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 Utility 

◦ The want-satisfying power of a good or service 

 Utility Analysis 

◦ The analysis of consumer decision making 
based on utility maximization  

 Util 

◦ A representative unit by which utility is 
measured 
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 Marginal Utility 

◦ The change in total utility due to a one-unit 
change in the quantity of a good or service 
consumed 
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Marginal utility = 
Change in total utility 

Change in number of units consumed 



Graphical Analysis 

 We can appreciate total and marginal 
utility by using graphical analysis. 
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Total and Marginal Utility  
of Downloading and Listening to 
Digital Music Albums 
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Total and Marginal Utility  
of Downloading and Listening to 
Digital Music Albums 
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Total and Marginal Utility of Downloading 

and Listening to Digital Music Albums 
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Total and Marginal Utility of Downloading and 
Listening  

to Digital Music Albums 
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Total utility is 

maximized... 

…where marginal 

utility equals zero. 



Graphical Analysis 

 Observations 

◦ Marginal utility falls as more is consumed. 

◦ Marginal utility equals zero when total utility is 
at its maximum. 
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The High Cost of Certain  
Sources of Negative Marginal Utility 

 Conventional wisdom says that it is impossible to put a 

price tag on happiness. 

 Economists usually attempt to attach dollar values to 

economic goods. 

 What is the amount of compensation required for economic 

“bads?” 
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Diminishing Marginal Utility 

◦ The principle that as more of any good 

or service is consumed, its extra benefit 

declines 

◦ Increases in total utility from 

consumption of a good or service 

become smaller and smaller as more is 

consumed during a given time period. 
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Optimizing Consumption Choices 

A choice of a set of goods and services that 

maximizes the level of satisfaction for each 

consumer, subject to limited income 
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Total and Marginal Utility from 
Consuming Music Album Downloads 
and Sandwiches on an Income of $26 
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Optimizing Consumption Choices 

 A consumer’s money income should be allocated so 

that the last dollar spent on each good purchased 

yields the same amount of marginal utility (when all 

income is spent), because this rule yields the largest 

possible total utility. 

14 



Optimizing Consumption  Choices 

 A little math 

◦ The rule of equal marginal utilities per dollar spent 

◦ A consumer maximizes personal satisfaction when 

allocating money income in such a way that the last dollars 

spent on good A, good B, good C, and so on, yield equal 

amounts of marginal utility. 
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Optimizing Consumption  
Choices 

 A little math 
◦ The rule of equal marginal utilities per dollar 
spent 
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MU of good A 

Price of good A 
= 

MU of good B 

Price of good B 

MU of good Z 

Price of good Z 
= = ... 



How a Price Change Affects 
Consumer Optimum  
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Recall from Table 20-1 Income = Rs.26 

Qd  = 4 
MUd 

Pd 

36.5 

5  
= = 7.3 

Qs  = 2 
MUs 

Ps 

22 

3  
= = 7.3 



How a Price Change Affects 
Consumer Optimum 
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Assume Price of Music Falls to Rs. 4 

Qd  = 4 
MUd 

Pd 

36.5 

4  
= = 9.125 

Qs  = 2 
MUs 

Ps 

22 

3  
= = 7.3 



How a Price Change Affects 
Consumer Optimum 
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Assume Price of Music Falls to Rs. 4 

Result Buy more downloads  
and MUd  falls 

Now 
MUd 

Pd 

> 
MUs 

Ps 



How a Price Change Affects 
Consumer Optimum 

 Consumption decisions are summarized in 
the law of demand 

◦ The amount purchased is inversely related to 
price. 

 A consumer’s response to a price change 

◦ At higher consumption rate, marginal  
utility falls. 
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