
MARGINAL CONCEPT

In economics, marginal concepts are associated with a specific change in the quantity used of a good or service, as
opposed to some notion of the over-all.

Special Role of Margin in Micro-Economics: The marginal concept has, however, a special role in price
theory. In other words, marginal utility is the utility of the marginal use. In such context, a marginal change
may be an infinitesimal change or a limit. One such example would be a store promotion where customers can
walk out with a free pair of shoes if they buy two pairs up front. Similarly, in the theory of consumer demand,
the marginal purchasers are those who are just willing to buy at the prevailing price and would cease to
purchase at a higher price. A value that holds true given particular constraints is a marginal value. Since
marginalism implies subjectivity in valuation, economic actors make marginal decisions based on how
valuable they are in the ex-ante sense. So, the marginal unit does not refer to the last unit. The concept of
marginal utility sprouted from the minds of 19th-century economists who were attempting to explain the
economic reality of price, which they believed was driven by a product's utility. However, this led to a
conundrum known as the "the paradox of water and diamonds," which is attributed to "The Wealth of Nations"
author Adam Smith , which states that water has far less value than diamonds, even though water is vital to
human life. Johnson Marginal analysis A concept employed constantly in microeconomic theory and quite
frequently in macroeconomic theory as well is that of the marginal change in some economic variable such as
quantity of a good produced or consumed , or even the ratio of the marginal change in one variable to the
marginal change in another variable. Because marginal analysis is only interested in the effect of the very next
instance, it pays little attention to fixed start-up costs. Related posts:. Marginal analysis tells the manager that
an additional factory worker provides net marginal benefit. Marginal refers to the focus on the cost or benefit
of the next unit or individual, for example, the cost to produce one more widget or the profit earned by adding
one more worker. Positive marginal utility is when buying extra versions of an item is satisfying. Marginal
units, like any other units, constitute a part of the total supply and hence exerts some influence on value.
Marginal benefits normally decline as a consumer decides to consume more and more of a single good. Due to
this demand, the company can afford machinery that reduces the average cost to produce each widget; the
more they make, the cheaper they become. So, it is the total demand and the total supply that govern both the
margin and the value. Reconciling neoclassic economic principles and marginalism with the evolving body of
behavioral economics is one of the exciting emerging areas of contemporary economics. Marginal analysis is
an examination of the additional benefits of an activity compared to the additional costs incurred by that same
activity. Paul M. Companies use marginal analysis as a decision-making tool to help them maximize their
potential profits. The profit of a firm becomes maximum at that unit of output where marginal cost is equal to
marginal revenue. Marginal utility quantifies the added satisfaction that a consumer garners from consuming
additional units of goods or services. Price of a good from the supply side depends on its marginal cost of
production. Some important marginal concepts[ edit ] The marginal use of a good or service is the specific use
to which an agent would put a given increase, or the specific use of the good or service that would be
abandoned in response to a given decrease. In the theory of the firm, the marginal sellers are those who are
just willing to sell their goods at the prevailing price and who would refuse to sell anything at a lower price.
Modern marginalism approaches now include the effects of psychology or those areas that now encompass
behavioral economics. Limitations of Marginal Analysis Marginal analysis derives from the economic theory
of marginalismâ€”the idea that human actors make decisions on the margin. If the increase in income
outweighs the increase in cost, the expansion may be a wise investment. Importance of the Concept of Margin
3. Key Takeaway Marginal utility quantifies the added satisfaction a consumer garners from consuming
additional units of goods or services. Still, the core ideas of marginalism are generally accepted by most
economic schools of thought and are still used by businesses and consumers to make choices and substitute
goods. This does not, however, imply that the marginal unit has no influence on value. A change that would be
affected as or by a specific loosening or tightening of those constraints is a marginal change, as large as the
smallest relevant division of that good or service. Marginal analysis is an examination of the associated costs
and potential benefits of specific business activities or financial decisions. This does not necessarily make the
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hire the right decision.


