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Behavioral economics

CORTENTS

Rational economic decision
Utility

Law of diminishing marginal utility
Total Utility Curve

Marginal Utility Curve

The optimum combination of
goods consumed

Equi-marginal principle

Deriving Demand Curves from
marginal utility curves
Indifference curve

Budget lines

Normal, inferior and Giffen goods
Are consumers rational?
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Rational economic decision

In a nutshell, economists assume that the basic motivation driving
most people most of the time is a desire to be happy.

This assumption implies that people make choices on the basis of
whether or not those choices are going to make them as happy as they
can be given their circumstances.

Rational economic decision making and economic incentives

At the heart of traditional or orthodox demand theory is the
assumption that the members of households or consumers always act

rationally.

When a choice has to be made, people always choose what they think
at the time is the best alternative, which means that the second best or
next best alternative is rejected.
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Utility

If people make choices on the basis of what's going to bring them the most
happiness, they need a way of comparing how much happiness each option
brings.

Utility
Economists suppose that you can compare all possible things that you may
experience with a common measure of happiness or satisfaction, which they
call utility.
Two important measures are:

) Total utility

The overall satisfaction that is derived from the consumption of all units of a
good over a given time period.

€2 Marginal utilit
arginal utility

The additional utility is derived from the consumption of one more unit of a
particular good.
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Law of diminishing marginal utility

To see how marginal utility works, you need to recognise that the amount of
utility that a given thing brings usually depends on how much of that given
thing a person has already had.

Example:

If you've been really hungry the first slice of pizza that you eat brings you a
lot of utility.

The second slice is also pleasant, but not quite as good as the first because
you're no longer starving.

And if you keep forcing yourself to the Bth slice of
pizza actually makes you sick and brings you negative utility.
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Economists refer to this phenomenon as diminishing marginal utility.
Diminishing marginal utility
Each additional, or marginal, piece of pizza brings less utility than the

previous piece so that the extra utility, or marginal utility, brought by each
successive slice diminishes as you eat more and more slices.
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ECONOMICS RESOURCES
SUBSCRIPTION BENEFITS
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Amazing economics notes

TooLazyToStudy's economics notes include over 200 frequently
examined topics and are set in an engaging template. The best
part? These notes are editable so you can rewrite it in your own
words in Powerpoint.
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A* economics essays

Wonder what goes into a top-grade economics essay? We've
constructed a collection of over 60 economics essays written by A*
students...and yes, diagrams are included. We've put a lot of effort
to structure and optimise each and every essay.

Question

When a questions starts with ‘Analyse’ | the student is required to set out the main points and show
hew they link and connest

Step @ : Define 'price alasticity of supply’ in the introduction.

Pric elasticity of supply (PES) measures of the responsiveness of quantity supglied to a change in price.
The formada for PES is as follows

% change In quantity supplied

% change in prica.

Supply Is pri lastic (Le. PES> 1) i p can quite easily increase supply without a time delay when

thare is an increase in the price of the preduct. Supply is price inelastic (i.e. PES <1) i firms find it difficult to
change production in a given time period when the market price changes.
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oq HOW DOES IT WORK?

Economics resources

Select the Economics 30
Resouces subscription

Sign up, choose your start date and purchase
the subscription securely via PayPal.

1 Signup
Order summary

To purchase this plan and use its berefits in the fulure, log in o your

Choose a start date

2 Access the notes and essays

Navigate normally through the website and click access to
view the pages you've just subscribed!

Absolute advantage International trade

Actual economic growth Economic growth i Access note

Economics notes

Categoey: Econcmic growh

Actual economic growth
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FREQUENTLY ASKED
QUESTIONS

ﬂ Who is the economics resources plan for?

The economics notes and essays are IDEAL for A level, AS level
and O level students

2 How long does a subscription last?

You will get full access to the economic resources for one year. You
can choose the start date.

We are a team of talented students who have dedicated a lot of time
and effort to write THE perfect economics essay. Each essay has
been vetted, moderated and approved. We hate to brag but every
member of our team has scored an A or an A* for their A levels!

3 Who writes the essays?

Can I get a refund?

4 Sadly, we have a no-refund policy. Don't hesitate to contact our
friendly customer support team for any queries regarding refunds.
We commit to being completely fair and reasonable!
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FREQUENTLY ASKED
QUESTIONS

Why choose us?

Sure, there may be other websites out there posting economics notes and
essays. What makes us different?

1. We've put ourselves in the mind of a student when making the
economics notes.

+ We know that reading large paragraphs of economic theory can be
well... boring. That's why we've made our note templates as clear and
concise as possible. Every student is unique,and so should be their
notes! That's why we've made it possible to edit them.

» At the end of each section, you can even create your own mindmaps!

MAKE A MINDMAP

. un

2. We know writing economics essays can be a struggle, especially during
an exam, during which time is limited.

. Thct ! S Why we ! ve structu red (Step 1: Define ‘demand in the intioduction)
. . Damand refars to both the wilingness and th abiily of cuSIOmMArS 1o pay & ghven price 1o buy & good of
eve ry essay IN dn opt|ma| Woy senvca. Thara are several factars which could lead 1o an Incease In the demand or bus travel In tha future,

(Step 2; Explain TWO factors which could increase the demand for bus travel)

and broke every essay down

we Factor 1: A changa In lastos of soclal nomms will Increass the demand Sor bus travel v

. . ;
into headings and paragraphs. oo Loy o LS e i 14 Cos s P vt
, may pex travol & being and oificio with the
N M smart kanes and ob busas, i ul(mol\gbybus mprce with time.
We've even included tips and Thess ko e 90 P 1 e Ll et
. [} poople becom thad tri 1 by s h ity frsandty, e will opit for bus
marking scheme comments! e ks Wl cente B T e s e e B T e,

demand lor bus fravol can be shown using a diagram. The diagram balow shows the domand and supply
curves of bus travel.
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