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. Budget Constraing:

ndividua(s face (imited income and must make

choices on how to spend It.

cxample; S0 monm(} d{owance 1o Spend on

Tas (;];Z/l%afu and DVEs {10z
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2. Budget Line:

Represents al( possidle combinations of two g00ds

you can buy with your full income.

Points on or éelow the (ine are attainebe; points

above (e, CF) are unattainede.

Changes (n tncome or prices shift the sudget

teome —nerease— e snfts omward = more
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Price decrease: (ine shifts outward — greater

quantity affordad e.

nflation or price increase: (ine shifts inward —

fewer g.00ds affordad e.

3 Opportunit j2 CO3t?
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cxample: Moving from C1 to CS AU}Ing 1 —extra

A |

DVD costs $10, which could have been spent on

5 gallons of gas.

Opportunity cost of each extra. DVD = & ga(ons

of gas.

Opportunity cost depends on price of the g00ds

and auantity of the alternative item forgone, not

just VVLOVlé}.
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made for each choice.

cven if prices change, the physical trade-off in

terms of goods (4., DVDs vs gas) may remaln

Understanding this helps in efficient a(ocation of

Umited resorce




