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CONSUMER'S EQUILIBRIUM 
 

 

Meaning 

Consumer's equilibrium is a situation in which the consumer gets maximum satisfaction out of 

his limited money income. In other words, the state of getting maximum satisfaction by the 

consumer is called the state of equilibrium of the consumer. 

Three main theories have been given to guarding the behavior of the consumer demand which 

are as follows, Marginal Utility Analysis, Indifference Curve Analysis and Revealed Preference 

Theory. 

 

UTILITY 

Utility is the capacity of a commodity or service to satisfy human wants. The more the need of a 

commodity or the stronger the desire to have it, the greater is the utility derived from the 

commodity. Utility is subjective. Different individuals can get different levels of utility from the 

same commodity. For example, someone who likes chocolates will get much higher utility from 

a chocolate than someone who is not so fond of chocolates, Also, utility that one individual gets 

from the commodity can change with change in place and time. For example, utility from the use 

of a room heater will depend upon whether the individual is in Ladakh or Chennai (place) or 

whether it is summer or winter (time). So utility is not objective but subjective and relative. 

Which means the utility depends upon mental state of the person concerned and different 

circumstances. For example Pen has much utility for a student but it has no utility for an illiterate 

labour similarly, the utility of a commodity may be different from a person at different time and 

place. for example Pen has much utility for a student in his college house but it has no utility for 

him if he is praying in a temple again woolen garments have much utility for a person in winter 

but they have no utility for him in summer does utility is subjective and relative concept which 

changes according to person and his circumstances.  

So weather utility can be measured 

Utility depends upon intensity of want when someone is very intense for us it has more utility for 

us on the other hand if someone is not so intense it will have less utility.  

On the basis of above analysis the following fact about utility became clear:- 

1. Utility is the capacity of a commodity or service to satisfy human wants. 

2. There is difference between utility and usefulness. 

3. Utility has no relation with morality. 

4. Utility is not objective but subjective and relative. 

5. Utility depends on intensity of want. 

 

Measurement of utility 

 

1) Cardinal Utility Analysis 

According to professor Marshall utility can be measured indirectly in terms of money or the 

price which we are ready to pay for a commodity. For example, if we are ready to pay rupees 5 

for a pen and rupees hundred for a book the utility of pen for Rupees will be equal to rupees 5 

and that of a book will be equal to rupees hundred it is also clear from this that the more we are 

ready to pay for a commodity the greater will be its utility for us. 
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Kinds of utility:- 
 

Marginal utility (MU):- Marginal utility (MU) is the change in total utility due to consumption 

of one additional unit of a commodity. For example, suppose 4 bananas give us 28 units of total 

utility and 5 bananas give us 30 units of total utility. Clearly, consumption of the 5th banana has 

caused total utility to increase by 2 units (30 units minus 28 units). Therefore, marginal utility of 

the 5th banana 

is 2 units. 

MU5 = TU5 – TU4 = 30 – 28 = 2  

 

Total Utility (TU):- Total utility of a fixed quantity of a commodity (TU) is the total satisfaction 

derived from consuming the given amount of some commodity x. More of commodity x provides 

more satisfaction to the consumer. TU depends on the quantity of the commodity consumed. 

Therefore, TUn refers to total utility derived from consuming n units of a commodity x.  

 

Average Utility (AU):- Average utility is derived by dividing total utility of a commodity 

consumed by units. 

 

The following table clarifies the above concepts:- 
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Relationship between Marginal Utility and Total Utility:- 

 

There is close relationship between Marginal utility and Total utility. As more and more units of 

a commodity are consumed, the marginal utility derived from it goes on diminishing and total 

utility goes on increasing. This increase in total utility continues till marginal utility does not 

become zero. When marginal utility is zero, total utility is maximum. After becoming zero 

marginal utility becomes negative due to which total utility also begins diminishing. 

Thus we can say that:- 

 When Marginal utility decreases then Total utility increases. 

 When Marginal utility becomes zero then Total utility reaches its maximum. 

 When Marginal utility becomes negative then Total utility starts decreasing. 

 

 

 

Law Of Diminishing Marginal Utility Or First Law Of Gossen 

Sir Gossen is the noted economist of the 19th century. For the very first time it noted that "the 

amount of one and the same satisfaction declines as we proceed with that satisfaction until 

satiety is reached." 

Later on Prof. Marshall explain this law in detail. According to Marshall, "The additional benefit 

which a person derives from a given increase of his stock of anything diminishes, with the 

increase of the stock that he already has." 

Law of Diminishing Marginal Utility states that marginal utility from consuming each additional 

unit of a commodity declines as its consumption increases, while keeping consumption of other 

commodities constant.MU becomes zero at a level when TU remains constant 
To understand this law we can take the above example of Utility. In the example we can see that as the 

consumer keeps on consuming the goods , Marginal utility derived from each additional unit is keep on 

decreasing, which states the Law of Diminishing Marginal Utility. 
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Some important questions: 

1. What do you understand by Utility? 

2. Explain the relationship between Total Utility and Marginal Utility. 

3. State Law of Diminishing Marginal Utility. 
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2) Ordinal Utility Analysis 

Cardinal utility analysis is simple to understand, but suffers from a major drawback in the 

form of quantification of utility in numbers. In real life, we never express utility in the 

form of numbers. At the most, we can rank various alternative combinations in terms of 

having more or less utility. In other words, the consumer does not measure utility in 

numbers, though she often ranks various consumption bundles. This forms the starting 

point of this topic – Ordinal Utility Analysis. 

 

A consumer’s preferences over the set of available bundles can often be represented 

diagrammatically. We have already seen that the bundles available to the consumer can 

be plotted as points in a two dimensional diagram. The points representing bundles which 

give the consumer equal utility can generally be joined to obtain a curve like the one in 

Figure 2.3. The consumer is said to be indifferent on the different bundles because each 

point of the bundles give the consumer equal utility. Such a curve joining all points 

representing bundles among which the consumer is indifferent is called an indifference 

curve. All the points such as A, B, C and D lying on an indifference curve provide the 

consumer with the same level of satisfaction. 

Note:- Indifference curve. An indifference curve joins all points representing bundles 

which are considered indifferent by the consumer. 

It is clear that when a consumer gets one more orange, he has to forego some mangoes, 

so that her total utility level remains the same and she remains on the same indifference 

curve. Therefore, indifference curve slopes downward. 

The amount of mangoes that the consumer has to forego, in order to get an additional 

orange, her total utility level being the same, is called marginal rate of substitution 

(MRS). In other words, MRS is simply the rate at which the consumer will substitute 

orange for mangoes, so that her total utility remains constant. 
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One can notice that ,as we increase the quantity of mango, the quantity of orange 

sacrificed for each additional mango declines. In other words, MRS diminishes with 

increase in the number of mango. As the number of mango with the consumer increases, 

the MU derived from each additional mango falls. Similarly, with the fall in quantity of 

orange, the marginal utility derived from orange increases. So, with increase in the 

number of mango, the consumer will feel the inclination to sacrifice small and smaller 

amounts of orange. This tendency for the MRS to fall with increase in quantity of mango 

is known as Law of Diminishing Marginal Rate of Substitution. This can be seen from 

figure 2.4 also. Going from point A to point B, the consumer sacrifices 4 orange for 1 

mango, going from point B to point C, the consumer sacrifices 

3 orange for 1 mangoes , and going from point C to point D, the consumer sacrifices 2 

orange for 1 mangoes and so on for the next. 

Thus, it is clear that the consumer sacrifices smaller and smaller quantities of mangoes 

for each additional banana. 

Fig 2.4 (make a graph for the below schedule) 

 

Combination Quantity of  

Mangoes  (Qx) 

Quantity of Oranges 

(Qy) 

MRS 

 

A 1 13 - 

B 2 9 4:1 

C 3 6 3:1 

D 4 4 2:1 

E 5 3 1:1 


