“Household Behavior explained by Demand Theory”

Suppliers like price increase and demanders don’t. As consumers people make decisions everyday. 


John Palmer “economists assume we buy goods because we get satisfaction form them. A consumer’s goal is to maximize satisfaction form a limited budget. Basic psychological assumption is the law of diminishing marginal utility. Law is just a scientific assumption. Economists do this because there is a lot of evidence for this behavior. Diminishing is getting smaller. Utility is just another word for satisfaction. The more people buy of a commodity the more satisfaction, but as you buy more of the same product you don’t get as much satisfaction. We have to measure utility, so we measure it in the amount of the person income they give up having that amount of the good. The marginal utility for a product gets smaller and smaller. Two ways to tally up satisfaction, measure the area of columns or to show marginal utility on another vertical graph. It is easier to smooth out the corners of the series and curve it.”


Economists believe people follow this pattern for all commodities. Marginal utility falls as the quantity consumed rises.


John Palmer sys “The households optimum purchase rule, this graph is shown as a straight line. Every item bought a person must pay a price; the extra cost of consuming this product is equal to the going market price. Little of a product bought, will make a person happier than more of a product bought. Less in cost and the first initial satisfaction jump is made. There is a point called the optimal purchase rule. This is marginal utility from each item is just equal to the price. Consumer surplus is the excess of total benefit over total expenditure. An individuals demand curve and marginal utilities curve can be thought of the same thing. If consumers are successful in arranging their buying to maximize satisfaction then they must be behaving as though they are following the optimal purchase rule.”


Consumer behavior can help us understand specific problems. What are the affects of user fees on public service and who actually pays excise taxes. User charges, all of us create a lot of garbage, for some of us the benefits of moving this garbage is very high. We are not charged for throwing away, even though the landfills are being filled. Some thing we should be charged for this service.


John palmer “User fees for public services; we have a demand curve for garbage disposal. We view this curve as showing the marginal benefit for society of garbage disposal services. If we are not charged for a good on a per use basis the charge is zero. So we use this service more and more. The demand for garbage disposal is high for a few products, but for others they do not involve anything that is life threatening at all. If we raised user charge from zero to something small, might result in a dramatic reduction in the amount of garbage thrown out each week. The loss in total satisfaction for society would be very small. Economists have suggested that user charges should be used for other items. But some people could not even afford a small user charge. There is an efficiency issue and the income redistribution issue. A user charge generates a win, lose problem. Two problems mean we need to policy instruments. Equity side we need a tax system to redistribute. By using the two policies together we can achieve a win, win outcome.”


The analysis so far has been over simplified. It was presumed that firms could pass the burden of any tax over to consumers.


John Palmer “when the supply curve is completely elastic and a tax is levied the product price goes up. The firms truly pass tax on to consumers. This doesn’t work in a positive sloped supply curve. With a higher price consumers buy less of a product and less is produced. This means they passed the tax on to some extent but not completely. The total tax collected is the amount of tax per unit times the number of units still being bought and sold. Taxes will only be partly passed on by firms not completely passed on. Experiment with graphs on your own to verify this. Firms are not the only maximizes, consumers are to. Amount of tax moved on depends on the elasticity. When the tax is collected form consumers the demand curve shifts. This decreases the amount the household is willing to pay. Who ever is formally taxed has the same distribution of the tax burden are the same. The only thing that effects who pays the tax is the elasticity.”


When you rely on your intuition, the governments should collect taxes form firms because they can afford it and many households cannot. Theory of consumer behavior is the thinking of the consumer demand curve. User surplus was applied to user fees. Both users and producers pay excise taxes.

· Theory of consumer behavior is the thinking of the consumer demand curve. User surplus was applied to user fees. Both users and producers pay excise taxes.
· Consumer surplus is the excess of total benefit over total expenditure. An individuals demand curve and marginal utilities curve can be thought of the same thing.

