                                                                                                                       
 Explain the law of diminishing marginal utility with its exception.                

Background:
The law of diminishing marginal utility was first developed by H.H. Gossen.  However, it was modified and popularized by Alfred Marshall. 
 
Statement of the Theory: 
According to this law, the utility obtained from the consumption of successive units of a commodity within a given time period gradually declines. 
 
Assumptions: 
 
1) consumer is rational 
2) Utility can be measured in number terms. 
3) Marginal utility of money is assumed to be constant 
4) No time gap in consumption of successive units of a commodity
  5) Homogeneous units of a commodity. 
6) Independent utility 
 
On the basis of these assumptions, the law of diminishing marginal utility can be explained with the help of table and figure below: 
	Units of apple 
	Marginal Utility “in utils” 

	1 
	8 

	2 
	6 

	3 
	4 

	4 
	2 

	5 
	0 

	6 
	-2 


 
As shown in table above, the consumer gets 8 utils of utility from the consumption of first unit of apple. The utility obtained from the successive units of apple gradually declines i.e, 6,4,2,0 and -2 utils. This shows that the utility is gradually declining as more of the units of a commodity is consumed. Graphically, 
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As in figure above, units of apple and marginal utility derived from the consumption of apple are measured in X- axis and y- axis respectively. The marginal utility curve is downward sloping from left to right indicating that the additional utility obtained from the consumption of successive units of apple is gradually declining. 


Exceptions/Limitations of law of Diminishing Marginal Utility:  


1. Habitual goods: In case of habitual goods such as cigarettes,,drugs etc, the marginal utility obtained from the consumption of additional units of such goods increases. Hence, in case of habitual goods, law of diminishing marginal utility doesn’t holds true.
2. Rare goods: In case of rare goods such as old coins, the utility or satisfaction obtained from additional units of such goods increases. Hence, in case of rare goods, the law of diminishing marginal utility doesn’t holds true.
3. Time gap in consumption of a commodity: If there is the time gap in the consumption of successive units of a commodity, this law doesn’t holds true.
4. Non-Homogeneous goods: If the good is not homogeneous, the marginal utility doesn’t decreases rather increases. So if the good is non- homogeneous, this law doesn’t holds true.
5. Assumption of cardinal utility is invalid: Since utility is a psychological or subjective phenomenon, utility can not be expressed in number terms as assumed by this law.
6. Marginal utility of money is not constant: This law assumes constant marginal utility of money (MUm). However, the marginal utility of money for rich is low and marginal utility of money for poor is high. So marginal utility of money is not constant as assumed by this law.
