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Consumer Behavior Theory
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Classical Consumer Behavior Theory (Marginal Utility Theory)
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The foundation of the utility theory is that a person (consumer) has
unlimited wants or needs, and seeks to achieve maximum utility (greatest
satisfaction) for themselves within the limits of their limited income and
the prevailing prices of goods and services.
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Utility is the ability of an item to satisfy a need, meaning it is the pleasure or
satisfaction an individual derives from consuming a specific good. It is not a physical
attribute as much as it is a relationship between the good and the need for it.
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This theory is based on a set of assumptions
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1- The consumer is rational and their behavior is characterized by rationality.
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2- The consumer can measure the amount of utility they gain from consuming units of
goods numerically.
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3- The utility of each good is independent of the utility of other goods
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4- The total utility that the consumer receives is the sum of the utilities derived from
consuming various goods.
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Total utility and marginal utility
Total Utility 2 xsial)
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It is the total utility that the consumer receives from consuming a certain

quantity of a good over a specific period of time. Total utility increases
with the number of units consumed of the good, but at a decreasing rate
until it reaches its maximum level. At this point, total utility stabilizes,
but beyond this limit—when additional units are consumed—total utility
begins to decrease.
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Marginal Utility is the utility of the last unit consumed of a good, or the
amount of change in total utility from consuming an additional unit of the
good.
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The classical theory of consumer behavior assumes that marginal utility is
diminishing, and there is a principle known as the Law of Diminishing
Marginal Utility. This principle states that the marginal or additional
utility that a consumer receives from consuming successive units of a
good at the same moment in time decreases. In other words, the
additional utility decreases as a larger quantity of the good is used at the
same time. Therefore, marginal utility is initially diminishing until it
reaches the saturation point, where it becomes zero, and then it turns
negative.
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As the quantity consumed increases, total utility rises, but only up to a
certain point, after which it begins to decrease. When the quantity
consumed was 1, total utility was 10 units of utility. When it increased to
2 units of the good, total utility rose to 18 units. We see that total utility
continues to increase until the fifth unit, where it reaches 30 units. Upon
consuming the sixth unit, total utility remains unchanged, indicating that
the consumer has reached the saturation point. After this, when the
seventh unit is consumed, total utility decreases to 28 units, meaning that
the effect of the seventh unit on total utility was negative.

Observing marginal utility, we find it diminishing: the marginal utility of
the first unit was 10, and it became 8 for the second unit. This trend
continued until the sixth unit, where it reached zero. With the
consumption of the seventh unit, marginal utility became negative at -2
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Consumer equilibrium occurs when the consumer reaches a level that
provides the maximum possible utility, which cannot be achieved at any
other level. Once this situation is achieved, there is no incentive for the
consumer to redistribute their income in any other way. To reach the
equilibrium level, two conditions must be met:
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1- Achieving the principle of equal marginal utilities, meaning that the
marginal utilities relative to their prices are equal. This implies that the



consumer attempts to obtain equal utility from the last monetary unit
spent on different goods.

el alan T sboe cllgivaal IS0 @i o5 o -2

2- The total expenditure of the consumer must equal their monetary
income.
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To achieve equilibrium and maximize utility, the consumer must satisfy
two conditions:

1- The consumer should obtain the maximum possible utility from each
2- monetary unit spent. Total expenditure on goods A and B should not
exceed the consumer's income.
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Consumer Surplus

Consumer surplus refers to the difference between the price a consumer is
willing to pay for a good and the price they actually pay. In other words,
consumer surplus is the value of the excess amount the consumer was
willing to pay for the good to avoid being completely deprived of it,
above the price they actually paid when purchasing it in the market.

As can be seen from the table below, consumer surplus can be derived:
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3 27 24 3 8
6 34 28 4 7
10 40 30 5 6
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In the table above, we see that the consumer was willing to pay 10 dinars
for the first unit and actually paid 10 dinars to obtain it, resulting in a
consumer surplus of zero. When the price dropped to 9 dinars, the
consumer bought two units, indicating they were willing to pay 10 dinars
for the first unit and 9 dinars for the second unit. Therefore, the consumer
was willing to pay a total of 19 dinars for the first two units, while they



only paid 18 dinars (price x quantity), resulting in a consumer surplus of
1 dinar.

For the third unit, the consumer was willing to pay 8 dinars but actually
paid 6 dinars. This means they were willing to pay a total of 27 dinars for
the three units (10 dinars for the first, 9 for the second, and 8 for the third)
but actually paid 24 dinars. Thus, they achieved a consumer surplus of 3
dinars.

The following graph illustrates this. When the price rises, consumer
surplus decreases, while the consumer gains surplus when the price falls.






