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Glossary 

 

Income Effect 

Measures the, effect of the change in real income. 

 

Substitution Effect 

Measures the effect of change in relative price, with real income 

constant. 

 

Law of equi-marginal utility 

The consumer is in equilibrium in regard to his purchases of 

various goods when marginal utilities of the goods are 

proportional to their prices. 

 

Consumer equilibrium refers to a situation, in which a consumer 

derives maximum satisfaction, with no intention to change it and 

subject to given prices and his given income. 

 

Marginal Rate of Substitutionis the rate at which a consumer is 

ready to give up one good in exchange for another good while 

maintaining the same level of utility. At equilibrium consumption 

levels (assuming no externalities), marginal rates of substitution 

are identical. 

 


