
Theory of Demand

Cardinal vs Ordinal Utility

• Utility refers to the satisfaction that a consumer 
obtains from the purchase and use of commodities 
and services.

• According to economics there are two theories that 
are able to measure the satisfaction of individuals. 
These are the cardinal utility theory and the ordinal 
utility theory.

• Cardinal utility states that the satisfaction that the 
consumer derives by consuming goods and services 
can be measured with numbers.



• Ordinal utility states that the satisfaction that the 
consumer derives from the consumption of goods and 
services cannot be measured in numbers. Rather, 
ordinal utility uses a ranking system in which a ranking 
is provided to the satisfaction that is derived from 
consumption.

• While cardinal utility is a quantitative measure, ordinal 
utility is a qualitative measure.

• In cardinal utility, it is assumed that consumers derive 
satisfaction through consumption of one good at a 
time. However, in ordinal utility it is assumed that a 
consumer may derive satisfaction from the 
consumption of a combination of goods and services, 
which will then be ranked according to preference.



Utility maximization:

• Economics concept that, when making a purchase
decision, a consumer attempts to get the greatest 
value possible from expenditure of least amount of 
money.

• His or her objective is to maximize the total value
derived from the available money.

Utility maximizing rule-1:

• To obtain the greatest utility the consumer should 
allocate money income so that the last amount 
spent on each good or service yields the same 
marginal utility.

• MUx/Px = MUy/Py = MUz/Pz
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• To obtain the greatest utility the consumer should 
allocate money income so that the last Taka spent 
on each good or service yields the same marginal 
utility.

Rule-2

• Given the goal of consumers is to maximize utility 
given their budget constraints, they seek 
that combination of goods that allows them to 
reach the highest indifference curve given their 
budget constraint.

• This occurs where the indifference curve is tangent 
to the budget constraint (combination A).



• Consumers Equilibrium

• In order to display the combination of two goods X 
and Y, that the consumer buys to be in equilibrium, 
let’s bring his indifference curves and budget line 
together.

• We know that,

• Indifference Map – shows the consumer’s 
preference scale between various combinations of 
two goods

• Budget Line – depicts various combinations that he 
can afford to buy with his money income and prices 
of both the goods.
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• In the following figure, we depict an indifference 
map with 5 indifference curves – IC1, IC2, IC3, IC4, 
and IC5 along with the budget line PL for good X 
and good Y.



• From the figure, we can see that the combinations 
R, S, Q, T, and H cost the same to the consumer.

• In order to maximize his level of satisfaction, the 
consumer will try to reach the highest indifference 
curve.

• Since we have assumed a budget constraint, he will 
be forced to remain on the budget line.

• So, which combination will he choose?

• Let’s say that he chooses the combination R. From 
Fig. 1, we can see that R lies on a lower indifference 
curve – IC1. He can easily afford the combinations S, 
Q, or T which lie on the higher ICs. Even if he 
chooses the combination H, the argument is similar 
since H lies on the curve IC1 too.



• Next, let’s look at the combination S lying on the 
curve IC2. Here again, he can reach a higher level of 
satisfaction within his budget by choosing the 
combination Q lying on IC3 – higher indifference 
curve level. The argument is similar for the 
combination T since T lies on the curve IC2 too.

• Therefore, we are left with the combination Q.

• What happens if he chooses the combination Q?

• This is the best choice since Q lies on his budget line 
and pts puts him on the highest possible 
indifference curve, IC3. While there are higher 
curves, IC4 and IC5, they are beyond his budget. 
Therefore, he reaches the equilibrium at point Q on 
curve IC3.



• Notice that at this point, the budget line PL is 
tangential to the indifference curve IC3. Also, in this 
position, the consumer buys OM quantity of X and 
ON quantity of Y.

• Since point Q is the tangent point, the slopes of line 
PL and curve IC3 are equal at this point. Further, the 
slope of the indifference curve shows a marginal 
rate of substitution of X for Y (MRSxy) equal 
to MUxMUy. Also, the slope of the price line (PL) 
indicates the ratio between the prices of X and Y 
and is equal to PxPy



Who is an Islamic consumer? What principles 
are to be followed by a consumer in an Islamic 
Economic System ?

The concept of ‘Islamic consumer, is new in the world 
of conventional economics.

•It can be said that a consumer whose behavior is not 
against the norms of Islam is called Islamic consumer.

•In this sense all Muslims come within this category. 

•Since Islamic economics deals with Islamic consumer, 
it would be useful to know him in some details

system :



The following are the important principles are to 
be followed by a consumer in an Islamic economic: 

1. A rational Islamic consumer tries his best to 
conform his consumption to the pattern so as to 
please Allah. This is also treated as an act of 
worship ( Ibadah ), both satisfying in the present life 
and rewarding in the hereafter.

2. An Islamic consumer’s total spending is classified 
into two categories:

one, to achieve satisfaction in this world which 
includes both present consumption and future 
consumption.



• Two, spending for others with a view to earn reward 
in the hereafter.

3. He spends in moderation : He is neither miser nor 
extravagant in his consumption behaviour.

4. An Islamic consumer does not hoard his wealth : He 
is required to save but by necessity he must invest a 
major portion of his savings in productive activities 
otherwise zakat would eat away his savings over 
time.

5. Conesus about about Halal and Haram : An Islamic 
consumer quite consciously consumes only the 
Halal things and avoids Haram things.


