Household Behavior explained by Demand Theory

Suppliers like prices increases, and demanders do not: as learned while talking about the curves of supply and demand. More incite could be learned about these tools if we gain the understanding about what lies behind the supply and demand curves. As consumers we make many important decisions very day that affect our lives, for example how many pizzas to but for lunch. Economists assume that a customer buys goods because they get satisfaction from the products. In which all the customer is trying to do is to maximize their satisfaction while staying within their budget. We need to know how satisfaction varies as a person buys more or less of any good or service. Our basic psychological assumption is called the law of diminishing marginal utility.


Simply, people are saying that the more people buy of any one particular commodity, the more satisfaction or utility in total they will get from consuming that commodity, but 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. But once you get full, you don’t get as much extra utility from you third or fourth slices. We say that’s an example of diminishing additional or marginal satisfaction provided by the additional units of a good that you purchase.


When the person eats one slice, she gets so much satisfaction. That is, the amount that she is willing to pay for one slice of pizza. When she eats the second slice, she gets some more utility. The total satisfaction that’s shown by the larger rectangle in the graph is now higher than it was before, but since the second rectangle is not double the size of the first, the amount of the additional satisfaction our consumer gets from eating the second slice is not quite as much as from the first one because she’s no quite so hungry. Then the third slice raises her total utility even higher, but he incremental bit of utility, that’s what we mean by marginal utility, is even smaller still. See how much smaller it is? The fourth slice is hardly worth eating at all, since it doesn’t add much to the total utility. And the last slice, the fifth one, is worth nothing to this individual pictured here in this graph since the total utility rectangle for five slices is no bigger than the total utility for four slices.


When people usually rely on their feelings, many men and women believe that the government should collect taxes from large firms and corporations since they have the money to pay it with. And people wonder why households have to pay and they do not have as much money as the firms do. But in doing the analysis comparing the tax burdens on each the firms and households, you come to find out that they are exactly the same in this subject.
