line represents
income level that allows consumer
to return to old level of happiness
with new prices

X0-Xs - Substitution effect

Xs-Xn -Income effect


