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How can a consumer find the optimum with budget constraint and indifference curves?

To find the optimum with a budget constraint and indifference curves, a consumer can

follow these steps:

1. Determine the budget constraint: The consumer must determine how much money

they have available to spend on the goods they want to buy. This creates a budget

constraint which is the limit to the amount the consumer can spend.

2. Identify the indifference curves: The consumer must identify the indifference curves

which show all the combinations of the two goods that give the consumer the same

level of satisfaction.

3. Find the highest indifference curve: The consumer must find the highest indifference

curve that intersects with the budget constraint. This will give them the highest level of

satisfaction they can attain given their budget.

4. Determine the optimal consumption: The optimal consumption of the two goods

occurs at the point where the highest indifference curve intersects with the budget

constraint. This point is called the optimal consumption point or the consumer

equilibrium.

5. Check for the income and substitution effects: The consumer should check for income

and substitution effects to ensure that their optimal consumption choice is a true

optimum.

By following these steps, a consumer can find the optimum with a budget constraint and 

indifference curves, and make the best consumption choices given their budget and 

preferences.
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M = Income 
PA = Price per unit good A 
PB = Price per unit good B 
 
Good A and B are divisible. All income is 
spent. The budget constraint shows the 
consumption possibilities between A and B if 
all income is spent. 
 
M/PA = all income is spent on good A 
M/PB = all income is spent on good B 
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Along an indifference curve, utility is constant. 
and the higher an indifference curve, the 
greater the utility. 
 
Indifference curves cannot cross, because 
utility along the curve is constant. 
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The consumer optimum is at the point where 
the budget constraint touches the highest 
possible indifference curve. 

 


