Household Behavior

John Palmer says that the assumption 
economists make about human behavior to explain the negatively sloped. Economists assume that consumers buy goods because we get satisfaction from them and that a consumer’s goal is to maximize the satisfaction that can had from a limited budget. To proceed, we need to know how satisfaction varies as a person buys more or less of any good or service. The basic psychological assumption is calls as the law of diminishing marginal utility. 

Every single word in it has it own meaning. According to Palmer for example, the word law is just a scientific word for assumption; it makes an assumption sound credible. Diminishing mean getting smaller or less and the word marginal is just a word meaning additional or incremental. The utility is the word used by John Stuart Mill, a 19th century philosopher, to talk about satisfaction. It is just another word for satisfaction. The more people buy of any one particular commodity, the more satisfaction or utility in total they will get from consuming that commodity. However, the less and less the subsequent units of the good will add to this accumulated total amount of utility. For instance, when you buy pizza, you get a lot of satisfaction or utility from the first slice or two. Once you get full, you do not get as extra utility from your third or fourth slices. This is an example of diminishing additional or marginal satisfaction provided by the additional units of a good that you purchase. The assumption of marginal utility is show in this graph. 

The number of slice of pizza is measured along the horizontal axis and the total or accumulated amount of total utility on the vertical axis. We have to have some measurement here for utility. Lets measure it in terms of the amount of a person’s income that she is willing to give up to has each possible amount of a good. We measuring the satisfaction derived from slices of pizza of the willingness to part with income. In this example, when the person eats one slice, she gets this much satisfaction. This is the amount that she is willing to pay for one slice of pizza, and when she eats the second slice, she gets some more utility. The second rectangle is higher than the one before, but since the second rectangle is not double the size of the first. The amount of the additional satisfaction our consumer gets of the second slice is not quite as much as from the first one because she is not quite so hungry. Then the third slice raises her total utility even higher, but the incremental of utility is even smaller still. The fourth slice is hardly worth eating at all and so the fifth slice is worth nothing. The marginal utility of the fifth slice is zero. 

There are two sides to go.  There are two ways we can counts how much total satisfaction our consumer gets from five slices of pizza. One is simply to measure the area of the fifth column. The other way is to add up all the additional bits of utility, the marginal utility. Another thing we can do is to show marginal utility 
on the vertical axis in another graph.  The household’s optimal purchase rule, we shown a straight line for commodity has a going market price. Then assume that the case of going price for pizza is give by the height of the horizontal line. 

What shows the cost to the consumer of buying more pizza that is of moving to the right in this graph? For every slice of pizza that she buys, she must pay this price. She must give up this many dollars worth of other things that she could have bought. The extra cost to her of consuming more pizza is equal to the going market price and the additional to her total benefits. This mean she would keep buying pizza until she reaches the point at which the additional satisfaction of another slice of pizza just balance by the price of purchasing. She should increase her purchase just to the point where the dot is on the graph. This point is what economists call the optimal purchase rule for households. They should govern their spending so that the marginal utility they getting from each item consumed is just equal to the price they have to pay for that item. 

Palmer states that we measure utility in terms of people’s willingness to part with income, and since the demand curve coincides with the associated marginal utility, we can view this demand curve as showing the marginal benefit to society of various levels of garbage disposal services.   The curve above show that the marginal benefit to society of various levels of garbage disposal services. The optimal purchase rule says that households should consume every item, including garbage disposal services. It was up to the point at which the marginal benefit 
is reduced to an extent that it hits the going market price line. If we are not charge for a good on a per-use basis, then the going market price for an additional unit of it is zero. No wonder we demand a tremendous amount of these services and have a scarcity of landfill sites when at the margin, disposing of garbage is free to each person. 

� Assumption- a statement that is assumed to be true and from which a conclusion can be drawn


� marginal utility- In a utility function, the increase in utility associated with a one-unit increase in consumption of one good; or the partial derivative of the utility function.


� Marginal benefit- The extra benefit received from a small increase in the consumption of a good or service. It is calculated as the increase in total benefit divided by the increase in consumption.





