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    PREFACE 

Lazy Bone Publications is a publication house founded and managed by Chartered Accountants. We started 
writing books with an aim that a student reading our books should enjoy, understand, grasp and 
remember the content. We aim to take education to the next level and this book is a step forward.  

The idea of Chhota Smart Notes was conceptualized keeping in mind the need of the students for a quick 
revision tool during the class and college tests/exams. This book contains summary of all the long 
questions & answers that are included in Smart Notes.  

Note: 

1. This book is only a revision tool and the content given herein will not suffice to score full marks in
your exam.

2. Please refer this book only for the purpose of revision. For conceptual clarity and thorough
understanding you must read Smart Notes.

3. Please refer this book with Smart Notes to extract maximum benefit.

We take this opportunity to thank the teaching fraternity for supporting us and encouraging us in our 
innovative endeavours.  

We are open to your suggestions to make the book more student-friendly. Mail us at 
suggestions@lazybonepublications.in 

Edition : First 
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CHAPTER 2 – CONSUMER BEHAVIOUR 

The want satisfying power of a commodity is called 
“utility”. Utility is the capacity of a commodity to satisfy 
particular human want. 

Q1. What are the features of utility? 
Ans: Features of utility are as follows: 
(SMART CODE: FEATURES - U) 
1. Forms the basis of demand:

A person will demand a commodity only if it has
utility for him.

2. Ethically neutral:
Utility does not consider any moral or ethical factors.

3. Also not the same as usefulness:
A commodity having utility need not be useful.

4. The utility of a commodity is not easily
measurable:
Utility is intangible and invisible and hence cannot be
measures cardinally.

5. Utility is a subjective concept:
The utility of commodity differs from person to person.

6. Relative Concept:
Utility of a commodity changes from time to time and
place to place.

7. Even different from pleasure:
A commodity may have utility but it is not necessary
that its consumption will give pleasure to the
consumer.

8. Satisfaction and utility are different:
Utility is pre-consumption and satisfaction is post-
consumption.

9. Utility depends on intensity of the want:
Higher the intensity of the want, higher is the utility of
the commodity which satisfies the want.

Q2. What are the various types of utility? 
Ans:  

Q3. What are the concepts of utility? 
Ans:  

Q.4. Explain the relationship between MU and TU.
Ans: Relationship between MU & TU:

1. TU and MU curve begin at the same point.
2. The TU curve slopes upwards from left to right.
3. The MU curve slopes downwards from left to right.
4. When TU curve move upwards, the MU curve slopes

downwards.
5. When TU curve is at the maximum point, the MU is

zero (i.e. it touches the x-axis).This is the point of
satiety or point of maximum satisfaction.

6. When TU curve moves downward, the MU curve goes
below zero. This indicates dis-satisfaction or disutility.

Q5. State the law of Diminishing Marginal Utility 
(DMU) with explanation and assumptions.   
Ans: INTRODUCTION: 
The Law of DMU is based on two fundamental principles: 

i. The more we have of a commodity, the less we
want of it. 

ii. Only a single want is satiable at a time.

STATEMENT: 
According to Prof. Alfred Marshall “Other things being 
equal, the additional benefit which a person derives from 

Place Utilty Service Utility Time Utility 

Form Utility Knowledge 
Utility 

Possession 
Utility 

• It is the sum of marginal
utilities derived from
successive consumption
of units.

•TUn = MU1 + MU2 + MU3 
+ ………. + MUn

•TUn = ∑ MUn

Total Utility 

•It is additional utility derived
from the last unit consumed.

•MUn = TUn – TUn-1

Marginal Utility 
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the increase in the stock of a thing diminishes with every 
increase in the stock that he already has.” 
 
SCHEDULE: Prepare utility schedule & give explanation.  
DIAGRAM: Draw the MU curve and give explanation  
 
ASSUMPTIONS: 
SMART CODE: [ASSUMPTON] 
1. All other factors are constant:  

The law assumes that MU of each unit of money 
remains constant for the consumer. 

2. Size of the commodity is reasonable: 
The law assumes that all the units of the commodity 
consumed are neither very small nor very big. 

3. Successive consumption (Continuity): 
The law assumes that there is no time gap between 
consumption of units. 

4. Units consumed are homogenous: 
The law assumes that all the units of the commodity 
being consumed are uniform. 

5. Measurement of utility is possible cardinally:  
The law assumes that utility can be measured in 
numbers.  

6. Product or commodity is divisible: 
The law assumes that that the commodity consumed 
by the consumer can be divided into smaller parts. 

7. The marginal utility of money income remains 
constant: 
The law assumes that marginal utility of money 
remains constant throughout period of consumption 
for consumer. 

8. Only single want: 
The law assumes that the commodity is used to 
satisfy only a single want. 

9. Normal or Rational behaviour: 
The law assumes that that the consumer is rational 
and behaves normally. 

 
Q5. What are the exceptions to the law of DMU?  
Ans: Exceptions to the law of DMU are as follows: 
1. Money:  

MU of money keeps increasing as stock of money 
increases as it can be used to satisfy various wants. 

2. Drunkard:  
The intoxication increases with every peg of alcohol.  

3. Hobbies:  
A person pursuing a hobby keeps on getting more 
pleasure and the MU keeps on increasing. 

4. Music:  

Repeated hearings of a song may give more 
satisfaction to the listener. 

5. Books:  
A scholar’s knowledge keeps increasing when he 
reads the book.  

6. Misers:  
MU of money increases for a miser as the stock keeps 
increasing. 

7. Power:  
A person who has power / influence keeps wanting 
more of it. 

However, all of the above are not real exceptions as they 
violate some or the other assumption of the law of DMU. 
 
Q6. What are the limitations or criticisms of the Law 
of DMU? 
Ans: 
1. Law of DMU is not applicable to indivisible goods 
2. Impractical or unrealistic assumptions 
3. Measurement of utility is not possible cardinally.  
4. Its assumption of ‘single want’ is not practical. 
5. The MU of money does not remain constant. 

 
Q7. Explain importance or significance of law of DMU. 
Ans:  

Sr. 
No 

Heading Explanation 

1 To the 
finance 
minister 

The law guides the FM in framing 
taxation policy. Higher tax from rich 
people & lower tax from poor people.  

2 To the 
government 

It helps to improve the welfare of 
the people in the society 

3 To 
understand 
‘value 
paradox’. 

The law explains the difference 
between value in use and value in 
exchange. 

4 To the 
monopolist 

The monopolist charges higher 
price to the rich and lower price to 
the poor customers since MU of 
money is low for rich customers 
and high for poor customers.  

5 To the 
consumer 

The law helps to consumer to 
maximize his satisfaction by 
equating MU to price.  

6 To the 
producer 

The law helps the producer to fix 
the price of products.  
Larger stock – Low MU – Low price  
Smaller stock – High MU – High 
price 
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