
7 7 

Indifference curve analysiIS 
A. What is an indifference curve?

he indifference curve analysis was first developed by Edgeworth, pareto and slutsky. The most detailed presenta tion is given by Hicks and Alen. The indifference curve analy- sis of demand is also. known as the ordinat utility analysisj lt is based on ordinal utility, where as the utility analysis of de mand is based on cardinal utility.
Indifference curve: An indifference curve refers to the th levels of the satisfaction of the consumer derived from a com- p) bination of two commoditie_. It is assumed that the various i combinations give equal satisfaction to the consumer. The following indifference schedule clearly explains the various com- binations of goods. The various combinations of the follow- ing two commodities give the same total satisfaction to the Consumer. 

Indifference Schedule: fi- 
cth Combinations Apples Oranges MRS 

20
15 5:1 3 11 3 4:1 

4 8 3:1 
5 6 5 2:1 

The above indifference schedule can be represented in the form of an indifference curve. 
In the diagram OX-axis refers oranges, OY axis refers Apples. 
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new position of equilibrium will be at a, f we join 
the equilibrium points Q,0, and a,. We get the pr 

he 

reactionsumption curve (Pcc). The Pcc shows the reactionudc 
udg 

consumer when there is change in the price for one f o 

dif commodities. This shows the price effect.
ubs 

Substitution effects: This substitution effect rej,1od
the change in the demand of two commodities as a res aid 

their relative change in prices, the total utility remainin, 
same. Substitution effect occurs when the relative p 
goods change and there is compensating varition in inc. 
The consumer will substitute a commodity which is rela 
cheaper for a commodity which is relatively dearer. This ca e 

a movement along an indifference curve.
The substitution effect can be illustrated with the hezallc

a diagram. 

ion. 

ere 

imit 
vidu 

Sure 

of li 

fere 

var 

9c 
the 

am M M X 

Oranges
Substitution effect 

In the diagram, the two axis represents two goods.od the budget line and the equilibrium position is indicated by 
suppose the price of orange falls, orange become cheapefi 6. . 
apple become relatively dearer. The cheapness of one and exp 
costliness of the other have neutralised' or compensated other. So the consumer remain on the same indifference 

too 
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The consumer finds new equilibrium point B on L,M, the new 

budget line. It will be clear that the consumer has now more 

of orange and less of apple. The movement along the same 

indifference curve from A to B or from X, to X, represents 

substitution effect (i.e). The substitution of the dearer com- 

modity by a cheaper commodity. The substitution effect is 

said to be always positive. 
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