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(UTILITY AND ITS VARIOUS ASPECTS):

‘
d the concept of utility ‘ % is 18-
[

Bentham (1748-1831); an English philosopher introduce

sciences. Jevons (1835-1882), a neo-classical economist incorporated this Concey.® Initis
economics literature to explain the consumer's behavior. Py Tne

Now we define and discuss the various aspects of utility. ¢ MU=

Utility: ' .

Utility is the power of a good or service to satisfy human wants. It is the amqyy - wil

Satisfaction. which a consumer obtains from consuming @ good O service during g, = 8 fine

specific period of time. 1 e

The various aspects of utility can be explained with the help of following table: \ h‘:‘;

e | _

Units of commodity A TU, MU, \ ' v d

(Qa) L f

1 10 10 | v s

2 18 \ |

3 22 4 \ |

4 22 0 '1 :

5 16 -6 \I , -‘*

Total utility:

The utility obtained from all the units of a good or service over a given period of time, is
called total utility. We find total utility by adding marginal utilities of each successive uni

of particular good or service during the given time period i.e. TU, =IMU, . In the given
table, total utility by the consumption of 2 units is 10+8 = 18; TU by the consumption of 3
units is 10+8+4=22 and so on.

Marginal utility:
Net addition to the total utility due to the consumption of an extra unit of a good o

: s ATU, dTU
service is called marginal utility, i.e. MU, = G 4 or

2. The given table shows that
a dQ,




ood or
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unit._ mara p— : A
N he congymeg 3 ' TardInal utility T e. net addition to the total utility
unit, MUa will be 22-18=4 and SO on..

Initial utility:

The utility of yer
4 ¥y first un
MU=TU In the Oiven lah|(~‘"1%f ¢

ey IS |

Positive utility -

good i '
it u(l)'lr Service is called initial utility. At initial utility,
iy which is marginal as well as total utility.

With the consecutive
g = Consy
finally it reaches (o zero DWFS‘S:_:O” of any good or service. marginal utility decreases and
Now_lf MU has not reached zerrmarg”'"al utility is equal to zero, total ulility ;S'ma;imum
MUI - 0 and totay tilty 15 ma:Iand TU is InCreasing, utility is positive until and unless
positive. In the given tabe ke ;:ﬁn 1|nr a nutshell, if MU>0, it reflects that utility is
2ol ; - nit of commodity, utility | |
Zero utility: (Point of Saturation) : R

' . at J \J'l 3 Ze{o j
Sall.llafl p‘,)” |[ a“ 2ars I.r)'n'lllq l'()ll “I I ‘ t L ]
on p( ' Ih ll . l : pOI UIE Q‘NE:IL SChEdul

Negative utility:
if MU < 0, it is said that -

the consumption of ;ﬁl Sn?tonr?]:mer has_ﬁegalive utility. The given table shows that after
that utility is negative « marginal utility is negative and which is enough to declare
It is worth — mentioning here that

b 3:_::;”;1: i pf:ycrhrﬂogmm phenomenon; utility of an apple is higher for a Patient
S been advised by his doctor to eat apple as compared with an ordinary

consumer of an apple
Ulility is subjective in nature: it differs from person to person.

Utility is value neutral; misuse of cell phone
Utility and usefulness are entirely different concepts and should not be confused

. :
smoking does provide satisfaction or utility to a smoker but it is injurious to

health.
RELATIONSHIP BETWEEN MARGINAL UTILITY AND TOTAL UTILITY

The empirical evidence shows that MU and TU of any good or services are closely
related. We can explain this close relationship between MU and TU in the light of given

le.
MU is the rate of change in TU due to change in quantity consumed, i.e



n Chaprer‘
s 2™ unit, mu=8 _ 8
1
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given table when the consumer consume

TU increases. In the given table upto 3% unit, My

For exampie. n the

" As long as MU is positive.

positive and total utility increases. . !

When MU is zero, TU is maximum (saturation point). This stage appears in
tabie at the consumption of 4™ unit. _ _

~ When MU is negative, TU is diminishes. At 5™ unit, MU is negative due to whig,

TU decreases.

v Wafnunit=TUafnumts—TUofn
In the given table, let n = 3 then TU of

-1 Units, |e MUn = TUn = TUn_1
3 units = 22,TU of 2 units =18, MU of 3

units=TUs — TU, =22-18=6
The relationship between TU and MU can further be explained with the help of the
TU 20 1
ML 154
10
5
5
Umts of commodity
) - dTU
The diagram shows that MU:FQ_ For example,
Erom point B to C = Change in TU / Change in quantity consumed = %:4

Morecver the diagram shows that with the consecutive consumption of a good or
= MU decreases while TU increasés. This increase in TU continues until the
Gion point when MU = 0. At 4™ unit, MU = 0 and TU is maximum. Hence 4" unit

s the saturation po The diagram also shows that when MU is negative, the slope

msmm@emﬂmm& negative MU leads to decrease in TU.
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L E=Clear COMPrehension of the -3
¢ the basic pillars of the c.ami,::::‘sﬁm Of utility ang s van Chapter -
: w ity a vanous aspects, now

Ppr
[LAW OF DiIMiNisiie—

IMIN|
. SHING MARGINAL UTILITY |
-Mion:

concerm in the theory of Consumer belo

WIS maximum satisfaction within our, is to find consumer's equilibrium i.e.
under the following thr, Siven conditions Consumer’s equilibrum can

W : E° ©€ appr

b The cardinal utility approach ey
The ordinal utility approach
The revealed preference approach

t, we are concemed with law of
ﬂﬂ?:undatio" to discuss consumer's
of the law under discussion is t

i
h
i |
diminishing marginal utility which provides the

equilibrium under the cardinal utility approach
he concept of marginal utility.

. inal utility we mean net addition to t
. 0 the total utility C jon of an
‘ 'l ol unit of a particular g0od or i otal uliiity due to consumptio

i 5 n, a German economist, was the first to explain this law in 1854. Later Alfred
chall (1842-1924) refined this law and is considered the major exponent of this law

STATEMENT

Miired Marshall in his book “Principles of Economics™ states that
tional benefits which a person derives from an increase of his stock of a thing
beh with every increase in the stock he already has”
JA Samuelson says that
-'@onsumed amount of a good increases, the marginal utility of that good ends 10

nsively speaking:
minishing marginal utility states that

hin being constant, marginal utility of a particular good or service continues 10

h its consecutive consumption it reaches zero _and f consecutive
Bf successive units is continued, it becomes negative

ASSUMPTIONS

is valid only with the following assumplions

ing marginal utility
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1. Rationality: | e 11. r’
The basic assumption is that the consumer aims at maximizatio satisfaction With;, { commo
given conditions. l
2. Constant Marginal Utility of Money: } We can |
: i amains the s ‘
Purchasing power per unit of money for successive units of money remains the same 'i
]
3. Additive Utility: |
Additive utility implies independent utilities of various goods in a given bundle ‘_'”‘”L"H can §
be added to find total utility. If there are n commodities in a bundle with the quantities
Xz X, then utility function is _
U:f(xhxz, .xn) I.
Here total utility is additive, i.e. The \a
U=U1(X1)+U2(X3)+,., +Un(xn) paﬁlCU
i he
4, * reac
Homogeneous Units e
All the successive units to be consumed must be homogeneous in all respects | e. size gontin
utility

color, packing etc.

5. Suitable Quantity:
Suitable units of a commodity should be consumed otherwise this law will not be valid

6. No Change in Consumer’s Attitude:
Consumer's attitude towards a commodity should remain the same

7. No Change in Taste:

This law will not be valid if there is a change in taste or fashi.dn.

8. No Change in Quality:

Quality of successive units should be the same. For example, if quality of successive
units improves, this law will not be valid.

9. No Change in Price:
In case of decrease in price, utility may increase for the successive unit, Thus price

should remain the same for the validity of this law. Moreover, the price of substitutes

" should also remain the same.

10. No Change in Income:
Change in consumer's income brings about a change in purchasing power which may

e tha whnle ecanarin Hence consumer's income should remain the ©arme
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The table shows that with the ~ro.. =
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EXCEPTIONS | LIMITATIONS
Bollowing exceptions or Imitalions of law of diminishing marg
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1. Money and Wealth: :

g 1 0 Mo
The temptation.of money and wealth has no end. This law IS5 NOUAR
and wealth

2. Knowledge:

£ . ARL .\-’|l'1
If a person acquires more and more knowledge, his thrust 1o ! '

the utility of further study also increase

3. Art:
avs remaeaiins Mbiti

It has never been perfections in art and a true artist alway
the perfection

4. Rare Collections:
This law does not hold in case of collection of antiques like diamond
paintings etc
5. Power:
This law does not hold for power and its externalities
6. Taste for Display:
This law does not apply to things or activities which salisfy a consumer
of wealth or.prestigious status in the society.’
7. Public Goods:

as the utiity of

This law is not applicable in case of public goods a
telephone facility goes on increasing

8. Hobbies:

This law does not hold for personal hobbies like painting, gardening, ticket

9. Narcotics:

18]

pu

If a person is addicted to smoking; drinking or drugs, his utility for

increases. Hence this law does not apply to narcotics
10. Fashion and Customs:
This law becomes inoperative in case of fashion and customs

CRITICISM:

Same demerits as discussed under law of equi-marginal utility

IMPORTANCE

Law of diminishing marginal utility is considered very important in Econor

on the basis of the following facts
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