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Taxes and Consumption

Do people prefer proportional or lump-sum 
taxes?



Lump Sum Principle



Income and Substitution Effects



Income, Substitution Effects and 
Giffen Goods

What about perfect compliments?



Perfect Complements and Income Effect



Perfect Substitutes and Income Effect



Price and cross-price changes



Question

Does an increase in the price of    
Giffen good

make the consumers better off?



Equilibrium (Oxford Dictionary)

A state in which opposing forces or 
influences are balanced
A calm state of mind
(Economics) A situation in which supply and 
demand are matched and prices stable

(Game Theory) No player has anything to gain 
by changing only their own strategy.



Equilibrium and Trade



Trade Equilibrium 
Endowments



Trade Equilibrium 
Endowments



Trade Equilibrium 
Edgeworth Box



Trade Equilibrium 
Edgeworth Box



Trade Equilibrium 
Edgeworth Box: The Contact Curve and the Core



Trade Equilibrium 
Edgeworth Box: The Contact Curve and the Core



Trade Equilibrium 
Endowment and Budget Constraint



Trade Equilibrium 
Edgeworth Box and Prices



Trade Equilibrium 
Edgeworth Box and Prices



Trade Equilibrium 
Edgeworth Box and Invisible Hand



Trade Equilibrium 
Competitive Equilibrium



Trade Equilibrium 
Competitive Equilibrium


