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Agenda

o Warm Up

e Content Delivery - Marginal
Analysis and Consumer Choice

e Practice - Student Activity 1.7

e Exit Ticket

e Wrap Up & Evaluation




Learning Targets

1. Explain the difference
between a consumer’s total
utility and marginal utility
and define diminishing
marginal utility

2. Understand how to maximize
total utility from a limited
budget.




If you were at a party with free
pizza, how many slices would you
eat? How many slices would you

eat if the host declared you would

have to pay $2.00 for each slice?

Why would you behave differently —
when the pizza is not free?

ﬁ StUdentS, Wfite your response! Pear Deck Interactive Slide
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e Satisfaction

e Economists
terms this
satisfaction

utility.




» Total Utility (TU) -total satisfaction
obtained when consuming a good.

« Marginal Utility (MU) - the change in
total utility when consumption of a good

changes by one unit.
* MU =ATU / A Q consumed of a good




Consumers are utility maximizers.

With limited income, consumers will try to
maximize total utility (TU)

As consumers buy more of the same good,
their marginal utility will diminish.

Due to diminishing marginal utility, a
consumer will only buy more of a good if the =
price is reduced.




* Law of Diminishing
Marginal Utility -
eventually, a point is
reached where the
additional satisfaction
obtained by
consuming additional
units of a good starts
to decline, ceteris
paribus.




* Example

* [f I'm really hungry, I get a lot of satisfaction
from first slice of pizza.

* It | keep eating pizza, the additional
satisfaction from the 8th slice would be
much less than that of the first slice.



Marginal utility is the change in
total utility when an extra unit is
consumed.

If the marginal utility from the
extra unit is positive then total
utility increases.

If the marginal utility from the
extra unit is zero, then total utility
does not change.

If the marginal utility from the
extra unit is negative, then total
utility decreases.
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Table 1-7.1
U MARGINAL UTILITY OF VIDEO GAMES AND JEANS

Number of Number of
video games Total utility Marginal utility Jeans Total utility Marginal utility
0 $0 - 0 $0 ~
1 $60 <> $60 1 $20 <> $20
2 $100 ——— $40 2 $36 <> $16
3 $130 —— $30 3 $51 <> $15
4 $150 —— $20 4 $65 <> $14
5 $165 —— $15 5 $78 ——— $13
6 $175 —— $10 6 $90 —— $12

e \Why does Dolores's MU decrease for each good?
Does this relate to price of the good?

Pear Deck Interactive Slide

Do not remove this bar
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n Figure 1-7.1

& TOTAL AND MARGINAL UTILITY OF VIDEO GAMES AND JEANS
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Utility Maximization

e To receive the greatest total utility from a given
income, a consumer should allocate income
between two products so that the marginal
utility per dollar is the same for each product.

o Also called consumer equilibrium because
the consumer has no incentive to change the
allocation of income unless the price of a
product changes.

-



® So how should
Dolores allocate bher

budget befween video MU, _ MU, |
games and jeans? P P



Table 1-7.1

@F MARGINAL UTILITY OF VIDEO GAMES AND JEANS

Number of Number of

video games Total utility Marginal utility Jeans Total utility Marginal utility
0 $0__| 0 S0 ___
1 $60 ——— $60 1 $20 —— $20
2 $100 ——— $40 2 $36 —— $16
3 $130 ——— $30 3 $51 —— $15
4 $150 ——— $20 4 $65 T $14
5 $165 —— $15 5 $78 ———— $13
6 $175 — $10 6 $90 —— $12

MU, _ MU, ‘
PP




Table 1-7.2
@ CALLIE BUYS GASOLINE AND FOOD

Gasoline (G) | MU | MU,/P; | Food (F) MU, | MU/P:
1 unit +$60 1 unit +$120
| 2 units +630 | 2units | +$80 | +8.0 i) = s’ .
| 3units +$15 | +3.0 | 3units | +$60 P, Py
.' 4 units +$5 k | 4 units +$30 +3.0
| 5 units +$3 +0.6 5 units +$10
6 units +$1 6 units +$5 +0.5

Pear Deck Interactive Slide

Students, write your response! Do not remove this bar
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