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	Audience description
	This module is suitable for learners with some range of backgrounds and levels of prior knowledge in economics especially in the areas of the nature and scope of economics and the theory of demand and supply. The module is particularly useful for learners who are pursuing degrees or careers in business, economics, marketing, or related fields, as well as for anyone else who seeks to develop an understanding of the concept of utility analysis and how it affects consumer behaviour market outcomes.

	Instructions to learners
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	Welcome to the Theory of Consumer Behaviour Module! 

By following these instructions, you can successfully progress through the module in a timely manner and demonstrate your understanding of the course material.

Engage with the material: Make an effort to fully engage with the course material, whether that means taking detailed notes, participating in online discussions, or seeking out additional resources to supplement your learning.

Complete assignments and quizzes thoroughly: Each assignment and quiz is an opportunity for you to demonstrate your understanding of the course material. Take the time to complete each one thoroughly and make sure you have answered all questions to the best of your ability.

Need help? If you are struggling with a particular topic or assignment, don't hesitate to seek help. This may include reaching out to your facilitator through chats or during synchronous media and participating in online forums.

Review and reflect: After completing each assignment or quiz, take the time to review your work and reflect on what you have learned. This will help you to identify areas where you may need to focus more attention in future assignments.

Remember, mastering the theory of demand and supply takes time and effort. But with dedication and practice, you can develop a strong foundation in this fundamental area of economics.

You are encouraged to stay up-to-date with the latest research and developments on the area of nature and scope of Economics.

For technical support e.g. lost passwords, broken links etc. please contact tech-support via e-mail [insert tech support email] You can also reach learner support through [insert learner support email].

Best of luck!

	Learning module description
	This module is designed to introduce you to the basics of understanding the theory of consumer behaviour and its significance. The module seeks to explain how consumers make decisions and the factors that influence their choices. 
The concept of utility, how it is measured and the law of diminishing marginal utility, which explains how the marginal utility of a good decreases as the consumer consumes more of it are explored here. Next, we delve into consumer preferences, which are the underlying reasons for why consumers make the choices they do. Here, the module focuses on indifference curves and the marginal rate of substitution, which help you understand the trade-offs that consumers make between different goods and services. We will also examine the budget constraint, which is the limit on a consumer's purchasing power, and how it affects their choices. Finally, the module looks at consumer equilibrium which refers to the state where a consumer maximizes their satisfaction or utility from the goods and services they consume given their limited income and the prices of those goods and services.

	Module objectives:

	This module enables learning about;

1. Basic concepts related to the theory of consumer behavior, such as utility, budget constraint, and indifference curve analysis.
2. Fundamental principles of consumer behavior, such as the law of diminishing marginal utility, the substitution effect, and the income effect.
3. Impact of changes in prices and income on consumer choices.
4. Strengths and weaknesses of the theory of consumer behavior and its implications for economic policy, such as evaluating the effectiveness of price controls or analyzing the impact of advertising on consumer behavior.

	Module learning outcomes:


	By the end of the module you should be able to;

1. Recall and define the basic concepts related to the theory of consumer behavior, such as utility, budget constraint, and indifference curve analysis.
2. Explain the fundamental principles of consumer behavior, such as the law of diminishing marginal utility, the substitution effect, and the income effect.
3. Apply the theory of consumer behavior to real-world scenarios, such as analyzing the impact of changes in prices and income on consumer choices.
4. Evaluate the strengths and weaknesses of the theory of consumer behavior and its implications for economic policy, such as evaluating the effectiveness of price controls or analyzing the impact of advertising on consumer behavior.

	Planned Learning Resources
	Video lectures, online textbooks, interactive simulations, online discussion forums, practice questions, quizzes and tests, wikis, webinars, YouTube videos

	ACTIVITY 1: INTRODUCTION
VIDEO 1: Pre-recorded lecture on topic emphasizing LEARNING OUTCOME 1:
 Factual knowledge.

Topic content is fully presented here. The lecture will deal with factual knowledge, expounding on threshold concepts, if any.

A video should be provided to support the lecture content.
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	Welcome to this lecture on Consumer behaviour!

Today, you will be learning about an important concept in the field of economics that will help you understand how consumers respond to changes in prices, incomes. 

Let's begin by defining some key term:

What is Consumer Behaviour? Consumer behaviour refers to the actions and decisions of individuals, households, or organizations when they select, purchase, use, and dispose of products, services, and ideas to satisfy their needs and wants.

Consumer behaviour is a complex process that is influenced by various factors such as individual characteristics, psychological factors, social and cultural factors, and marketing stimuli. Besides, the study of consumer behaviour helping you understand the intricacies of consumption decisions made by consumers, the study of consumer behaviour also helps marketers and managers to understand the behaviour of consumers and develop effective marketing strategies to satisfy their needs and wants.

Consumer Needs and Wants 
Consumer behaviour is driven by the basic human needs and wants. Needs are the basic necessities of life such as food, shelter, clothing, and safety. Wants are the desires that go beyond the basic needs, such as luxury items or status symbols.
The satisfaction of needs and wants is the ultimate goal of consumer behaviour. Consumers use their resources such as time, money, and effort to satisfy their needs and wants. The study of consumer behaviour focuses on how consumers allocate their resources to achieve their goals


Consumer Decision Making Models 
There are various models that explain the consumer decision-making process. The most commonly used models are:

1. Economic Model: The economic model assumes that consumers are rational and make decisions based on their preferences and budget constraints.
2. Information Processing Model: The information processing model assumes that consumers process information in a systematic and logical manner.
3. Psychological Model: The psychological model assumes that consumers make decisions based on their psychological needs, attitudes, and motivations.
4. Social Model: The social model assumes that consumers make decisions based on their social interactions and relationships.

Basically, the theory of consumer behaviour focuses on how consumers allocate their income among different goods and services.

Components to the theory of consumer behaviour
There are three main components to the theory of consumer behaviour: 
1. Preferences, 
2. Budget constraints and 
3. Utility maximization.

Preferences: 
A consumer’s preferences refer to the subjective likes and dislikes of consumers regarding various goods and services. In other words, consumer preference reflects the choices that consumers make when faced with a variety of options. This concept is juxtaposed with the concept of utility which reflects the value or benefit that consumers obtain from their choices.

The relationship between consumer preference and utility can be explained by the concept of marginal utility. Marginal utility refers to the additional satisfaction that a consumer derives from consuming an additional unit of a good or service. As a consumer consumes more units of a good or service, the marginal utility of each additional unit tends to decline.

Therefore, a consumer's preferences are influenced by the marginal utility of each additional unit of a good or service. For example, a consumer may prefer one type of food over another because it provides more marginal utility or satisfaction.

There are two identified measures of utility Cardinal utility analysis and ordinal utility analysis

1. Cardinal Utility: 
This is based on the assumption that utility can be measured in absolute and quantitative terms. That is, a consumer can express his/her satisfaction numerically.

Assumptions of cardinal utility
a) Rationality: theory of economics that assumes that individuals always make decisions that provide them with the highest amount of personal utility subject to the constraint imposed by income and price levels.
b) Consumer satisfaction is quantifiable: utility of each commodity is measurable conveniently in monetary units by the amount of money the consumer is willing to pay for extra unit of commodity
c) Constant Marginal Utility of Money: The essential feature of a standard unit of measurement is that it be constant. If marginal utility of money changes as income changes then it fails as standard measure.
d) Total Utility: refers to the entire amount of satisfaction a consumer receives from consuming various goods. The more of an item a consumer consumes per unit of time, the greater will be the total utility up to a certain optimum point. When this point is reached, the commodity will no longer give the consumer any utility. Such a point is known as saturation point.
e) Diminishing Marginal Utility (DMU): Utility gained from consumption of a commodity declines as additional quantities are consumed. This is also referred to as the Law of diminishing marginal utility.

Critique of cardinal utility
a) Utility being the want satisfying power of a commodity or a service, cardinal utility measurement is considered a very subjective concept that resides in the mind of the consumer (depending on personal judgment/ imagination) 
b) As income increases the marginal utility of money changes. Thus, money cannot be used as a standard measure since its own utility is not constant.
c) The axiom of DMU is a psychological law that is a feeling that cannot be quantified.
d) Cardinal utility analysis does not explain nature of preference for inferior and giffen goods
e) Cardinal utility analysis fails to distinguish between income effect and substitution effect in the context of consumer preference.

2. Ordinal Utility: 
According to this school of thought, utility derived can only be ranked in the order of preference and not measured numerically. Consumer’s preferences are expressed using indifference curves, which show all the possible combinations of two goods that a consumer is equally satisfied with.

Assumptions of ordinal utility
a) Rationality: Consumer is assumed to be utility maximizer, given his income and market price. So, he will choose combination of goods that maximises his utility
b) Consumer is only able to rank his preference according to satisfaction obtain from each combination of goods.
c) Consistency of choice: If one period a consumer prefers combination to, he will not choose combination over another period if both bundles are presented.
d) Transitivity of Choice: if bundle , and bundle  then bundle 
e) Total Utility: depends on the quantities of commodities consumed 
f) Non satiation: consumer will prefer the bundle of goods that has more units than that with less units. 
g) Diminishing Marginal Rate of Substitution (DMRS): refers to the consumer's willingness to part with less and less quantity of one good in order to get one more additional unit of another good. This depicted by the  slope of indifference curve. 

Indifference curves IC
An indifference curve is a curve that shows all combinations of two commodities which yield the same level of utility thereby making the consumer indifferent.

[use animation to insert and demonstrate an IC here]

Indifference map
An Indifference map refers to a set of indifference curves which describes individual’s preferences.

[use animation to insert and demonstrate an indifference map here]

Properties of Indifference curves
a) Negative slope
b) A higher  represents higher level of satisfaction
c) They do not intersect
d) They need not be parallel to each other
e) They are convex to the origin





Budget Constraints: 
A consumer’s budget constraint is the limit to how much they can spend on goods and services given their income and the prices of the goods and services. Budget constraints can be represented by a budget line, which shows all the possible combinations of two goods that a consumer can afford by allocating his/her entire income i.e. expenditure is equals to the Income.

To illustrate this concept, let us consider an example of a consumer trying to decide how to allocate their income between two goods: coffee and croissants.

Assume the price of a mug coffee is $4, the price of a piece of croissant is $2, and the consumer has $20 to spend. We can represent the budget line as follows:



Where b represents the number of a mugs coffee and p represents the number of croissants.

[Insert diagram of budget line]

We can further assume that the consumer’s preferences is represented by some indifference curve representing utility level U.

The consumer’s goal is to choose the combination of coffee and croissant that maximizes their utility subject to their budget constraint. To do this, we need to find the point where the highest indifference curve is tangent to the budget line. Such a point is called utility maximization point. It gives the optimal consumption bundle

[Insert diagram of optimal consumption bundle]


Utility Maximization: A consumer seeks to maximize their utility (satisfaction) subject to their budget constraint. Utility is the satisfaction or happiness that a consumer derives from consuming a good or service. Consumers will continue to consume goods and services until they have exhausted their budget or until they have reached a point where the marginal utility of the last unit consumed is equal to its price.

	ACTIVITY 2: READING
READING MATERIAL 1:

Learners engage in self-directed learning of an article, a book chapter or whatever other material assigned.
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	Reading Materials on Elasticity

1. Mankiw N. G. (2001). Principles of economics. South-Western College Pub. Chapter 21,  Page 463 – 490


	ACTIVITY 3:  Comprehension questions:
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	Questions are based on the lecture and reading material.

1. Consumer preference refers to: 
a) The objective characteristics of a product 
b) The subjective likes and dislikes of consumers towards different goods and services 
c) The price of a product 
d) The marketing strategy used to promote a product

2. Utility refers to: 
a) The objective characteristics of a product 
b) The subjective likes and dislikes of consumers towards different goods and services 
c) The price of a product 
d) The marketing strategy used to promote a product

3. Marginal utility refers to: 
a) The total satisfaction a consumer derives from consuming a good or service 
b) The additional satisfaction a consumer derives from consuming an additional unit of a good or service 
c) The total cost of consuming a good or service 
d) The additional cost of consuming an additional unit of a good or service

4. According to the theory of consumer behaviour, why do consumers choose one product over another? 
a) Because of the product's price 
b) Because of the product's objective characteristics 
c) Because of the product's subjective characteristics and the utility it provides 
d) Because of the product's brand name

5. The law of diminishing marginal utility states that: 
a) The marginal utility of a good or service increases as a consumer consumes more of it 
b) The marginal utility of a good or service decreases as a consumer consumes more of it 
c) The total utility of a good or service is equal to the sum of the marginal utilities of all the units consumed 
d) The total utility of a good or service is equal to the average utility of all the units consumed

6. The theory of consumer behaviour has some limitations. Which of the following is a limitation of the theory? 
a) It assumes that consumers always make rational choices b) It does not consider the role of emotions and other psychological factors in consumer behaviour 
c) It assumes that all consumers have the same preferences d) All of the above are limitations of the theory

7. How can firms use the theory of consumer behaviour to design products and services that better satisfy their customers' preferences? 
a) By understanding their customers' likes and dislikes and designing products that meet their needs 
b) By using marketing techniques to manipulate their customers' preferences 
c) By charging higher prices for products that are in high demand 
d) By using celebrity endorsements to promote their products
 
Answers

1. b)
2. b)
3. b)
4. c)
5. b)
6. d)
7. a)

	LEARNING OUTCOME 2: Conceptual knowledge


ACTIVITY 4: Video to be used.

	Learner is required to use factual knowledge acquired to answer question “Why”?
The Case Method, (E-Case or written case) role play or any other visual aid to be used. An E-Case of a situation for the learner to solve possible problems using facts acquired.
Learners will engage in online discussion either live or on forum to answer ‘Why’ questions.

	CASE 1:
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	The case is described here.

Apple's iPhone Pricing Strategy

Apple has been successful in increasing demand for its iPhone by using a pricing strategy that takes advantage of consumers' preferences and behaviour. The company releases new models of the iPhone every year, each with higher prices than the previous year's model. This strategy creates a perception among consumers that the new model is more valuable and desirable than the previous model, leading to increased demand and sales.

Questions

1. How does Apple's pricing strategy take advantage of consumers' preferences and behaviour?
2. How does the release of a new model every year create a perception of increased value and desirability among consumers?
3. Do you think Apple's pricing strategy is ethical? Why or why not?

Rubric:

1. Apple's pricing strategy takes advantage of consumers' preferences and behaviour by creating a perception of increased value and desirability among consumers with each new iPhone model. Consumers tend to place a higher value on newer products and may be willing to pay a higher price for them.
2. The release of a new iPhone model every year creates a perception of increased value and desirability among consumers because the newer model is marketed as having improved features and capabilities compared to the previous model. Consumers may view the new model as more valuable and desirable and be more likely to purchase it at a higher price.
3. The ethical implications of Apple's pricing strategy are subjective and depend on individual perspectives. Some may argue that it is fair for a company to charge what the market is willing to pay for its products, while others may argue that it takes advantage of consumers' preferences and behaviour and is not fair or ethical.

	[bookmark: _Hlk131239802]ACTIVITY 5: READING MATERIAL 
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	Material to reinforce the Learning Outcome 2

1. [bookmark: _GoBack]David C. Colander (2020) Microeconomics [11th ed.], The McGraw-Hill Series In Economics Chapter 19 page 416 – 440

2. David B, Ronald B. (2010). Microeconomics —4th ed. Chapter 3 page 73 – 99; Chapter 4 page 104 – 138.

Learner writes blog. Others respond.

Write a blog explaining the following concepts 
1. Income and substitution effect
2. Compare and contract cardinal utility and ordinal utility analysis


	ACTIVITY 6: ONLINE DISCUSSION

Show how participation will be assessed
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	Activities based on reading Material 5.  

Use chats, discussion forum, question /answer, message my teacher to engage others on the following questions.

1. What is consumer preference, and how is it related to utility?
2. Explaining the concept of marginal utility and its relevance to consumer behaviour.
3. How can firms use the theory of consumer behaviour to design products and services that better satisfy their customers' preferences?
4. Why do consumers choose one product over another, according to the theory of consumer behaviour?
5. How does the law of diminishing marginal utility affect consumer behaviour?
6. What are some limitations of the theory of consumer behaviour?
7. How can the theory of consumer behaviour be used to predict changes in consumer behaviour over time?


 Participation will be based on the following criteria;
1. Quality and accuracy of content
2. Clarity of writing and organization
3. Depth and insight of evaluation
4. Use of evidence and examples to support arguments
5. Creativity and originality of ideas

	 LEARNING OUTCOME 3: PRACTICAL SKILLS
VIDEO 3: 
Show video which displays practical use of knowledge acquired.
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	This is a 6 min video on practical cases of elasticity of demand and supply.

https://www.youtube.com/watch?v=dmgFP0qteBU





	
ACTIVITY 7: Learner practice sessions
	Learner practices the learnt skills. Learner to be given task to demonstrate mastery of the skill.

Sarah is a college student who enjoys reading and listening to music. She has a limited budget that she can allocate between buying books and purchasing music CDs. Her goal is to maximize her satisfaction or happiness from consuming books and music.

Questions

1. What is Sarah's utility function for reading books and listening to music? 
Possible answer: Sarah's utility function might be expressed as  where f is a function that represents Sarah's satisfaction or happiness from consuming different amounts of books and music.
2. What are Sarah's preferences for consuming books and music? 
Possible answer: Sarah's preferences for consuming books and music will depend on her tastes and preferences. For example, she might prefer to consume more books than music or vice versa, or she might derive greater satisfaction from consuming a combination of both.

3. Draw Sarah's budget line and indifference curves. 
Possible answer: Sarah's budget line can be represented by the equation, where  is the amount spent on books,  is the amount spent on music, and  is her total budget. 
The slope of the budget line is -1, which represents the opportunity cost of consuming one additional book in terms of foregone music. Indifference curves can be drawn to represent the different combinations of books and music that give Sarah the same level of utility.

4. What is Sarah's optimal choice of book and music consumption? 
Possible answer: Sarah's optimal choice of book and music consumption will be at the point where her budget line is tangent to her highest attainable indifference curve. At this point, the marginal rate of substitution (MRS) between books and music is equal to the ratio of their prices. If Sarah's MRS is greater than 1, she should consume more books and less music, while if her MRS is less than 1, she should consume more music and less books.

5. What happens if Sarah's budget increases or the price of books changes? 
Possible answer: If Sarah's budget increases or the price of books changes, her budget line and optimal consumption point will shift. If her budget increases, her budget line will shift outward, allowing her to consume more books and music. If the price of books decreases, her budget line will become flatter, making books relatively cheaper and encouraging her to consume more books and less music.

	ASSESSMENT OF PRACTICAL SKILL:

Learner records practiced skill and uploads video on E-Portfolio

OR

Learner engages in original creative/design activity to demonstrate practical application of knowledge. 
Assessment of tasks described.

	Record any practiced skills and upload video on E-Portfolio

	LEARNING OUTCOME 4: KEY/TRANSFERABLE SKILLS

Provide reading material which emphasizes reinforcement of topic learnt. How to communicate or share acquired knowledge.

	Reading material 1

1. David C. Colander (2020) Microeconomics [11th ed.], The McGraw-Hill Series In Economics Chapter 19 page 416 – 440

	ACTIVITY 8
Learner to engage in communication, collaboration, problem solving, research, leadership activities. Examples, preparation of a poster to communicate new knowledge acquired, written essay, debate, audio recording …etc.

	Essay Question

In the theory of consumer choice, how do preferences and budget constraints influence an individual's optimal consumption choice? Discuss the concept of utility and the role it plays in consumer behavior.

Rubric

Possible essay outline:

I. Introduction
· Brief overview of the theory of consumer choice and its relevance to understanding consumer behaviour
· Thesis statement: Preferences and budget constraints play a crucial role in determining an individual's optimal consumption choice, with the concept of utility serving as a key component of consumer behaviour.
II. Preferences and budget constraints
· Definition of preferences and budget constraints
· Explanation of how preferences and budget constraints interact to determine an individual's consumption choice
· Discussion of the budget line and indifference curves and how they represent the trade-offs between different goods and services
III. The role of utility
· Definition of utility and its importance in consumer behaviour
· Explanation of how utility is derived from an individual's preferences and how it influences the consumption choice
· Discussion of the concept of marginal utility and how it affects the optimal consumption choice
IV. Factors that affect consumer behaviour
· Factors such as income, prices, and changes in tastes that affect an individual's preferences and budget constraints
· How changes in these factors can lead to changes in an individual's optimal consumption choice
V. Conclusion
· Summary of the main points discussed in the essay
· Implications of the theory of consumer choice for understanding consumer behaviour
· Final thoughts on the importance of understanding preferences, budget constraints, and utility in consumer behaviour.

	QUIZZ: 
Short questions to put knowledge to the test.
Make it game like
Challenge learners 
Questions of MCQ, T/F, short answer questions etc.
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	1. Which of the following is NOT one of the three basic assumptions of consumer theory? 
a. Consumers are rational. 
b. Consumers have limited incomes. 
c. Consumers have unlimited wants. 
d. Consumers only consume one good at a time.

2. True or False: The law of diminishing marginal utility states that as a consumer consumes more of a good, the marginal utility they receive from each additional unit of the good will eventually decrease.

3. Which of the following is NOT a type of indifference curve? 
a. Straight line 
b. Convex 
c. Concave 
d. Vertical

4. True or False: The budget line shows all the combinations of goods that a consumer can purchase given their income and the prices of the goods.

5. Which of the following is an example of a normal good? 

a. Ramen noodles 
b. Luxury cars 
c. Generic brand toothpaste 
d. Second-hand clothing

6. If a consumer is currently consuming at a point on their budget line and the price of one of the goods they consume decreases, what will happen to their budget line? 
a. It will shift inward. 
b. It will shift outward. 
c. It will rotate. 
d. It will not change.

7. True or False: A consumer's marginal rate of substitution (MRS) measures the rate at which they are willing to trade one good for another.

8. Which of the following is an assumption of the utility-maximizing rule? 

a. Consumers always have perfect information about the goods they consume. 
b. Consumers always consume all of their income. 
c. Consumers always choose a bundle of goods that lies on the highest indifference curve they can afford. 
d. Consumers always have decreasing marginal utility for all goods.

9. If a consumer is in equilibrium, what is true about their marginal rate of substitution (MRS) and the slope of their budget line? 
a. MRS = Slope of budget line 
b. MRS > Slope of budget line 
c. MRS < Slope of budget line 
d. MRS and Slope of budget line are unrelated.

10. Which of the following is an example of a Giffen good? 
a. Beef 
b. Luxury handbags 
c. Movie tickets 
d. Potatoes

Answers: 
1. d. Consumers only consume one good at a time.
2. True
3. d. Vertical
4. True
5. b. Luxury cars
6. b. It will shift outward.
7. True
8. c. Consumers always choose a bundle of goods that lies on the highest indifference curve they can afford.
9. a. MRS = Slope of budget line
10. d. Potatoes

The answers provided are based on the most commonly accepted principles and theories in the field of economics. There may be some variations or differences in the answers depending on the context or perspective.


	TAKE HOME MESSAGE
	Learner to state the take home message from their learning experience.

	Reference list
	1. David C. Colander (2020) Microeconomics [11th ed.], The McGraw-Hill Series In Economics 
2. David B, Ronald B. (2010). Microeconomics — 4th ed.
3. Mankiw N. G. (2001). Principles of economics. South-Western College Pub
4. Henry H. (2008), Economics in One Lesson. Ludwig Von Mises Institute. ISBN: 9781933550213,193355021X
5. Mankiw N. G. (2001). Principles of economics. South-Western College Pub
6. W. Nicholson, (2008), Microeconomic Theory: Basic Principles and Extensions, The Dryden Press. Intergra India
7. Koutsoyiannis, A. (2000), Modern Microeconomic, The Macmillan Press Ltd. 4th Ed. London
8. Landsburg, Steven E. (2012). The Armchair Economist: Economics and Everyday Life [Revised]. Free Press. ISBN: 1451651732; 9781451651737. Chapter 16 page 147-156.
9. Lipsey R. An Introduction to positive Economics 6th Ed
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