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Formal Microeconomics

Consumer theory
People        ← Now
Households
Applications

Producer theory
Internal organisation
Industrial organisation

Equilibrium
Existence
Efficiency



Consumer Theory

PEOPLE CHOOSE THE BEST THINGS THEY CAN AFFORD
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Consumer Theory

consumers CHOOSE THE most preferred bundle THEY CAN AFFORD

A consumer is an 
economic agent who 
makes a decision on 

consumption. 



Neoclassical Theory of Consumption

The human or homo economicus

The economic agent 
Rational
Egoistic (self-interested)



Theorem of Debreu



Consumer Theory

consumers CHOOSE the most preferred bundle THEY CAN AFFORD

Maximise utility 
so that…



Consumer Theory

consumers CHOOSE the most preferred bundle THEY CAN AFFORD



Affordable Bundles



Budget Constraint



Consumer Theory

consumers CHOOSE the most preferred bundle from their consumption set



Consumer’s choice



Consumer’s choice



Consumer’s choice



Consumer Optimisation Problem
Calculus Approach
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Consumer Optimisation Problem



Consumer Optimisation Problem
Necessary Condition



Demand Function



Demand Function



Income and Engel Curve



Engel Curve and Income Elasticity
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Engel Curve and Income Elasticity



Indifference curves

Suppose Absurdistani people have 2 left feet and 1 right foot. We want to 
derive a utility function for a Absurdistani person who has L left shoes 
and R right shoes.

1. Draw the indifference curves. 

2. Is it: 

1. rational 

2. monotonic 

3. convex 

1. strictly convex 

2. weakly convex 


