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Every rational consumer wants to get maximum satisfaction with his given money income. He spend his 

money income on a commodity or a combination of commodities in such a way, that he gets maximum 

satisfaction. When he gets maximum satisfaction, he is said to be in equilibrium. Thus, consumer equilibrium 

refers to a situation under which the consumer spends his given income on the purchase of a commodity (or 

combination of goods) in such a way that gives him maximum satisfaction (or utility). It also means that any 

alternative allocation of income will only give him le satisfaction. 

Consumer's equilibrium according to utility approach can be discussed under two situation:- 

1) Single Commodity case  

2) Two commodity case 
 

1) Single commodity case :conditions of equilibrium 

Let us now explain the position of consumer's equilibrium under a single commodity case. While purchasing 

a commodity, a consumer compares its price with the expected utility obtained from it. Price of a good is the 

amount of money that the consumer has to pay per unit of the good he wants to purchase. Every consumer 

compares benefit (i.e., utility) with cost (i.e., price of the commodity). He will buy the commodity so long as 

marginal utility is greater than price.  Exactly how many units of commodity will he buy would depend on 

the following conditions of equilibrium: 

 

FIRST CONDITION: 

  

                   Marginal Utility of a commodity = Price of commodity 

                        Marginal Utility of money  

 

This is the general condition of consumer's equilibrium in case of single commodity. This condition implies 

that marginal utility of commodity (when measured in monetary units) must be equal to price to the 

commodity. 

 

The determination of position of consumer's equilibrium can be illustrated with the help of an example as 

under: 

 

Units of ice- 

cream 

MU 

(Utils) 

MU in money 

(MUx/MUm) 

Price per unit 

in Rs. 

Net Gain 

(MU – P ) 

Remarks 

1 120 120 ÷ 4 = 30 20 30-20= 10 MUx˃ Px 

2 100 100 ÷ 4 = 25 20 25-20= 5 MUx˃ Px 

3 80 80 ÷ 4 = 20 20 20-20=0 MUx= Px 

4 60 60 ÷ 4 = 15 20 15-20= -5 MUx˂ Px 

5 40 40 ÷ 4 = 10 20 10-20= -10 MUx˂ Px 

6 20 20  ÷ 4 = 5 20 5-20= -15 MUx˂ Px 

 
 
 

  



             4 utils 

The condition of consumer's equilibrium can also be expressed as:- 

                       MUx = MUm 

                         Px 

This condition implies that per rupee MU of commodity should be equal to marginal utility of 

money. At 3 units of consumption, this condition is also satisfied as under:- 

 

        80 Utils = 4 utils 

          Rs. 20 

      

 

 

 

 

Let marginal utility of money for the consumer is 4 utils and price of the commodity X(i.e., ice-cream is 

rupees 20). In the table, marginal utility from 1
st
 unit of ice cream for him is 120 utils. Using the scale 4 utils 

= 1 rupees, his marginal utility of ice-cream in terms of money is calculated as under:- 

 

                                                                     4 utils = Rs. 1 

 

                                                                    1 util = 1 

                                                                                 4 

 

                                                             120 utils = 1 x 120 

                                                                               4 

 

                                                                          = Rs. 30 

 

Marginal utility in money term is more than the price. So he should buy the first unit of ice-cream and will 

get net gain equal to Rs. 10(30- 20). The second unit of ice-cream gives in utility equal to 100 utils which is 

worth of Rs. 25 = 100 utils. 

                                4 utils.     He would again like to purchase the units of ice cream. Further, marginal 

utility from the third unit of ice-cream is 80 utils for him. Thus, marginal utility in terms of money will be 

Rs. 20 = 80 utils 

               4 utils   which is equal to price.  If he consumes 3 unit of ice-cream,  he attains equilibrium as the 

following condition is satisfied: 

 

                            MUx = Px                                 
                              Mum 
                                 
                         80 Utils =  Rs. 20 


