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•Utility, in economics, refers to the
usefulness or enjoyment a consumer can
get from a service or good.
•Marginal utility is the utility gained by
consuming an additional unit of a service
or good.



❑ The simple meaning of ‘utility’ is ‘usefulness.’

❑ In economics utility is the capacity of a

commodity to satisfy human wants.

Utility: Meaning & Definition 

❑Utility is the quality in goods to satisfy human
wants. Thus, it is said that “Wants satisfying
capacity of goods or services is called Utility.”



According to Prof. Waugh
“Utility is the power of
commodity to satisfy human
wants.”



Jeremy Bentham (1748 – 1832) was

an English philosopher, jurist, and

social reformer regarded as the

founder of modern utilitarianism.

Bentham defined as the

"fundamental axiom" of his

philosophy the principle that "it is

the greatest happiness of the

greatest number that is the
measure of right and wrong."



• He was an English economist.

• Jevons's book A General 

Mathematical Theory of 
Political Economy (1862).



An indifference 

curve is a graph 

showing combination 

of two goods that 

give the consumer 

equal satisfaction 
and utility.



https://en.wikipedia.org/wiki/Economist
https://en.wikipedia.org/wiki/Nobel_Memorial_Prize_in_Economic_Sciences




✓ Utility being a subjective phenomenon or feeling
of a consumer cannot be expressed in numerical
terms.

✓ So utility cannot be measured cardinally or
numerically.

✓ It cannot be measured directly in a precise
manner.







Marginal Utility (MU)

• Marginal utility is the utility derived from

the last or marginal unit of consumption.

• Marginal Utility is the change in the utility derived

from the consumption of an additional unit of a good.



Marginal Utility (MU)



❖ Total Utility is the sum total of the
Marginal Utilities derived from all the
units consumed.

Total Utility (TU)



Average Utility is that utility in which

the total unit of consumption of goods

is divided by number of Total Units.

Average Utility



❑ As there is an increase in the unit of a particular
commodity, the Marginal Utility goes on diminishing
and Total Utility goes on increasing.

❑ Total Utility goes on increasing up to that extent till
the Marginal Utility becomes Zero.

❑When Marginal Utility is zero Total Utility is
maximum.

Relationship between Total Utility and Marginal Utility



❑When MU is decreasing, the TU will increase so

long as MU does not become zero.

❑ Since MU diminishes, TU increases at a

diminishing rate.

❑When MU is Zero, TU is maximum.

❑When MU is negative, TU declines.

RELATIONSHIP BETWEEN TOTAL UTILITY (TU) AND MARGINAL 
UTILITY (MU) - LDMU



Utility function measures the
preferences consumers apply to their
consumption of goods and services.



LAW OF DIMINISHING MARGINAL UTILITY





LAW OF DIMINISHING MARGINAL UTILITY

“The additional benefit which a person derives

from a given increase in the stock of a thing

diminishes with every increase in the stock

that he already has.” -



“The more one consumes of one

commodity during any period of

time the less satisfaction one

gets from consuming an

additional unit of it.”



Other things remaining the same,

additional units of consumption

could result in smaller and smaller

additional units of satisfaction.



1. The utility that a consumer gets can be measured and

expressed in numbers (utils).

2. The taste and preference of the consumer remain

unchanged (constant) during the period of purchases.

3. There is no time interval between the consumption of

successive units.

4. The maximum price a consumer is ready to pay for the

commodity depends on its marginal utility to him.

ASSUMPTIONS OF THE LAW



Limitations of the Law

❑ Change of  Taste and Preferences

❑ The law will fail if  there is a time interval 

between the consumption of  successive units 

❑ Emotional or Fancy Buying

❑ Miser’s Collections or Hobby Collections

❑ The law is not applicable to money.

❑ Stock with Other Persons



✓The Law of Diminishing Marginal Utility is the basic
law of consumption. The Law of Demand, the Law
of Equi-marginal Utility, and the Concept of
Consumer’s Surplus are based on it.
✓The law helps to explain the phenomenon in value

theory that the price of a commodity falls when its
supply increases. It is because with the increase in
the stock of a commodity, its MU diminishes.
✓The famous “diamond-water paradox” of Smith

can-be explained with the help of this law.

LDMU – APPLICATIONS / IMPORTANCE



✓The principle of progression in taxation is also
based on this law. As a person’s income
increases, the rate of tax rises because the
marginal utility of money to him falls with the
rise in his income.
✓This law underlies the importance of an equitable

distribution of wealth. The marginal utility of
money to the rich is low. It is, therefore,
advisable that their surplus wealth be acquired by
the state and distributed to the poor who possess
high marginal utility for money.

LDMU – APPLICATIONS / IMPORTANCE


