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ABSTRACT
In general, an economist uses Ceteris Paribus assumption to explain the law of demand. Ceteris Paribus is Latin
phrase and that generally used for saying “with other things being same or all other things remaining equal”. But
this assumption is not valid for every case in the law of demand. So this paper explains how to use Ceteris Paribus
assumption effectively. When the pairwise correlation between contributing factors of demand (price, income, etc.)
is comparatively low, Ceteris Paribus assumption can use to yield a substantive isolation.
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I. INTRODUCTION
( )
In Economics, Demand implies the quantity of a
particular good or a service that consumers/buyers are
willing to buy and able to buy at a given contributing
factors in a given time period. The demand function is
the function that represents the behavior of consumers.
Consumer may be an individual or a group of buyers.
There are two types of demand functions. That is
individual demand function and market demand function.
Individual demand function describes the behavior of a
consumer and market demand function describes the
behavior of market. The market demand function can be
obtained by individual demand function summed
horizontally. In other words, a Demand Curve is the
graphical representation of the relationship between the
contributing factors of a good and the quantity of that
good consumer are willing to buy at a point in time. The
behavior of a consumer is influenced by many factors.
There are the price of the good, income of the consumer,
the tastes and preferences of the consumer, the prices of
related goods (compliments and substitutes), the period
of time and a variety of other possible variables. Linear
curves rarely exist in the real world. Most Demand
Curves are non-linear. However, an individual's demand
functions for a good (Good “X”) might be written as
follows:
( )
(
)
Where:

If there are multiple factors influencing the quantity of
particular good, economists apply ceteris paribus
assumption in order to segregate the effect that quantity
of particular good has on the variable in the demand
function, keeping all other factors unchanged. In other
words, if an economists want to examine the effect of
one (independent) variable (one contributing factor; the
price of good, the income of the consumer, …, etc.) on
another (dependent) variable (the quantity of good),
economists need to ensure, through the ceteris paribus
assumption, that the effect of other independent
variables on the dependent variable is constant. In Law
of Demand, generally ceteris paribus assumption used
for saying “all other things remaining equal”.

Research Problem
By ceteris paribus all other variables (other contributing
factors) in a situation are independent of the dependent
variable (the quantity of good) being examined in a
single, isolated economic demand analysis. However, if
the correlations between selected economic contributing
factors are comparatively high, the ceteris paribus
assumption makes erratic prediction.
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II. METHODS AND MATERIAL
This study was mainly based on generated data. The
observations of variables were generated from a
multivariate normal distribution to accommodate the
correlation of the variables.
Model A
No;
Corr(X1, X2)

Low;
Corr(X1, X2)

Moderate;
Corr(X1, X2)

High;
Corr(X1, X2)

that the effect of income of the consumer on the quantity
of good is constant. It is usually hard to isolate all the
different variables. But actually, there is some
relationship between price of good and income of the
consumer. In here, we take different correlation values
to identify the issue of ceteris paribus assumption.
Following results/findings were based on the different
correlation values.
Table 1 : Summary Coefficients (b)

Multiple Linear Regression Analysis

Qx = a - bP + cI (X1 = P(Price) and X2 = I(Income))

ID

Corr(P,I)

1
2
3
4

0.000
-0.011
-0.500
-0.857

Interpretation

Ceteris Paribus Assumtion

Model B
No;
Corr(X1, X2)

Low;
Corr(X1, X2)

Moderate;
Corr(X1, X2)

MLR
Coefficients
(b)
-10.00
-09.96
-09.22
-07.19

SLR
Coefficients
(b)
-10.00
-10.00
-10.00
-10.00

High;
Corr(X1, X2)

Simple Linear Regression Analysis

According to the Table 1, If Correlation (Price, Income)
= -.857, the demand function as follows,

Qx = a - bP (X1 = P(Price))

Interpretation

Finally, compare the model A and model B to find the
issue of ceteris paribus assumption.

III. RESULTS AND DISCUSSION
The behavior of a consumer is influenced by many
factors. But in this research consider only the price of
the good and income of the consumer as contributing
factors of the Demand of particular good.

Where:

The price at which a good is sold raises by one unit,
ceteris paribus approximately the seven goods demanded
declines. However mathematically, it should be equal to
the Simple Linear Regression of Quantity of good and
Price of good. But according to the above result it does
not match. But if we take first model (Correlation (Price,
Income) = 0.000), the demand function as follows,

The price at which a good is sold raises by one unit,
ceteris paribus approximately the ten goods demanded
declines. Sure enough, if we take Simple Linear
Regression Analysis for this model price changes same
as the Multiple Regression Analysis result.
Illustration (Corr(P,I) = 0.000)

( )
In general, the ceteris paribus assumption treats, that the
effect of other independent variables on the dependent
variable is constant. For instance, when we consider the
relationship between price of good and quantity of good,

> cor(Illustration_1)
Qx
P
I
Qx 1.0000000
-0.9325048 0.2875215
P -0.9325048 1.0000000 0.0000000
I
0.2875215 0.0000000 1.0000000
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Model – MLR

Model – SLR(Price)

> lm.r <- lm(Qx~P+I, data=Illustration_1)
> summary(lm.r)

> lm.r <- lm(Qx~P, data=Illustration_1)
> summary(lm.r)

Call:
lm(formula = Qx ~ P + I, data = Illustration_1)

Call:
lm(formula = Qx ~ P, data = Illustration_1)

Residuals:
Min
1Q
Median 3Q
Max
-7.7937 -2.0426 -0.6749 2.3016 6.8251

Residuals:
Min 1Q Median 3Q Max
-10.00 -3.75 0.00
3.75 10.00

Coefficients:
Estimate
Std. Error t value Pr(>|t|)
(Intercept) 121.649914 7.641921 15.919 9.37e-07 ***
P
-10.000000 0.885850 -11.289 9.57e-06 ***
I
0.021525 0.006184 3.481 0.0103 *
--Signif. codes: 0 „***‟ 0.001 „**‟ 0.01 „*‟ 0.05 „.‟ 0.1 „ ‟
1

Coefficients:
Estimate Std. Error t value Pr(>|t|)
(Intercept) 140.000 8.551 16.372 1.95e-07 ***
P
-10.000 1.369
-7.303 8.36e-05 ***
--Signif. codes: 0 „***‟ 0.001 „**‟ 0.01 „*‟ 0.05 „.‟ 0.1 „ ‟
1

Residual standard error: 4.852 on 7 degrees of freedom
Multiple R-squared: 0.9522, Adjusted R-squared:
0.9386
F-statistic: 69.77 on 2 and 7 DF, p-value: 2.382e-05

Residual standard error: 7.5 on 8 degrees of freedom
Multiple R-squared: 0.8696, Adjusted R-squared:
0.8533
F-statistic: 53.33 on 1 and 8 DF, p-value: 8.365e-05

The price at which a good is sold raises by 1 unit, ceteris
paribus approximately the 10 goods demanded declines.
The income of a consumer rises by 1000 unit, ceteris
paribus approximately the 22 goods demanded inclines.
Sure enough, if we take Simple Linear Regression
Analysis for this model separately price and income
changes same as the Multiple Regression Analysis result.

The price of good is probably one of the most vital
aspects that would determine the demand quantity of
good. Lesser the price recorded in particular good, the
better the demand quantity of good you will get. So
when one unit of price of good is increased, demand
quantity of good is decreased by approximately 10
goods.

Model – SLR(Income)
> lm.r <- lm(Qx~I, data=Illustration_1)
> summary(lm.r)
Call:
lm(formula = Qx ~ I, data = Illustration_1)
Residuals:
Min
1Q Median 3Q
Max
-28.556 -9.694 -4.756 16.478 28.978
Figure 1: Scatter Plot of MLR
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Coefficients:
Estimate Std. Error t value Pr(>|t|)
(Intercept) 61.64991 22.50820 2.739 0.0255 *
I
0.02153 0.02535
0.849 0.4205
--Signif. codes: 0 „***‟ 0.001 „**‟ 0.01 „*‟ 0.05 „.‟ 0.1 „ ‟
1
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