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Income Effect

Income effect is the micro economic concept. It shows
the reaction of consumerJIncome effect means the
change in consumer's purchases of the goods as a result
of a change in his money income.

Quantity demanded of a commodity changes due to
change in purchasing power (real income), caused by
change in price of a commodity.

When price of a commodity rise more has to be spent on purchase of

he same quantity of that commodity. Thus, rise in price of commodity
leads to fall in real income, which will thereby reduce quantity

demanded is known as Income effect.
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