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When a consumer wants to buy a 6t dit
_ . Jy a ¥, he thinks abo
the utility or amount of satisfa he 'l; expecting fru:r:

it.COnly after consuming the commodity he realises satisfac-

ant of utility: In the marginal utility approach it

is assumed that utility is measurable, just as the weight of an

article is measureable. The utility of a product can be mea-

sured by money. The units of measurement are called “units”.

- For example, if a person is willing to pay 30 paise for cup of

tea. We can say that the utility which he derives from a cup
of tea is equal to 30 units.

. Cardinal and Ordinal utility: These are two approaches in
the utility analysis. The terms cardinal and ordinal are bor-
rom mathematics. The number 1,2,3,4 etc. are cardi-

bers: The fiumbers 2 for example is twice the size of
number 1. According to the concept of cardinal utility, it is
- possible to measure and compare the utilitiés of two commod-
ity For example an apple may vyield a consumer utility of 20
its. Where as a mango, yield 10 units. From this it is clear
that the consumer derives twice as much utility from aniapple
as from a mango.) The units of measurement are imaginary.
They are called ufits or utils. Marshall and other writers used

(" the cardinal number system to utility.) They argue that the

ility of a commodity can be measured and compared with

others.

On the other hand, according to the concept of ordinal
utility, the utility cannot be me sured. The numbers 1st, 2nd,
3rd, 4th are ordinal numbers€_The ordinal numbers are or-

 dered or ranked. For example, the consumer prefers Appie
than mango. The ranking does'not tell as the size of the
number \FThere is no trouble of measuring utility. According
to the ofdinalists utility is non-measurable, Prof{Hicks and Allen

~ used the ordinal system of utilit;éj. ' |
' Inshort, the cardinal approath has come to be known as
' Mamhallisn utility analysis and the ordinal approach is called


















The state of balance obtained by an end-
user of products that refers to the
number of goods and services they can
buy given their existing level of income
and the prevailing level of cost prices.
Consumer equilibrium permits a
customer to get the most satisfaction
possible from their income.
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_ELASTICITY OF DEMAND |

The concept of elasticity of demand is associated with
e of Marshall. Elasticity of demand refers to ﬂnm
ness of demand to changes in price. " a3

Elastic Demand: Demand is said to be elastic 1 i
ponsive to changes in price. When there is a sm ‘change
rice, the demand changes very much the de ~f= -3

stic. For example the price of radio falls a little and ¢
reases very much demand-for radio is said to 'r -’

Inelastic demand: Demand is said to be ine
ot responsive to changes in prices. When the di
modity change little, for even a great ¢
demand for it is inelastic. For example, if the
is, much amount of demand may not incre se.
salt is inelastic. - o
Marshall defines the concept as follows. =
demand in a market is great or small according !
manded increases much or little for a given fal
inishes much or little for a given rise in prics
\n short demand is elastic when a small ¢
ds to a great change in demand. it is inek

ange in price is followed by a small

Types of elasticity of demand: There ai
asticity of demand. They are 1) Price elast
asticity and 3) cross elasticity. Of the }
orice elasticity which is of great significar
ferred as elasticity of demand. |

]

Price elasticity of demand: The char
anded due to a change in price is knoy n
emand. The formula for calculating pnc
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~ame elasticity is unity: When the propg
> ncome spent on the commodity is exacty,
same b 2 and after the increase in income. 3

. W

tha
AL

4) Income elasticity is greater than unity; W]ymL
consumer spends 3 greater proportion of his MOoNeY ings

on the commodity after the increase in income. 5

5) Income elasticity is less than unity: When the ¢
Sumer spends a smaller proportion of hi; money income
the commodity after the increase in income.

These are the types of income elasticity of de

6) Cross elasticity of demand: The responsi
demand to changes in the prices of other ities is ca
the cross elasticity of demand. A change in the price of
900d causes a change in the demand for another. This sh
Cross elasticity of demand. This type of e as Y aris -
case of inter-related goods; such as substitutes angd

mentary goods. Cross elasticity is measured by the §
formula. L

N

——
-

1

Percentage change in the .

Percentage change in .
Cross elasticity can

ity. Comnfementarv goods_?-ﬂ vill
and substitutes will have po






- inelastic: For necessaries an
S the demand is inelastic. E.g. Salt
L nastic: For luxuries, demand is cod
- Eg. Ratio.

s elastic: For sub
mand for

stitutes the dems
a8 commodity is said to be ela




35

Consumer’s surplus

e What do you understand by the term "consumer's s e,
5 the concepl any practical valve? gr o

hat is consumer’s surpius? Can it be measured?

ea of consumer’'s surplus
35 originally devised by Dupit, a French Engineer-Econamist.

Jarshall elaborated and further refined this concept and de-
pribed it as consumer's surplus. Prof 8oulding has renamaed
as Buyer's surplus. Micks rehabilitated it, with the help of
jdifference curve technique in 1930, However, this doctrine
very often attributed to Alfred Marshall.

Meaning: The price which a consumer pays for a com-
Ddity Is sometimes less than what he is willing to pay for it
otherwords, the satistaction that a consumer gets from the
rehase of a commodity is more than the price paid for It.
us he derives a surplus satisfaction, which Marshaill calls

pnsumer’s surplus.in the words of Marshall, The excass of
ice which a person would be willing to pay rather than go
thout the thing over that what he actually does pay s the

onomic measure of his surplus satisfaction. It may be callad
consumer’s surplus.

Consumer’s surplus can aiso defined in the following ways.

1. potential price minus actual price. r

2. price a :nnnnﬁmmmmwmm;
actually pays. .




does not gives surplus utility of s

equal to price. Hence there is no m
. The shaded area represents cg o

The relationship betwean the price #.

its consumer’s surplus is direct. If tha price of th J

falls, consumer’s surplus decreases. Thum .

raises, the difference between what he is 1'I;

what he pays get reduced. So the consumer's g

diminishes.

Assumptions of consumer’s surpius; 'n,.
cept nl' consumer’'s surplus based on certain a

. It i assumed that tha marginal '-'w

mmlins :nnsunt
2. Utility is quantitatively measureable. It

cardimal utility analysis.
3. It is also assumed that substitute and ¢

have no influence upon the demand of the commead
Based on these assumption Marshall explained t

cept of consumer’s surplus, |

Criticisms of the concept of consumer surphu '=,=1','f
concept of cohsumer surplus is severely crit d
economists. Prof Nicho/son Cannan, m 49_17.
Dawenport are important among them. The
in the assumptions or the doctrine. )

1. The assumption of marginal utility r.lf
cgnstant is unreal.

2. The utility cannot be mum
Consumer’s surplus based on the c

I—-

,s-a- |

f,a_atal,i:.w e

hypothatical and unraal, ]}1' o
3. Thnmnr.nptufm surgiu
- the case. ufnq'lnl:lmlllﬂf H'.Fl_aﬂ : fl,.-
pay anything for nec g o
4. F'ml’.w ._HW.'.Q.

-
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ity deman ‘

alation berweeﬁ price and q::n;;q:’wn Onlv:l:;

- T';J;h an inverse relation ¢an :

falling curve. falls, new consumer py
~ommodity i demand wi
2. As the price of cOf the quantity of .

chase the commodity. As2 T
e, ) L
3. The existing consumers purchase addmo.nn.z
commaodity, as the commcig;iz?ﬁzt‘:'m' i
f diminishin s o —
on th:- *f_;:ﬂ ?he o gf a commodity _},-;’_.
of the consumer increase. 1he mcreasﬂ! .,
consumer to buy more. This effect is kr oo oo ¥
fect. I 4_:5-__5 ___
5. When the price of a commMOGIEYE
cheaper good. So consumer substi :
This effect is called substitution effectes
in some exceptional case the dems
upwards. The following are the few BxX¢

law of demand. 5

1. Giffen goods: There are good
the poor wage earners. When the prig
the poor buy the same goods more
served that a rise in the prices of brea
wage-earners, to buy more bread, f
mand curve may slope upwardgds.

2. Some commodities are mored
Then more of it will be demanded at
at lower price. In such cases, the di
upward slope e.g. Diamond. '

3. If people fear that the
more than the prevailing price, thy
higher price. Similarly if they 2 Ttic
they buy less even at less price,

So the exceptional demand ¢

esult

2. What are the determinants
one or more of them should



